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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.

Zocus on core skills delivers Sale process initiated for United Utilities’

rerformance improvements

electricity distribution assets

@ Underlying profit before tax from continuing B Focus on the much larger water asset base
operations* up 15 9 per cent to £561 4 million which offers significantly more growth potential
operating profit increased by 17 7 per cent proceeds from the potential sale
to £750 1 millon, with underying profit B Capital structure and dividend policy to be
up 11 1 per cent to £736 3 milion

reviewed at the end of the sale process,

B £747 9 million capital expenditure in recognising the importance of income to
United Utilities North West in the year to our shareholders
Improve services to customers including B Board’s intention 1s that shareholders will realise
infrastructure renewals expenditure of
£101 2 mullion total distributions aver the remainder of the

2005-10 price control penod at least equivalent
networks M Target a credit rating to best muror regulatory
delivered for customers B Intend to continue to operate electncity assets,

1 Customer satisfaction for water and
wastewater customers at a three-year high

B First UK water company to announce an
action plan to reduce carbon emissions

R Asset owner/operater management
reorganisation implemented to generate
higher performance

B £10 0 milkon of annual cost savings
expected from management reorganisation

consistent with core skills strategy

* Underlying profit measures are defined and reconciled to the group’s income statement on

pages 24 and 25
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Business review: Key performance indicators

The following key performance indicators

(KPIs) are the principal measures used by the

board to assess the group’s performance

2006/07 2005/06
Financial
Revenue from continuing operations £2,323 Om £2,086 Om
Operating proft from continuing operations £827 Sm £729 5m
Underying operating profit from continuing operations® £816 Om £752 9m
Profit before taxation from continuing operations £676 Om 2445 1m
Underlying profit before taxation from continuing operations® £561 4m £484 dm
Total dmidends per orclinary share 44 93p 4387p
Basic earnings per share from continuing operations 57 1p 37 8p
Basic earmings per share from continuing and discontinued operations 49 4p 24 3p
Environment
Pollution incidents 9 23
Carbon management — renewable energy generated 78 6GWh 76 8GWh
Water quality — OP! water quality index 99 84 99 84
Employees
Employee satisfaction — employee opinion survey 69% 74%
Health and safety — accident incident rate 498 548
Health and safety - cumulatve accident-related lost tme rate 9,052 11,564
Customers
Water — relative efficiency Band B Band C
Wastewater — relative efficiency Band C Band D
Secunty of water supply — roling annual average leakage 468 Mi/d 477 Mid
Sewer flooding — number of properties removed from the at-nsk register ) 152 237
Electncity ~ customer minutes lost 56 68 5152
Electricity — customer nterruptions 5389 47 50
Overall customer satisfaction — water 74% 48%
Cwverall customer satisfaction — electneity §9% 70%
Whtten complaints 24,193 29,842

Notes
Electncity distnbution business 1s treated as a continuing operation in the above results

Underlying profit measures are dafined and reconciled to the group s Incame statement on pages 24 and 25

United Utiiies Annual Report & Accounts 2007




Definitions of the key performance indicators

Financial
Revenue from continuing operations
¢ A defintion of revenue 18 Included In accountng policies note (p)

Operating profi from continuing operations
* A defintion of operating profit 1s Included in accounting policies note (k)

Undertying operating profit from continuing operations®
* Operating profit from continuing operations excluding restructunng costs
and other significant non-recumng items

* The boarg considers that the removal of the impact of restructunng costs
and other significant non-recumng tems qives a clearer understanding
of the underlying trading performance

* A full reconchaton of this figure to operating profit from continuing
operations ¢an be found in the non-GAAP measures section in tables
5 and 6 on page 25

Profit before taxation frorm continuing operations
* This measure deducts all expenses from revenue including finance
expenses and operating expenses, but excludes the axation charge

Undertying profit beiore taxation from continuing operations”

» Profit before taxation from continuing operations before share of results of
associated company and excluding restructunng costs and other
significant non recurmng items

» Adiusted to exclude far value movements on debt and dervative nstruments

» The board considers that the removal of the wnpact of restructunng
costs and other significant non recurmng items gives a clearer
understanding of the underying performance

» A full reconcilation of this figure to profit before taxation from continuing
operatons can be found In the non-GAAP measures section in table 7
on page 25

Dwidends per ordinary share

» Amount of dwidend declared per ordinary share for the year expressed
In pence Ses note 8 to the financial statements for a furiher analysis
of dwvdends per share

Basic earnings per share

+ Basic earnings per share 1s calculated by dividing profit for the year
atinbutable to equity holders of the company by the weighted average
number of shares in issue See note 9 to the financial statements for
a further analysis of earnings per share

Business review

Key performance indicators 2
Chairman’s statement 4
Chief executive officer’s statement 5
Business description 7

Business performance 24

Liquidity and capital resources 32

Corporate responsibility 34

Risk and litgation 36
Envirenment

Poliution incidents

* Number of category 1 and 2 incdents mcurred dunng the year as
defined by the Envionment Agency Figures stated are for the years
to December 2006 and December 2005

Carbon managerment

+ Number of gigawatt-hours of renewable energy generated by
United Utities North West in the year Figures stated are for the
years to December 2006 and December 2005

Water quality

* The Operational Performance Index (ORI} 15 calculated by the
Dnnking Water Inspectorate as a means of monitonng water guality
It 15 based on an average of the mean zonal comphance for six water
quality parameters (iron, manganese, aluminum, turbicity, E col,
inhalomethanes) as measured at customers' taps Figures stated
ara for the years to December 2006 and December 2005

Employees

Employee satisfaction - employee opimon survey

* Percentage of employees satisfied with thewr current joby as measured
by the annual employee survey

Health and safety - accident incident rate
+ This 1s the number of lost time accidents in the year pro rated
to produce a rate per 160 000 employees

Health and safety ~ cumulative acoident related lost time rate
+ Cumulative accident-related lost ime rate per 100 000 employees

Customers

Relatve efficiency

* Operating expernciture relatve efficiency band as assessed by Ofwat
for the years to December 2006 and December 2005

Secunty of water supply — roling annual average leakage (MV/d)
+ Annual roling leakage — figures gven are In megalitres per clay for
the years to December 2006 and Decemnber 2005

Sewer flooding

+ Total number of properties remaoved from the sewer flooding register
dunng the year The register records properties at nsk of expenencing
one sewer flooding incident In 1en years

Customer minutes ost

* A standard measure of network reliability used by Ofgem which s the
sum of customer minutes lost for all restoration stages for all Ingdents
dvided by the number of connected customers as at 30 September
each year

Customer interruptions

* A standard measure of network retabilty used by Ofgem This
represents the number of interruptions per 100 customers and 18
calculated as (total customers affected/total customers connecied
10 the network) x 100

Qverall customer satisfaction

* The business has an nternal overall customer expenence assessment
mechanism which measures the level of customer satisfaction in retation
to the response receved from an enquiry It nvolves a senes of interviews
with customers Sample interviews are conducted monthly

Whrtten complaints
» Tolal number of wntten complamts receved by United Utikhes North
West businesses

United Utities Annual Report & Accounts 2007
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Business review: Chairman’s statement

We are committed to listening and
responding to all our stakeholders

People

The board 1s pleased ta report another
good set of financial results We would
ke to thank our employees for making
this possible through therr continuing
hard work and loyalty

The board was saddened by the death
of Gordon Waters in December 2006
Gordon ted our Contract Solutions
business and worked closely with the
Carbon Trust We feel he would have
approved of our decision to put carbon
management high on our agenda

In March, we completed the sale of
Vertex to a consortium ied by Oak Hill
Capital Partners in line with our strategy
of focusing on our core skills Torm Drury
Ieft the board as a result, and we wish
hurm well for the future

We have strengthened our team with

two recent appontments We welcome
Dr Catherine Bell to the board as a non-
executive director and Paul Capell as

our business develcpment director We
say a fond farewell to Sir Peter Middleton,
who will retire at the annual general
meeting after 13 years as a non-executive
director | thank him on behalf of the
board for hus substantial contnbution

Nick Salmon will replace Sir Peter

as senior independent director

Performance

Revenue from continuing operations
rose 11 4 per cent to £2,323 0 milion,
principally reflecting growth in United
Utiities North West Operating profit
from contnuing operations increased
to £827 5 milion, up 13 4 per cent

on last year

The board i1s proposing a final dwvidend in
respect of the year ended 31 March 2007
of 30 30 pence per ordinary share This
is an increase of 2 4 per cent, consistent
with the group’s policy of growing
dmidends in line with inflation  Together
with the interm dividend of 14 63 pence

United Utiities Annual Report & Accounts 2007

per ordinary share, the total ordinary
dvidend relating to the year Is 44 83
pence The final dividend of 30 30
pence will be pard to shareholders
on 24 August 2007

Where things have gone wrong we have
worked harg to address and mprove
them You will have seen that our regulator,
Ofwat, has mposed a penalty of

£8 5 milion because it concluded that we
did not conduct certain internal trading
arrangements on an arm'’s length basis
This was a disappointment to us and

we have taken all appropnate steps

to remedy the matter Our decision

to restructure the business, focus on
core skills and sharpen our commercial
discipling has also helped, it gives greater
visibiity and accountability to the different
parts of our business

Outlook

By focusing on core skills, the business
1s well placed to meet expectations for
the forthcoming financial year With
prediciabie regulated revenue increases
ahead, the board expects United Utilities
to continue to delwer strong profit growth

We hope you enjoy reading this
report and continue to share In
OUf company’'s succass

\y;c. N8

Dick Evans
Chairman




Business review: Chief executive officer’s statement

Dunng the last 12 months we have started
a journey towards becoming ‘a world
class operator of utiity infrastructure’
through a ngorous focus on our core
business We would like to thark all our
stakeholders for their support, especially
our 9,000 colleagues

We are already seetng some improvement
In meeting our leakage performance
target set by Ofwat and in higher
improved customer satisfaction levels
Although we have made a good start,
much further progress 18 needed

When | amved at United Utiiies in February
last year, | found a business with many
positrve attrbutes an ethos of commitrment
to senrvice, a large customer base, and
services that everybody needs

However, our customer satisfaction
levels should have been better and we
were not meeting ali our regulatory
targets | felt these issues sprang from
a lack of commercial focus in the
business, resulting from a diffused
portfolio and a culture without the
sharpness that competition provides

A new vision and values

Our first task was 10 create a clear

vision and set of values We sought the
full Invotvement of the business at every
level through a senes of workshops and
other routes and developed our values
together We have defined them as ‘team,
trust, passion and commitment’

Our vision to become world class would
be meaningless, however, without a
means of measunng our performance
against a peer group of world class
companies We have implemented a
scorecard that provides a high level
companson of our progress aganst
respected international comparves N
utility and wader corporate industnes

It was equally imporiant to create a new
streamiined structure that would enable
improved performance by focusing on what

Our vision is to be a world class
operator of utility infrastructure

we do best We are concentrating all our
resources on our core competencies In
operating water, wastewater, electnoity
and gas infrastructure Qur new structure
will help us to share best practice,
knowledge and skills across the group

We sold Vertex and brought the call
centre customer management services
that Vertex provded for us in-house
Wa zlso have a contract with Accenture
to provide back office services We
believe these arrangements will deliver
a better service 1¢ our customers

Changmng the structure of an orgarnisation
1s comparatively straightforward, even for
a business as large as United Utiities It
Is far more challenging to create a culture
that allows and motvates people to
behave differently

We are placing a greater emphasis
on leadership at every level, authentic
leadership that inspires peaple and
sets a positive example

The challenge facing us 1s to retain the
valuable ethos of duty and commitment
within United Utilities, while commercialising
our culture to sharpen performance

Part of the solution 1s to open the

entire organisation to the competitive
atmosphere that our non-regulated
business 1s used to

Today, internal measurements of customer
satistaction across water, wastewater,
biling and collection have nsen from

a benchmark score of 48 per cent to

74 per cent This follows the ntroduction
of popular new prachces such as
two-hour appontment windows and
Sunday working

Many of these iImprovements have come
through innovative thinking Therrmal
Imaging equipment, for example, 15
helping us to predict potential plant and
equipment falures so we can spot and fix
weaknesses befors they cause problems

United Utiities Annual Report & Accounts 2007
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Business review: Chief executive officer’s statement continued

United Utiites Annual Report & Accounts 2007

Mohbile laser technology is helping to
ensure the alignment of our clean water
purmps, an investment that 1s reducing
energy use and extending therr Iife

Carbon emissions

United Utilities 1s the first UK water
company to set out an action plan to
reduce its carbon emissions The group’s
electnaity consumption has almost
doubled since privatisation, as a result

of delivering environmental and customer
improvements and this plan is actualy
targeting a reversal n the nsing trend

of carbon emussions We have devetoped
a cost-effective programme after working
closely with the Carbon Trust to maximise
our contribution i tackling climate change

QOur carbon investment programme 1s
estimated at around £37 mullion, with

an expected three to five-year payback
penod We are targeting a gross reduction
In carbon emissiens of around 26 per cent
In the medium-term, with approximately
eight per cent to come from our internal
carbon reduction plans and around

18 per cent via renewable energy

supply contracts Harvesting sustainable
energy from wastewater treatment
processes 13 a key element in meeting
this target and we now have close to

a quarter of the UK's sewage gas
combined heat and power ptants

Planning for the long term

We are initiating a sale process for our
electricity distribution assets, with a view
to maximising shareholder value Our
water business represents over 85 per
cent of the group's requlatory asset
value and wa believe that shareholders’
interests are best served by our focusing
on the much larger water asset base,
which offers significantly more growth
potential than our electncity assets

Changes now In place are already gving
us greater clanty on our future caprtal
investment programme, which will see
us spend approximately £2,300 milion
improving our infrastructure over the
next three years We will bnng the costs
of customer service in ine with Industry
standards, on the principle that delivering
a good, ‘nght-first-tme’ service 1s the
most efficient possible solution

L~

/

Philip Green
Chief executive




Business review: Business description

Our business today

Restructuring will improve
performance and lead to
more commercial behaviour

Business description

United Litiities PLC 15 a public imited !
company registered in England and Wales
Its asset cwning operations, compnsing
United Utilities Water PLC {UUW) and
United Utiities Electnaity PLC (UUE), hold
licences to provide water and wastewater
services and electneity distnbution services,
respectively, to a population of sorme seven
miflcn pecple N north west England
United Utlities Contract Solutions applies
the group’s expertise IN operating utility
infrastructure to competitive markets

and 15 now the leading utilty outsourcing
business N the United Kingdom

History

United Utiities PLC (then known as North
Woest Water Group PLC) was incorporated
on 1 April 1988 under the Companies Act
1985 along with s subsidiary Urited
Utilties Water PLC (then known as North
West Water Limited) in November 1995,
the company acquired UUE (then known
as NORWERB plc), the distnbutor of
electricity in north west England and, at
that time, a supplier of electnaity and gas
In the United Kingdom

In August 2000, the company sold the
electnety and gas supply business and,
as a result, no longer has any significant
exposure 10 the competitive energy
generation and supply market In
February 2008, the company disposed

of its telecommunications business, Your
Communications, to THUS Group plc

On 26 March 2007, the business process
outsourcing business, Vertex, was sold to
a consortium of US-based private equity
firms led by Oak Hill Capital Partners

Segmental reporting

The group reports through two business
segments United Utiities North West
and United Utiities Contract Solutions

United Utilities North West
United Utiities North West compnses

the regulated monopoly actmties of

UUW (water and wastewater) and UUE
(electncity distrbution) These companies
own the respective Infrastructure network
assets representing 87 3 per cent of the
group's segmental assets at 31 March
2007 The businesses are capital intensive
and are subject to eccnomic, quality and
environmental regulation

These businesses generated 90 6 per
cent of the group’s operating profit from
continuing operations in 2006/07, of
which approximately three quarters 1s
denved from water and wastewater
and approximately cne quarter from
electnoity distribution

United Utiities Contract Solutions
United Utiities Contract Solutions applies
the group’s infrastructure management
expertise to competitive markets by
providing a service to clients in managing
therr infrastructure assets In acdition, it
owns the group’s Interest N non-regulated
utility assets These actmvities employ only
a Imited amount of capital, representing
5 1 per cent of the group’s segmental
assets at 31 March 2007

QOther activities

Other actmities include United Utilities
Property Sotutions {UUPS), the property
trading and management business of
United Utiibes PLC, which owns land
and property assets UUPS' operating
profit for the year was £18 2 milllon

Business restructunng

Since the end of the financial year, the

company has realigned tts structure to

improve performance and lead to more
commercial behaviour

From 1 Apnl 2007, Utility Solutions will
manage the operation of all water and
wastewater, electncity and gas networks,
whether that 1s on behalf of United

Utities" own businesses or for external
clients The Asset Management and
Regulation function will develop and
delwver the regulatory price review strategy
and will engage with key opinion-formers,
ministers, regulators and cvil servants
Finally, the Business Development
function will pursue a growth strategy for
the group and deliver its international
business’s financial targets

As part of this reorganisation, the
compesition and membership of our
exacutive team has been reviewed and
a number of roles nave been redefined
High guality indiwduals have been
recrutad and key internal talent has
been retaned to ensure that the group
has the nght blend of skills, experience
and resources to help the group to
become a world class operator of utility
infrastructure Six of our nine executive
officers and around one quarter of our
senior managers are naw 1o the business
The Vertex sale reduced the group’s
workforce by around a half waith mimmal
impact on profitability

With regard to the new business
functions, Charlie Corrush, formerly
managing director of United Utilities
North West, 1s managing director of
Utility Solutions and an executve board
member Clive Elphick, formerly policy
director, heads Asset Management and
Regulation Paul Capeli, who joined the
group on 1 May 2007 from Veola, 1S
managing director of Business Development
and an executive board member

Sale of electricity distnbution assets
As one of tha first stages of realigning
the existing businesses Into the new
structure, a new operating entity, United
Utiities Electnerty Services Limited, has
been established This company will
focus on the operation and maintenance
of the group’s electneity assets, currently
owned by United Utities Electncty The
board has taken a decision to initiate a
sale process for the electricity distnbution
assets but intends to retain the asset
operator function, consistent with its
core skills strategy

United Ulihes Annual Report & Accounts 2007

o
=
28
=
]
w
b4
i
3
=
i
=

SJUBWIR)E)S |BUELIY | ’ 3OURWIBACT I

SIP|CYALRYS 10} UOIJRWIO| | |




8

Business review: Business description continued

United Utilities North West

We are treating and distributing around
1.9 billion litres of water and wastewater
per day and distributing some 25,800

GWh of electricity annually

United Utiliues North West manages
the operation of the icensed water and
wastewater network assets owned by
United Utities Water, and the electncity
distnbution assets owned by Linited
Utiities Electneity, in north west England
These businesses involve the removal
and treatment of wastewater from,

and the treatment and distribution of
arcund 1 9 billon hires of water a day o,
3 2 mihen hemes and businesses, and
the annual distnbution of approximatety
25,800 GwWh of electncity to 2 4 milion
consumer pfemises

Both businesses enjoy monopoly
positions In the north west region and
they are therefore subject to regulation

in terms of pnee and performance Figures

United Utiliies Annual Report & Accounts 2007

1 and 2 below show that both the water
and efectnicity businesses operate in what
1s essentially the same geographical area

UK water market

The water industry 1s made up of

local and regional monopoly companies
operating the water and sewerage
networks Figure 1 shows the water
and sewerage boundary map of the
UK Under current legislation, domestic
customers have no ability to change
their supplier

The Water Services Regulation Authonty
(Ofwat) 1s the economic regulater of the
water and sewerage industry in England
and Wales

UK electncity market

The electncity industry consists of four
components generation, transmussion,
distnbution and supply The majonty of
electnedy distnbution senaces are provided
by regional distnbution companies, each
with its own service area These are broadly
based on the former elecincity board areas
(see figure 2 below) The electncity industry
is regulated by the Gas and Electncity
Markets Authonty, which governs and
acts through the Office of Gas and Blectncity
Markets (Ofgem) In the electnerty market,
suppliers coniract with generators (for
wholesale power) and with transmission
and distrbution network businesses

(for delivery services) i order that they
can provide energy to final consumers




The actmvities undertaken by United
Utilities North West are

* Capital ntensive — At privatisation in 1989,
the water and wastewater nfrastructure
inhented by United Utilities Water was n
need of substantial repar and replacement
Further improvements have been required
In order to comply with applicable UK
and European Union environmental and
drinking water qualty regulations Gross
capital expenditure relating to water and
wastewater in the year ended 31 March
2007 was £570 3 miion (2005/06 £4409
milkon) 54 5 per cent related to the
water and wastewater network and non-
Infrastructure maintenance programmes,
and 45 5 per cent related to the quality
and enhancement programme Capital
expendture for the year ended 31 March
2007 relating to electncity distnbution
was £177 6 milkon (2005/06 £141 6
millon) 44 2 per cent was load related
(enablng new connections to be made to
the network and mcreasing the amount
of electncity able to be camed), 48 9
per cent was non-load related (for
example, replacing assets due to
statutory cbligations or replacing fau'ty
or ageing equipment} and 6 9 per cent
was non-operational (for example,
nformation technology),

Subyect to economic regulation — In
general, these businesses are monopolies
and are subject to Incentive-based
economic regulation which imposes

Caps On INCreases In customer prces,
rewards efficiency and high standards of
customer service and penafises inefficiency
and poor standards of customer serice
The economic regulabon of wastewater,
water and electnetty distnbition are
descnbed in more detail below, and

Subject to environmental regulations -
Dunng the year ended 31 March 2007,
the group spent £33 milkon (2005/06
£43 5 millon) on controling poliution
from certan stormwater overflows
(known as Unsatisfactory Intermittent
Discharges or UIDs) Key outputs for
water included the refurbishment of
810 kilometres of old water mains and
the replacement of some 2,415 lead
cemmunication pipes Water meters
were also installed in 39,503 domestic
properties under the free meter option
scheme, whereby customers can switch

to metered biling free of charge Key
cutputs from the wastewater capial
nvestment programme include addressing
32 UIDs, the modeling of the sewerage
system in the City of Lancaster relating
to a further ten UIDs, completing three
projects relatng to AMP3 at wastewater
treatment works, and completing six
AMP4 wastewater treatment work
outputs Furthermore, flow measunng
devices were installed at 29 wastewater
treatment works with a view to achieving
environmental improvements The
environmental regulation of water and
wastewater 15 descnbed on pages 12

to 14 and the environmental regulation
of electneity distnbution 1 descrbed

on pages 16and 17

The group cannct increase demand
matenally for s licensed operations within
its lcensed area and, as detaled below,
the group’s licensed businesses are
restricted in therr ability to Increase pnces

Key outputs for water included
the refurbishment of 810
kilometres of old water mains
and the replacement of 2,415
lead communication pipes

Customers, billing and debt collection
United Utiities North West places great
importance on the customer relationship
activities involved In distnbuting efectricity
and suppiying water and related products
and services to homes and businesses in
north west England

¢ Water and wastewater - United Utlities
North West manages the sales, biling,
cash collection and debt management
actvities and systems for 3 2 milion
domestic and business customers
and has responsibility for iImproving
the quality of service and the range of
services provided to these customers
United Utilities North West’s am s to
Improve continually upen the existing
level of customer satisfaction, and
to create value from is customer
relationships As the Water Industry
Act 1999 prevents licensed water
utilities from terminating services
to customers for non-payment, the
effective management of customer
relationships 1s an important factor
in controling bad debts

* Electneity distrbution ~ United Utilities
North West distnbutes electncity to
2 4 millon customers' homes and
premises on behalf of the supply
companies Customers receve ther
electncty bill from supply companies
who pay United Utihities for use of the
electncty distnbution network The debt
management aangements afforded to
United Utilties North West, through its
Distnbution Connections and Use of
System Agreemients ensure that the
level of bad debt in the electneity
distnbution business 1s minimal

In the UK large-user water market
{customers consuming more than 50
megalitres of water per annum), UUW's
activtes include on-site treatment of
water and wastewater at customers’
premises (working i conjunction with
United Utiities Contract Solutions) and
advice on both controling leakage at
customers' premises and the recyciing
of water

Wastewater collection, treatment
and disposal operations

In accordance with its icence, United
Utiities Water 1s responsibla for the
reception, conveyance, treatment and
disposal of domestic wastewater, trade
effluent (non-domestic wastewater) and
surface water in north west England

Surface water, manly from groundwater,
Infiltrabion and highway drainage, forms

a major part of the volume of wastewater
that must be treated In some cases,
separate sewers are provided for

foul water and surface water, so that
uncontaminated surface water may

be piped directly to a watercourse

and re-enter the water cycle

Trade effluent accounts for over 25 per
cent of the wastewatier load reguinng
treatment This I1s equivalent to the
wastewater produced by a poputation

of 2 4 milhon over and above the wastewater
generated by the actual domestic
population in the region of seven millon

United Utilities Water's wastewater
treatment works provide a range of
treatments These include pnmary,
secondary and tertiary treatment involving
a vanety of physical, chemical and
biological processes These ensura

United Utiities Annual Report & Accounts 2007
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Business review: Business description continued
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the constituents of wastewater are broken
down or removed before discharge

Fully treated final efftuent 1s discharged
Into nvers, estuanes or via sea outfalls
The Environment Agency consents to
and stringently moniters all these
discharges to ensure they comply

with all relevant imits

A by-product of the treatment of wastewater
1S sewage sludge, which 1s treated further
to produce an end product that 1s suitable
for recycling Currently, around three
quarters of this end product 1s recycled
to agncultural land as a soit conditioner

or used n land reclamation, and one
quarter 18 Incinerated However, dus to
increasing environmental pressures, such
as the Water Framework Directive and
increasing designation of nitrate vulnerable
zones (that 1s, zones that are subject to
restrnctions in the amount of nitrogen

that can be applied to agncultural iand),
the amount of end product that can be
recycled to agncultural land 15 hkely to
decrease quite significantly in the short

to mediumn-term, with a corresponding
ncrease N the expected amount to

be incinerated

Water supply operations, treatment
and distnbution

Urited Utilities Water obtains water from
vanous sources including reservorrs, rnvers
and aquifers The majonty of its reservors
are in the uplands of the Lake Distnct
and the Pennine Hills, areas with a higher
than average raniall Conversely, the major
population centres it serves are In the
lowlands of Greater Manchester, Lancashire
and Cheshire Merseyside, the other
mayjor popuilation centre served by United
Utilities Water, receves its water supply
prncipally from the River Dee and Lake
Viyrnwy In north Wales A large proportton
of water suppled by United Utilihes Water
flows freely by gravity and does nct need
to be pumped However, due to the
nature of the water catchment areas,
being peaty moorlands or coal measure
strata, enhanced treatment methods are
required to ensure the water satisfies all
regulatory and quality standards

All water supplied I1s treated in order to
meet the appropnate standards enforced
by the Dnnking Water Inspectorate, the
government regutator of drnking water

n England and Wales The type of treatment
vanes from disinfection only, for some
borehole sources, to more complex
processas using coagulation, sedmentation,
claniication and filtration and activated
carbon absorption for certain waters
United Utilities Water monitars water
quality by analysing samples regularty

for both micrebioclogical and chemtcal
parameters United Utiities Water conducts
over half a million tests annually at its
water treatment works, service reservors
and at random from customers’ domestic
taps Qverall water quality remains high
with 2006 mean zonal compliance

at 99 82 per cent compared with

99 94 per cent in 2005

Treated water s delivered to the end
customer through a network of large
diameter trunk mains to smaller trunk
mains, SErvIce reservors, water towers
and distnbution mains :

Economtc regulation of water and
wastewater

The water hcence

The UK government awarded Instruments
of Appointment (‘licences’) for the provision
of wastewater services and water supply
In 1989 These licences continue in force
for an ndefinite penod, subject to potential
termination nghts as set out below United
Utilities Water holds the hicenca for an area
of north west England which compnses

3 2 millon hormes and businesses

The Water Industry Act 1981 (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 Economic regulation pursuant
to these lcences 1s currently the responsibility
of the Water Seraces Regulation Authonty
{until 31 March 2006, the Director General
of Water Services} The Authonty continues
to be known as 'Ofwat’

Ofwat ailso exercises powers under UK
competition legislation, most signsficantty
the Competition Act 1998 and the
Enterpnse Act 2002

The WA 2003 1s intended to promote
greater water conservatron and planning
for the future by water companies, revise
the framework for water abstraction and
rmpounding and help to buld a more
transparent regulatory environment




Competition in the water industry

The WA 2003 has extended opportunities
for competition N the water industry in
England and Wales by introducing a new
water supply icensing (WSL) regme From
1 December 2005, water supply icensees
have been able to provide both retall supply
{1 e the supply by a icensee of water
purchased from a water undertaker's
supply system to an eligible customer)
and combined supply (| e the introduction
of water nto an ncumbent water company’s
existing network for retall by the licensee
to an ehgible customer) to non-household
users with an annual consumption of not
less than 50 megalitres per year A water
undertaker 1s obliged to allow a icensed
water supplier to use its network for this
purpose, subject to payment of a fee and
certan conditions and nights of refusal

At the date of this report, seven such
icences have been granted, ncluding
one granted to a subsidiary of United
Utiitres PLC, United Utilities Water Sales
Limited Ofwat has produced guidance
for WSL and published a Customer
Transfer Protocol to facitate the transfer
of customers to a new licensee In
addition, water companies must draw
up an access code which they should
review annually The development of WSL
15 being monitored by an adwvisory group
established by Ofwat Ofwat s of the view
that the WSL 1s not delivenng effective
competition It intends, in the coming
maonths, to make several changes to the
system and to its guidance and intends
to introduce a requirement on the water
companies to publish draft access
agresements Ofwat has alsoc advocated
legistative change to amend the 'cost
prnciple’ (which means that the icensee
must pay most of the asscciated costs)
and the 50 rmegaltres elgibility threshold
(which 1t considers to ba too restnctive)

In line with the new WSL regime, from

1 Apnl 2005 the threshold in the Act for
an inset appontment (whersby ong
licensed undertaker replaces another

for a specific non-household user) was
also reduced from 100 to 50 megaltres
per year To date there have been no inset
appointments granted which affect United
Utilities Water’s area United Utilhies Water
had already developed and published
palicies which allow other companies
access to Its water networks in order

to supply customers and to lay new
water mamns and service pipes These
policies have been further developed
to facilitate competition in the ndustry
under the WA 2003 and the company
welcomes the new competitive
developments in this field

Ofwat

The establishment of the Water Services
Regutation Authority as a regulatory board
also brngs Ofwat into line with other
regulators which have adopted a board
structure Appointments to Ofwat are
made by the Secretary of State for
Environment, Foad and Rural Affarrs

The charman will continue to be appointed
for a fixed term and may only be removed
from his post for ncapacity or misbehawour
A new ndependent Consumer Council
for Water (the *Council’) has replaced
WaterVioice {previously Ofwat's National
Customer Council and the regional Customer
Service Committees The Council 1s
accompanied by nine regional commiitees
for England and one for Wales

Ofwat must comply with its statutory
duties as set out In the Act It may receive
guidance from the UK government in
areas such as sociai and environmental
policy and in the performance in these
areas of s statutory functions It also
recewves views from the government on
matters such as the approach to pnce
controls However, Ofwat 15 not subject

to direction about what its judgements
should be and 15 Independent of government
ministers Ofwat must exercise and perform
its powers and duties in the manner that it
considers I1s best calculated to

» protect the interests of consumers
wherever appropnate by promoting
effective competition between persons
engaged In, or in commercial actvities
connected with, the prowvision of water
and sewerage services,

* secure that the functions of a water
undeartaker and of a sewerage
undertaker are properly carned out
in respect of avery area of England
and Wales,

* secure that relevant undertakers
are able (in particular, by secunng
reasonable returns on ther capital)
to finance the proper carrying out
of ther functions, and

* secure that the activities authonsed by
the icence of a licensed water supplier
and any statutory functions imposed
on it in conseguence of the licence,
are property camed out

Licence restrictions

United Utilites Water’s licence contains
similar restactions to those contamed

In United Utiities Electncity's distnbution
licence These restnctions include

* a non-discnmination obhigation,

* restnctions on the payment of dividends
Dividends can only be made in
accordance with a wniten dvidend
pelicy of the directors of United Utilities
Water which has been accepted by
Ofwat as not mpanng its ability to
finance ts business,

the nng-fencing of financial and
management resources of the
licensed business, and

restnctions on dealings with associated
companies The consent of Ofwat

IS requred before lending any funds

to an associated company and all
transactions with associated companies
must be on an arm’s length basis
without cross subsidy

In refation to the last of these licence
oblgations, n December 2006 United
Utilities Water gave an undertaking to
Ofwat to change its arrangements for
trading with assocated companies 1o
ensure that they were at arm's length
Ofwat has also decided to smpose a
penalty on United Utiities Water for breach
of this hcence obligation The proposed
penalty amounted to £8 5 million

{0 7 per cent of the company's turnover
for s regulated actvities) The imposrtion
of financal penatties for breach of licence
conditions and other key duties was
Introcuced by the WA 2003 to bnng
Ofwat's powers into Ine with those of other
regutators Comparnies may face a penaity
of up to ten per cent of relevant reguiated
turnover for breaching licence conditions,
standards of performance or other
obligations Ofwat has published a
staterment of the policy that it intends

to apply to the imposition of any penalty
and the determination of ts amount

Such penalties can be appealed to

the High Court

United Utitles Annual Report & Accounts 2007
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Business review: Business description continued

Modification and revocation

of the licence

Licence conditions can be modified by
Ofwat, either with the water undertaker's
agreement or following reference to the
Competition Commussion for a decision
on publc interest grounds However,
reference to the Competition Commission
1s not required where the changes are
necessary or expedient 1o implement
the new WSL regme

The licence may be terminated on 25 years’
notice, with more immed:iate revocation in
certan specific crcumstances (including,
for example, failure to comply with an
enforcement order made by Ofwat)

In practice, many regulatory Issues ansing
between licensees and the water regulator
are settled without the need to resort to
formal proceedings However, where
Ofwat 1s satisfied that a licensee 15 in
breach of the conditions of its licence,

it has powers to secure compliance by
means of an enforcement order Fadura
to comply with an enforcement order can
lsad 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) 1s 80 senous as to make 1§
nappropriate for the licensee to continue
to hold ts licence, Ofwat may, with the
Secretary of State's consent, apply to
the High Court for the appointment of a
special admimstrator to run the company
until arrangements can be made for a
new company to carry on the licensed
actnaties A special admirustrator may
also be appointed where the censee Is,
or 15 lkely to be, unable to pay its debts

Price control

Ofwat regulates water and wastewater
charges by capping the average ncrease n
charges that a company can Impose In any
year Ofwat conducts a penodic review and
sets price caps every five years Ofwat has
announced that # Intends to mantan this
five-year price control but that it will place
pnce imits within a longer-term framework
For example, t will ask water companies
for a 25-year business plan at the next
pnce control review

United Utikties Annual Report & Accounts 2007

This price cap 1 set by reference to nflation
as measured by the retal pnce index in the
UK plus an adjustment factor known as 'K’,
which 1s specific to each company and
which can vary for each year of the review
penod The size of a company’s K factor
(which can be positive, negative or zerc)
reflects the scale of its capital iInvestment
programme, its cost of capital and its
operational and snvironmental obligations,
taking into account the scope for it to
improve efiiciency

‘Price cap’ regulation as operated in the
UK s performance based Companies are
Incentmsed to be efficient, both In terms

of ther operating costs and In the
implementation of ther capital expenditure
programme The benefit of any efficiency
savings achieved through effective
management is retained by the companies
for a penad of five years, after which time
the benefit I1s passed to customers via the
subsequent prce setting process The
cost of any under-performance due to poor
management IS borne by the companies
Companies are also incentivised to provide
a high quality of service and penalised if
they provide a poor qualty of service by
means of an adjustment 1o the K factor

at the subsequent pnce review The last
penodic review was completed in December
2004 and covers the penod from 1 Apnl
2005 to 31 March 2010 In the last review,
Ofwat set the following K factors, being the
amount by which prices are allowed to nse
above inflation in each of the five financal
years commencing on 1 Apnl 2005

2005/C6 50 per cent
2006/07 6 4 per cent
2007/08 4 4 per cent
2008/09 3 5 per cent
2009/10 3 0 per cent

This equates to areal (e excluding inflation)
average annual pnce increase over the five-
year penod of 4 5 per cent Ofwat 1s currently
reviewing its cost base methodcology in
preparatton for the 2009 review

Unexpected costs or savings ansing from
changes in certan regulatory assumptions
dunng a review period are recorded and
agreed by the company and Ofwat This
process, known as 'logging up and
down', allows prices to be adjusted up

or down at the next penodic review to
compensate companies or customers

respectively for the unexpected change
In additwon, where the change exceeds
the specified matenalty thresholds, the
company can request, and Ofwat can
Instigate, a re-setting of its price imit
during the five-year penod, known as
an Interim Determination of K (‘IDoK)

All water and sewerage companies’ icences
now nclude a ‘shipwreck’ or ‘substantial
effect’ clause, which allows companies’
pnce Imits to be revised when events
beyond ther controf have a significant effect
on ther costs or revenues This Clause Is
now included in Urited Utilities Water's
licence, allowing adjustment where
appropnate for unforeseen events

botin adverse and favourable

Environmental regulation of water
and wastewater

The water and wastewater industry In

the UK 1s subject to substantial domestic
and European Union regulation, placing
significant statutory chligations on United
Utiities Water with regard to, among
other factors, the qualty of treated water
suppled and of wastewater treatment
European directves including the Drinking
Water Directive, the Bathing Water Directve
and the Urban Wastewater Treatment
Directive are transposed into UK law

by primary and secondary legislation

All water and wastewater companies
have a general duty to exercise therr
powers to conserve and enhance natural
beauty and to promote efficient use of
water Environmental regulation is the
responsibility of the Secretary of State
for Environment, Food and Rural Affars
together with

+ the Environment Agency ('the Agency'},
which 15 responsible for conserving
and redistnbuting water resources and
securing their proper use, nctuding
the licensing of water abstraction The
Agency also regulates discharges to
controlled waters, including discharges
from wastewater treatment works,

+ the Dnnking Water Inspectorate,
which enforces dnnking water quality
standards, and

* Natural England, which i1s responsible
for the protection of designated sites
for nature conservation, € g Sites of




Special Scientific Interest There 1s a
statutory requirement to manage these
sites to conserve or improve biodiversity
As aresult of new UK government
targets, Natural England 1s seeking
improvements to approximately

50 per cent of the sites within

United Utilties' ownership

Regulatory and legislative developments
Uruted Utilities Water expects regulatory
regmes in water and wastewater to
continue to evolve and become mora
onerous Examples of such regulatory
and legislative developments include

the following

+ amendments to the Water Resources
Act 1981 by the WA 2003 and the
Water Resources {Abstraction and
Impounding) Regulations 2006 make
new water abstraction licences time-
Iimited and unused licences more
easlly able to be revoked or vaned
without compensation, and create
a new statutory nght of civil action
where water abstraction causes loss
or damage Water undertakers must
promote water conservation, and
must publish drought plans and water
resource plans The government may
require publication of fiood plans showing
the effect of a reservorr dam failure,

The Water Framework Diective,
transposed into UK law in 2003, which
requrres the UK government to

- establish comprehensive river basin
management plans from 2008,
revised on a six-year cycle,

— implement the first set of nver
basin management plans by
December 2015,

— prevent detenoration in the ecological
status of water bodies, and

- achreve ‘good’ water status by 2027

The Directive 1s likely to requere further
mprovemnents in discharges from
wastewater networks and treatment works,

= the Water Supply (Water Quality)
Regulations 2000 and the Water Supply
(Water Quality} Regulations 2001
{together the Water Quiality Regulations),
which transpose into UK legislation the
Dnnking Water Directive, introduce more

stringent lead standards (ten micrograms
per litre (10pg/l} from 25 December

201 3) which will require improvements
to treatment works and distnbution
systems United Utilities Water has

a programme of instaling additional
phosphate dosing and pH control assets,
and replacing lead communication
pipes Lead pipe replacement 15 likely
to need acceleration dunng the

AMP4 penod (1 Aprl 2005 to

31 March 2010), and

the AMP4 Consumer Acceptability
programme alsg provides part of a
ten-year programme for the group to
clean and refurtish up to 602 kilometres
of large diameter trunk mans and up

to 4,689 kilometres of smaller diameter
mans, to deal with won and manganese
depositicn and corrosion

Proposed changes o the Water Qualty
Regulations in 2007 cover emergency
bottled water, monitoring by water
companes of new abstraction sources,
vaned monitenng standards, modernised
publicity requirements for authonsed
departures, other information provisions,
amended disinfection requirements,
altered nsk assessment procedures

and other matters about supply zones,
sources and standards Both the
company and the UK water companies’
trade association, Water UK, have
responded indicating a need for
clanfication of the detail of some

of these proposals

The European Unicn Urban Wastewater
Treatment Directive, which was transposed
into UK legislation by the Urban Wastewater
Treatment Regulations 1994, requires
improvements in the treatment of
wastewater discharges, in particular, the
provision of secondary treatment United
Utilties Water continues to make progress
towards achieving this for wastewater
treatment works serwing areas with a
population equivatent of more than 2,000
The Directive also requires measures

to be taken to imit poliution from
stormwater overflows Dialogue continues
with the regulators on the scope of works
needed to meet this obligation and related
requirements (for exarmple, see below N
relation to recent United Utilities Water
‘lead case’ appeal decisions)

Infringement proceedings
Infingement proceedings, which began
In 2006, by the Eurcpean Commission
against the United Kingdom regarding
the implementation of the Urban
Wastewater Directive, continue The
Eurcpean Commission believes that
the United Kingdom has not taken all
measures needed to reduce the nutnents
In wastewater to remedy problems in
sensitive areas Depending upon the
outcome of this legal action, some of
the Insh Sea could be designated as a
sensitive area This, in turn, could lead
o requiremenis beng placed upon
United Utilities Water to reduce some
nutnent levels n discharges from many
of its wastewater treatment facilities
which feed into the Insh Sea

There are, In addition, other cngoing
infnngement proceedings by the European
Commission aganst the United Kingdom
regarding the mplementation of the Urban
Wastewater Treatment Directive, but these
do not directly concern Urited Utiities
Water's appointed area

Battung waters

A revised European Union Bathing Water
Owreciive entered into force in March 20086,
introducing more stnngent microbiological
standards at designated bathing waters
around the UK coast United Utilities
Water’s programme of wastewater
network and treatment projects relating
to its operational facilities continues to
improve the quality of, and meset the
required standards for, bathing waters

in north west England

Sewage studge on agncultural fand
Discussion at the European leve! of a new
Waste Framewerk Directive continues and
it 15 kely that the use of sewage sludge
on agricultural land will be excluded
However, revision of the UK regulations
may Introduce tighter Iimits for metals in
siudge United Utilities Water's preferred
route of disposal for sewage sludge
remains spreading on agncultural land,
but 1t 15 concurrently taking steps to
ensure sufficient incineration capacity,
with expansion of its Shell Green sludge
processing centre near Widnes under
way, and the planning process having
commenced for a further processing
centre near Preston

United Utilties Annual Repert & Accounts 2007
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Business review: Business description continued

Odour

Complaints of cdour from wastewater
treatment works may be actionable as
statutory nuisance under the Environmental
Protection Act 1990 The current capital
programme ncludes measures to deal
with this 1ssue United Utlities Water
complies with the voluntary ‘Code of
Practice on Odour Nuisance from Sewage
Treatment Works' published by the
Secretary of State on 12 Apnl 2006

A test case deciston of the High Court In
January 2006 that certain United Utilities
Water's wastewater treatment plant
operations should, in addition, be
regulated under the Pollution Prevention
and Control Regulations, was upheld in
the Court of Appeal n May 2008
Depending upon the outcoms of an
appeal to the House of Lords, this may
result in increased costs of compliance
with environmental legislation i relation
t0 such gperaticns

Stormwater overflows

Certain “lead case' appeals made by
United Utiities Water have been decided
by a Planning Inspector {appointed by

tha Secretary of State} n January 2007

in relation to the extent of works required
under discharge consents for storm water
overflows, including for the purposes of
compliance with the Urban Wastewater
Treatment Regulations The mplications
of these decisions are curently being
considerad by Ofwat and the Enwvironment
Agency As par of the five-year penodic
review of pnces, Ofwat takes into
consideration the capital investment
programme which Unted Utilties

Water needs to achieve in order to
comply with environmental legislation

Electncity distnbution

United Utilities Elecincity owns the
distrbution network which carnes
electncity from the National Gnd along
power fines to consumers' premises
on behalf of the electricity supply
companies who are United Utilities
Electncity’s customers

The income denved from the distnbution
business depends n part on changes in
the demand for electncity by consumers
in north west England, and also from

generators who have been connected to

United Utilties Annual Report & Accounts 2007

United Utilities Electncity's network under
contracts agreed since 1 Aprl 2005
Demand for electneity 1s affected by
such factors as growth and movements
In population, social trends, economic
and business growth or dechng, changes
In the mix of energy sources used by
consumers, weather conditions and
energy efficiency measures

The electncily distnbution business 1s a
regulated business 1IN which the average
ncrease in charges, which a company
may Impose In any year, 1S capped by
the electncity regulator (as descnbed in
more detall below) Accordingly, profit
derved from the distnbution business
of United Utiities Electncity also depends
upon efficiency, achieved by reducing
and contraling costs, and providing
high standards of service

Key performance measures for the
business relate to quality of supply
Electneity supplies were available for

99 99 per cent of the time dunng the
year ended March 2007, sustaining

the business’s high level of performance
in managing the network to mantan
constant supplies for consumers

Under the regulatory intemsptions incentive
scheme, United Utities Electricity has
been set network performance targets
for the number and duration of customer
supply interruptions  This year 1s the first
year for several years where United
Utilties Electncity has not comfortably
out-performed the regulatory targets,
manly due to a few high impact events
on the gnd and pnmary distribution
systems, including third party damage to
33,000 volt cables The average number
of interruptions per 100 consumers per
annum was 53 89, out-performing the
regulatory target for the year of 57 1

The average number of minutes for
which consumers were without supply
was 56 68, agamn just out-performing

the regulatory target for the year

of 58 1 mmnutes

Economic regulation of

electneity distnbution

Ofgem

The electncity ndustry in Great Britain 1s
regulated by the Gas and Electneiy
Markets Authonty under the Electnicity Act
19889 (the 'Electncity Act’), the Utilities Act

2000 (the ‘Utiities Act’} and the Energy
Act 2004 (the ‘Energy Act’) The Authority
governs and acts through Ofgem

The Electricity Act, as amended by the
Utilities Act, requires all companies
distnbuting electneity in Great Brtan

to be licensed, unless they are coverad
by an exemption Economic regulation
pursuant to these licences I1s the
responsibility of Oigem Ofgem also
exercises powers under UK competition
legrslation, most significantly the
Competition Act 1998 and the
Enterprise Act 2002

Ofgem s led by a charman, who 1s an
independent public servant appointed for
a fixed term by the Secretary of State for
the Department of Trade and ndustry
The current chawrman was appointed from
October 2003 for a penod of five years

Ofgem must comply with the statutory
duties laid down in the Electncity Act

as amended by Acts cited above, and
others In doing so, Ofgem may receve
guidance from the UK government in
areas such as social and environmental
policy tn carrying out its statutory duties,
Ofgem 1s required to exercise judgement,
but 15 not subject to direction as to what
those judgements should be and I1s
indepsndent of government ministers
The charman of Ofgem may only be
removed from the post for ncapacity

or misbehawiour

The pnmary duty of Ofgem 1s to protect
the interests of consumers, wherever
appropnate, by promoting effective
competition In carnang out this duty,
Ofgem 1s required to have regard
amongst other factors, to

* ine need to secure that all reasonable
demands for electncity are met, and

* the nead to secure that licence holders
are able to finance ther actmties

Electneity distnbution licence

The UK government awarded electncity
distnbution icences in 2001 The licences
continue i force for an indefinite penod,
subject to potential termination nghts as
set out below United Utitities Electnoity
helds an electnety distnbution icence
that authonses 1t to distnbute electncity
anywhere in Great Bntain  Under that
licence, United Ulikhies distnbutes
electncity across its distnbution system




covenng an area n north west England
compnsing 2 4 millon consumer premises

United Utiities Electneity’s electncity
distnbution Iicence contans similar
restactions to those contaned in United
Utilities Water’s water licence These
restnctions ncluce

* a non-ciscnmination obligation,

* restnctions on the payment of dvidends
The board of directors
must provide a certificate of complance
before declanng dividends, affirming
they are satisfied that the business
15 complying with relevant licence
obhgations including that it has sufficient
resources and that the making of the
distnbution will not cause it to be in
matenal breach of any of the obkgations
in the future,

rastnctions on dealings with associated
comparnes The consent of Ofgern 1s
required before lending any funds to an
associated company and al transactions
with associated companies must be
on an arm’s length basis, without

cross subsidy,

» nng-fencing of financial and management
resources of the licensed business, and

= restriction on the disposal of any asset
forming part of the distnbution system

Modification and revocation

of the hcence

Licenca conditions can be modified

by Ofgem either with the agreement of

the licensee {(or, In the case of standard
condtions, with the agreement of the
requisite proporiion of licensees) or
following reference to the Competition
Commussion for a decision on public
interest grounds The licence can be
terminated on 25 years' notice given by the
Secretary of State The licence can also be
revoked In certan crreumstances, ncluding
where the Iicensee falls to comply with an
enforcement order made by Oigem Breach
of a licence condition can attract penalties
of up to ten per cent of the icensed
company’s tumover Ofgemn has published
a statement of the policy that tt intends to
apply to the mposition of any penalty and
the determination of its amount Any such
penalty can be appealed to the High Court

In practice, many regulatory 1ssues ansing
between licensees and Ofgem are settled
without the need to resort to formal

proceedings However, where Ofgem 1s
satisfied that a company 1s in breach of
the terms of s 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
potentialty gnang nse to third party
action), compliance can be enforced
by the courts and ultimatsly Ofgem
may revoke the licence

The Energy Act introduced a special
administration regime, applicable to the
helders of electneity distnbution licences,
similar to that provided for the water
sector Olgem or the Secretary of State
can appoint a spectal administrator

o take over the management and
operation of the company to secure its
financial recovery In the event of actual
or {hreatened insolvency of the licensee

Ofgemn has indicated that dunng 2007 and
2008 tt intends to review the electnoity
distnbution lcences with a view to
improving the clanty of the licence,
although it will also consider making

more substantive changes

Guaranteed standards

United Utiities Electnetty is required to
mantan certan standards relating to the
qualty of supply of electncity in its icence
area These standards take the form of
guarantees at the indwvidual customer
levet and are subject to monitoring and
compliance audits Failure to meet
guaranteed standards of performance
will result In a prescribed compensation
payment to the customer concerned

In addition, Ofgem can mpose fines

on companies that fad to achieve the
guaranteed standards or are in breach
of other iicence obligations

Pnice control

Ofgem reguiates electnaity distnbution
charges by capping the average charges
that a company can Impose N any year
Ofgem conducts a penodic review and sets
pnce caps every five years This pnce cap 1S
set by reference to inflation as measured by
the retail pnce 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 penocd The
sze of a company's X factor (which can be
positve, negative or zero) refiects the scale
of its captal nvestment programme, s
cost of captal and ts operational and
envronmental obligations, together with

scope for it to mprove its efficency The
last penodic review was completed at

the end of 2004 and covers the penod
from 1 Apnl 2005 to 31 March 2010 For
the 2005-10 review penod, United Utiities
Electneity was allowed areal { e excluding
inflation) pnece Increase of 8 2 per cent

In 2005/06 followed by constant real
pnces thereafter Ofgem will publish its
first scoping letter and tmetable for the
2010 price review dunng 2007

‘Pnce cap' regulation, as operated in the
UK, 1s performance based Companies
are incentivised to be efficient, both n
terms of ther operating costs and In

the implementation of ther capital
axpenditure programme  The bensfit

of any efficiency savings achieved through
effectve management 1s retained by the
companies for a penod of up to five years,
after which time the benefit 1s passed to
customers via the prce settling process
The cost of any under-performance

due to poor management is borne

by the companies

An ncentive scheme was introduced

by Ofgem in Apnil 2002 which provided
greater focus on three specific service
areas the number of nterruptions to
cusiomers’ supplies, the length of those
interruptions, and the qualty of the
tetephone response to customers Ofgem
consulied on 1its approach to the incentive
scheme as part of the pnce control review
and agan in 2008, ncluding the form of
the scheme, targets and associated costs
it has been agreed that the distnbution
network operators’ performance in those
areas wil continue to be ncentvised untl
the end of the next pnce control penod
(2015) Under the scheme, United Utilities
Electncity 1s subyect to annual rewards and
penalties depending upon ds performance
against pre-specified targets Both
rewards and penalties under the incentive
scheme are capped at three per cent

of annual revenues

Under the terms of therr licences,
electncity distnbution network operators
{DNOs) must produce and implermnent
charging methodologies for both connection
{o and use of therr disinbution systems
The methodologies are required to set
out the principles and methods by

which electncity distnbution charges

will be calculated The methodologes
must ba appraved by Ofgem

Unied Utiities Annual Report & Accounts 2007
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Business review: Business description continued

Electneity metering services

In 2006/07 Ofgem consulted on licence
modifications that are intended to clanfy
the obligations on DNOs with respect
to electrncity metenng services after the
pnce controls on the provision of new
and replacement meters and meter
operation services expire on 31 March
2007 The effect of the modifications 1s
to make clear that from 1 Apnl 2007,
the regulatory pnce cap will be retained
only for the rental of electrncity meters
installed pnor to 31 March 2007 Other
matenng services will no longer form
part of the definition of a distnbution
business and DNOs that wish to provide
new or replacement meters or mater
operation services must do so through
a separate subsidiary

Foltowing a review by Ofgemn, in 2008
the former bilateral agresments governing
the commercial contractual arrangements
relating to the connection to and use

of distnbution networks were replaced

by a single multlateral contract, the
Distnbution Connection and Use of
System Agreement, as Ofgem felt

that it would improve transparency

Environmental regulation of
electneity distnbution

Underground cabling

All electncity companies have a general
duty under the Electncity Act to have
regard to the desrability of environmental
preservation and conservation and the
protection of Sites of Special Scientific
Interest when they formulate proposals for
development United Utilties Electneity may
be required to carry out an envronmental
assessment when it intends to lay cables,
construct overhead knes or carry out any
other development in connection with

its icensed actvities In response

to discussions with environmental
organisattons n United Utiities Electncity’s
operating area, and with the backing of
Ofgem, the company has embarked on a
programme of converting from overhead
cables to underground cables in
designated areas on aesthetic grounds
There 1s a small allowance of £5 melion

by Ofgem for such work over the penod
2005-10 The first of these schemes was
completed recently and five more are now
N XOgress

United Utiities Annual Report & Accounts 2007

High voltage cables

United Utiiies Electnaity, n common with
all other UK electncity companies, owns
and operates pressure-assisted high
voltage cables These operate at voitages
of 33,000 volts and 132,000 volts These
cables are either filled with rutrogen gas or
an insulating haud United Utilities Electncity
operates both types, having 620 kilometres
of the latter type of cable Cables of the latter
type are pressunsed with a light ol type
flud N the man the fld 15 biodegradable,
alithough some older cables are pressunsed
with a vanety of fluid that s not

The potential for loss into the environment
of the flud, due to leaks or third party
damage, 1s recognised nationally by all
electricity companies and the Agency

and 18 an ssue concerning waste disposal
and pollution law In order to mitigate

the effects of any losses, United Utilities
Electncity 1s party to a national code

of practice agreement with the Agency

Over the last six years, the company

has worked to mimmise losses into the
environment and reduced annual l0ss to
around 25m3 In 2005/06 from a high of
74m3in 2001/02 However, 2006/07 has
been a particularly disappointing year, with
losses of 49m3 A significant contnbution
to this figure 1s damage caused to United
Utiitres Electnety’s 33,000 volts cables
by third parties, although there 1s also

a contnbution from some particularly
poorly performing cables that have

been replaced dunng 2006/07

Microgeneration

The Climate Change and Sustainable
Energy Act was adopted i June 2006
with the pnmary aim of encouraging

the production of energy through
microgeneration and commurity energy
schemes, Improving energy efficiency and
alleviating fuel poverty The Act seeks to
cut the errussion of carbon dioxide In the
UK and introduces new powers to modify
the conditions of electnaity distnbution
and supply licences to ensure that energy
companies pay a far prnce for electncity
produced from microgeneration

Electnc and magnetic fields

The possibilty that electnc and magnetic
fields may cause adverse health effects
has been a topic of debate and research
for many years Over the fast 20 years,

major research programmes throughout
the world have explored whether glectnc
and magnetic fields (EMF) have an adverse
Impact on health A large epidemiclogical
study, the UK Chidhood Cancer Study,
reported in December 1899 that there
was "no evidence that exposure to
magnetic fields associated with the
electricity supply in the UK increases

nsk for childhood leukaemia, cancers

of the nervous system, or any childhood
cancer” lnternational bodies such as

the World Health Organization (WHO)
and the Internatronal Agency for Research
on Cancer and, in the UK, the Health
Protection Agency (HPA) (which has
subsumed the former National Radiclogical
Protection Board, or NRPB) continue to
rwestigate this 1Issue and have currently
concluded that thers 1s no established
causal ink between EMFs and 1ll health
In March 2001, the HPA published a
review of the state of the science and
concluded “for the vast majenty of children
In the UK there 1s now considerable
evidence that the EMF levels to which
they are exposed do not increase the nsk
of leukasmia or other malignant diseass”
However, It also noted that the possibility
rematns that intense and prolonged
exposure to magnetic fields can ncrease
the nsk of leukaemia In children, but that
the epidemiological evidence 1s currently
not strong enough to Justiy a firm
conclusion that such fields cause
leukaemia in children

In the spint of the precautionary approach,
in May 2003 the HPA published a
consultation document on how 1o imit
exposure to EMFs and, in particular,

on whether the UK should adopt the
more stnngent exposure guidelines of the
International Commission on Non-lonizing
Radiation Protection ICNIBP) In March
2004, the NRPB recommended that the
ICNIRP guidelines should be adopted A
report published by the Childhood Cancer
Research Group 1n 2005 strengthened the
evidence that childhood leukemia rates
are slghtly ligher near power hnes, but
leaves the guestion of what causes this
more confused than before, stating that
“There i1s no accepted biclogical
mechanism to explan the epidemiclogical
results, Indeed, the relation may be due
to chance "




The independent Adwvisory Group on non-
ionising Radiation (AGNIR}), which reports
to the board of the HFA, has i1ssued several
reports relating to EMFs, considering their
possible link with an increased nisk of
cancer The most recent AGNIR report

on EMFs published i February 2008
concluded that the evidence does not
support the hypothesis that exposure to
EMFs 1s associated with an increased nsk
of breast cancer and that, although it 1s
inconclusive, it does not appear that EMFs
affect the hormone melatonin (a reduction
in which can lead to breast cancer) The
report gave recommendations for further
research to be carred out

In spite of the official view of bedies like
the HPA and the WHO, there continues to
be significant lobbying by pressure groups
concerned about the alleged effects of
public electrioity infrastructure on health

In 2005, a cross Industry all stakeholder
group on the 1ssue was set up In the UK
It 18 known as the Stakeholder Advisory
Group on Extra Low Frequency EMFs
(SAGE) Although SAGE was initiated by
National Gnd plc, it has now been taken
up by the Department of Health, and will
undertake a report to the Department of
Health on EMF 1ssues in relation to health
The industry 1s represented on SAGE

by the National Gnd and by the Energy
Networks Association of which United
Utities Electncity 1s a member

The work of SAGE 1s not complete,
although 1t 1s expected that a report will
be delivered to the Department of Health
during 2007/08 Currently the balance

of advice In SAGE seems to support the
status quo, although given the breadth

of views necessarlly ared in the process,
other options which could drive significant
costs for the industry (such as the
maintenance of bullding-free corndors
around power lines) have had therr mernts
reviewed However, it will be for the
government to decide on the appropnate
response to stakeholder concerns, and
United Utilities Electncity does not currently
expect any real shift from the status quo
to emerge

United Utiliies Electnedy, in line with
other Energy Networks Association
(ENA} member companies, carmes
out its activities in accordance with

HPA guidance The ENA Is the trade
association for electricity companies

in the United Kingdom The ENA and

its member companies are committed
to responsible behaviour in ight of the
sclentfic ewdence, including considenng
any appropriate precautionary actions

United Utities Annual Repart & Accounts 2007
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Business review: Business description continued

United Utilities Contract Solutions

Providing services which

will benefit 17 million people
in the UK and a further seven
million internationally

United Utiities Annual Report & Accounts 2007

During the financial vear, United Utilities
Contract Solutions operated through three
distinct market-facing business urits

+ Utiity Sclutions — develoging and
operating contracts in the UK applying
the group’s core infrastructure
managemeant skills,

Internattonal — respansible for applying
the group's ceore nfrastructure
management skills in selected
overseas markets, and

Incustnial and Commercial Solutions —
providing services to the public sector
and commercial market, including multi-
utlity connections, metenng services,
water and liquid waste treatment
services and facilities management

The structure of the business remained
constant throughout the year ended

31 March 2007, aiming to deliver future
sales and profit growth by focusing on
our target markets As descnbed on
page 7, with effect from 1 April 2007
the business has been restructured

The business continued to play
a leading role in the delivery of
part of Scottish Water’s four-year
£1 8 billion capital investment
programme

Utility Selutions

The Utiity Sclutions business develops
and operates contracts in the UK utiity
market, servicing over 12 millon pecple
It seeks opporiunities which will secure
long-term operational sources of ncome
while Iiriting overall financial exposure

Dunng the year, the business has
concentrated on profit and service
delvery in its four major utiity outsourcing

contracts 2008/07 was the second full
year of operation for two of our mayor
contracts a five-year contract to deliver
Southern Water’s capital investment
programmg as part of a consorteum, and
an operations and maintenance contract
with Dvir Cymru Welsh Water for up to
15 years The latter continues our relationship
with Dvirr Cymru 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

2006/07 was the first full year of a

£1 1 billion eight-year contract to operate,
mantan and manage the north of England
gas distnbuiion network owned by Northem
Gas Networks, a consortium in which
Contract Solutions has a 15 per cent stake

The business continues to play a leading
role In the delivery of part of Scottish
Water's four-year £1 8 billon capital
investment programme, the funding for
which will be provided by Scottish Water
The programme will improve services to
2 2 milion hemes and businesses across
Scotland In addition, dunng the vear,
work commenced on the follow-up
capital Investment programme for the
penod up to 2010

International

The International business develops and
operates contracts in selected ovearseas
utiity markets and provides services for
over seven millon peopte nternattonally
In Australia, the business focus 1s on
mairtaming the current portfolio of
contracts and secunng long-term
Investment returns and operational
sources of ncome while managing

the overall exposure ansing from the
contracts Elsewhere, the overseas
business focus 15 on pursuing long-term
operations and maintenance opportunities,
prmanty n the Gulf region, with other exsting
overseas nvestments being managed
alongside existing UK investiments

The business continues 1o manage its
existing portfolio of water and wastewater
operations through a number of joint
ventures in parts of Scotland, Australa,
Poland, Estonia and Bulgana




Generally, the joint ventures have limited
recourse to Urnted Utilihes However, the
business has performance bonds and
guarantees in place supporting joint
venture operations (sea ‘Performance
guarantees’ on page 33} and In some
cases there are bank letters of crecit
supporting equity commitments

The International business Is affected
by a vanety of regulatory regmes and
regulatory nsks, which are accepted

to varying degrees by the chent, the
coNcession company and/or the
operator For those contracts where it
1$ the operator, United Utilit:es is not the
censed entity but may be a direct or
indirect investor in the hicensed entity

industnal and Commercial Solutions
Industrial and Commercial Solutions
compnses four distinct businesses

Connections

The Connections business provides multi-
utiity connections, connecting domestic,
industnal and commercial consumers to
the existing utility network infrastructure

In providing this service, the business
designs and nstalls new electricity,

water, gas and telecommunications
infrastructure Durnng the year ended

31 March 2007, the business commenced
work on a major new £133 0 million
seven-year gas connections contract on
behaif of Northern Gas Networks, whilst
at the same time continuing to focus its
sales and marketing efiort towards long-term
strategic customers and larger projects This
business secured £78 1 milion of orders
In the year ended 31 March 2007, including
£18 0 milkon out-of-area orders

Metenng

The Metenng business provides installation
and maintenance services for electncity
and gas meters In the year ended 31
March 2007, the business installed or
exchanged 100,000 electncity meters

i north west England under a contract
with United Utihties Electnoity This
contract came to an end dunng the year
with the incumbent electncity supplier
deciding to in-source the ongoing actmity,
resulting in the transfer of some 120
employees to the supplier In addition,
the metenng business completed around
600,000 gas and elsctncty meter nstallabons
under a contract with Brtish Gas Trading

up to January 2009 Under this contract,
both gas and electncity meters are
installed by the metenng business, with
rental ncome ther being received for

up to 20 years after installation by a joint
venture company (In which the group
has a 50 per cent nterest), and which
owns the meter assets

Industnal

This business s a provider of specialist
water and hquid waste senices t0 industnal
customers in the UK, treating approximately
11 miion tonnes of wasiewater a year,
as well as providing construction and
operattons and maintenance services

for privately-owned high voltage efectncal
equipment The business currently has
some 1,500 industnal and commercial
chents, including major businesses lke
Manchester United, Atomic Weapons
Establishment, Momnsons, BNFL and
Manchester Arport The business also
offers clients a complete multi-utilty
service, using Its expertise to manage
on-site water, wastewater and electrical
sarvices, allowing clients to concentrate
on running therr core business

Faciities management and energy
The Facilities Management business
manages properties for clients under
contract The scope of operations
includes arranging site services such
as reception and cleaning, managing
vacant space and office management
The Energy Services business prowides
energy efficient infrastructure, such as
Ighting, to customers

United Utilties Annual Report & Accounts 2007
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Business review: Business description continued

Our people

Leadership is key to business
performance and culture

Table 1 People — key contnbutors to corporate success

Number of employeas 2008/07  2005/06
Urited Utilties North West 4,831 4775
Urited Utiities Contract Solutions 3,539 3,197
Vertex (discontinued operation) 8,277 8,203
Your Communications (ciscontinued operation) - BE3
Other actwities 221 201
Average number of persans employed by the group dunng the year 16,868 17,029

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

Employee involvement

The group seeks to Involve employees
with open and regular commurnications
about business developments and
1ssues of general nterest, both formally
and nformally

An intenm employee opnion survey

was conducted In respect of nine key
measures Employee satisfaction was

69 per cent compared with 74 per

cent last year In future, surveys will be
conducted annually in November Greater
emphasis will be placed on understanding
employees' views and concerns

Leadership

Leadership 1s key to business performance
and culture In accordance with the
objective of becoming a high performance
organisation, we are providing our senior
leaders with the skills to release therr own,
and develop ther team's, potental In
addition, our high performance team
programme was rolled out to a further

177 teams in United Utiities North West

Industnal relations

Good industnal relations reman a pronty
for United Utilihies across the whole of

its business and parts of the group have
been recognised In the UK for excellence
n this area The group continues to
recognise and work in partnership with a
range of trade umons across the sectors
in which 1t operates

A statement of prnciples governs the
approach to labour relations across
the group

United Utiities Annual Report & Accounts 2007

Within United Utilities North West,
approximatety 80 per cent of employees
are members of one of the five recognised
trade unions, a figure which has been
broadly stable over recent years However,
around 99 per cent of employees within
Urvted Utiities North West are represented
by trade unions for collective bargaining
purposes, a process which 1s
underpinned by prnciples contained
within a voluntary collective agreement
entitled ‘Together in Partnership’
Followirg an independent and
comprehensive review and re-evaluation
of the agreement, a senes of jont
rtiatives has been put in place to
develop this collaborative approach

to employee relations further

Within United Utilities Contract Solutions,
approximately 57 per cent of employees
are now rapresented by trade unions for
coliectve barganing purposes Other
employees are employed on personal
contracts and are not covered by
collective barganing arrangements

A review of urwon relationships has taken
place in a number of business areas and
these are being managed at a local level
due to the dwerse nature of the business
and the different contracts operated by the
business As a consequence, consultation
arrangements have been reviewed in all
business areas and effective arrangements
are now 1N place for all employee groups

Good progress has been made in
developing relationships with trade unions

in these local business areas For example,
the *Working Together Partnership’
arrangements in the Welsh Water contract
have been reviewed and refreshed In

the Northern Gas Networks contract,

a two-year pay agreement has been
successfully concluded which allows

the business now to focus on developing
Jjoint working arrangements going

forward In the Industnal and Commercial
Solutions business, a joint development
programme 1S baing rolled-out across

the consultation forums, faciitated by the
Partnership Insttute, amed at improving
ther effectiveness

Sale of Vertex

On 26 March 2007, the group completed
ihe sale of Vertex, its busmess process
outsourcing operation The business
was sold to a consortium led by Oak

Hill Capital Partners On completion,
around 8,000 Vertex employees leit
United Utiiies’ employment, effectively
halving the group's workforce

Health and safety

United Utiities remains committed to
mantaring high standards of health

and safety in every area of its business
The group’s health and safety ams and
objectives are integrated nto the business
planning processes Progress I1s monitored
regutarty at all levels throughout the business

As a utilty business, the nsk profile
remans broad with both major
construction projects and contractor
management playing a key part The
company had 71 accdents in 2006/07
which were reportable under the
Reporting of Imuries, Diseases and
Dangerous Occurrences Regulations and
a total of 104 lost-time accidents These
resulted in 1,889 working days lost, a
rate of 9,052 per 100,000 employees
The Accident fncident Rate (AIR} per
100,000 employees for the year was
498 This was below the AIR target set
for the year of 590 and last year's actual
figure of 548 In full algnment with the
Health and Safety Executve's ‘Revitalsng
Health and Safety’ strategy, retrospective
and forward-looking targets have been set
to actueve a ten per cent year-on-year
reduction to the AIR and accident-related
lost-tirne rate as calculated from the year
2000 through to 2010




Health and safety continues to be reviewed
at the highest level with monthly reports
to the Executive Leadershup Team

Key objectives delivered during 2006/07
include

+ Group-wide health and safety contractor
management framework In place, and

« Group-~-wide health and safety role
profle documentabon and standard
approach to monitonng work related
sickness absence

The procurement of a sole service
provider to conduct health and safety
traing across the group 1s planned to
be completed by September 2007

The non-regulated business has been
using behavioural safety to iImprove
health and safety performance Dunng
20086, over 400 managers, supervisors,
employee representatives and
partners/contractors attended ‘Mindsafe’
leadership and behaviour workshops
The success of the programme has
been recognised by a Royal Society for
the Prevention of Accidents Behavioural
Safety Award

United Utiities North West won a major
award prasented by RoSPA for the overall
management of health and safety in the
water sector category, in addition to
receving its third successive gold medat
for ts 'Road Risk’ programme

Bunng 20086, the regulated business
successfully retained the Occupational
Health and Safety Advisory Services
(OHSAS 18001) accreditation and was
awarded four stars i the Bntish Safety
Council 'Five Star” audst

The health and wellbeing of our people
15 another key ssue for the business
The roll-out of our online stress
management system started n 2006
and prowvdes indviduals with confidential
feedback The system will continue to
be deployed across the regulated and
non-regulated business in 2007

Group-wide reporting ts achieved via

a 'key performance indicator’ reporting
process that measures reactive (lagging}
and proactive (leading) indicators

The curment strategy has the primary
am of algning the business health

and safety management systems i1 one
consistent framework Five group-wide
‘Key Policy Objectives’ have been
identified, focusing on key areas of nsk
or means of assurance These cover the
management of contractors, recording
of il health absence, provision of health
and safety training, job health and
safety profiles and health and safety
assurance arrangements

Traiming and development

The company encourages employees
to work to therr full potential and 1s
committed to mproving its employees'
skills through training and development
and nurtunng a cufture In which
employees feel valued

Since 2003, our 'Grow Your Future
Workforce' programme in partnership with
ScottishPower has nwvolved more than
31,000 students and 900 teachers across
the UK This project continues to raise
awareness arkl encourage engineenng as
a career choice for young people

In 2008, over 1,200 applcations were
receved for 44 apprenticeship roles
across the UK A centralsed scheme for
apprentice recrutment has been introduced
in 2007 to improve the application
process, with a single webpage hnk

and attendance at career fars

Dignity and equalty

The company respects the dignity and
nghts of every employee and supports
them in performing vanous roles n
soctety The group also challenges
preudice and stereotyping

Cciober 2006 saw the introduction of the
new Employment Equalty (Age) Regulations
Employees across the group were briefed,
making them aware of ther nghts under
this new legislation

An equal pay audit was conducted dunng
the year across all the businesses No
major dispanties in pay between male

and female employees wera found when
companng like-for-lke roles The busness
18 focused on ensunng consistency and
integrity of the data held on payroll systermns

Employees with disabilities

The company 1s committed to fulfiling
Its oblgations in accordance with the
Disability Discnmination Act 1995 and

best practice As an equal opportunties
employer, the group gves equal consideration
to applicants with disabilities in its
employment cntena and will modify
equipment and working practices
wherever It 1s safe and practical to do

s0, both for new employees and for those
employees that are disabled dunng the
course of ther employment Additionally,
the group 1s committed to providing full
support and appropnate trasung for
employees who become disabled

dunng the course of therr employment

s0 that they can continue to work In

a position appropriate to their experence
and abilities

United Utilties Annual Report & Accounts 2007
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Business review: Business description continued

Property assets

The group owns 58,500
hectares of catchment land
to protect and improve the
quality of raw water supplies

Unuted Utilities Water
United Utihies Water owns and manages
assets which include

* 192 raw water impounding reservors
and assoclated catchments,

« 1,183 kilometres of raw water aqueducts,
* 108 water treatment works,

* 862 kilometres of treated water large
diameter trunk mans,

+ 455 service reservoirs and water towers
storing treated water,

* 533 pumping statons, and

¢ 40,080 kilometres of trunk and
distnbution mains

United Utilities Water owns some 58,500
hectares of catchment land The key
reason for gwning and managing this land
18 to protect and improve the qualty of
raw water supplies, and thus reduce both
the nsk of nen-compliance at our water
treatment works and operating costs

In the 2004 Penodic Review, United
Utiiies Water obtained funds of

£10 1 millon for an innovative approach to
land management entitled the Sustainable
Catchment Management Programme
{SCaMP) This programme seeks to
restore moorland areas so as to mest the
government’s Public Service Agreement
(PSA) targets to bnng Sites of Special
Scientific Interest into good condition

At the same time, It seeks to enter into
long-term agreements with tenant farmers
to reduce lvestock to acceptable levels
50 that, once restored, the moorland
areas will be protected for the future

This ntegrated helishic approach should
bnng multiple benefits As well as

United Utilities Annual Report & Accounts 2007

delvening the government's trodiversity
targets, it 1s anticipated that there will
be improvements In raw water quality
(relating in particular to colour)

and potentially reduced nsk of
downstream flooding

The programme has just completed its
second year Plans are in place for the
programme to be applied to all the farms
owned by United Utiities Water, and

the company has been successfut In
concluding agreements with tenant
farmers covening over 85 per cent of

the land area in the programme to enable
this to happen Subject to the avalability
of the relevant agn-environment grants
such as Higher Level Stewardship, the
company 15 now potsed to accelerate
the delivery of the programme

United Utiities Water’s wastewater
operations invelve owning and managing
assets, which include

* 584 wastewater treatment works,

* 40,323 klometres of sewers,

* 1,749 pumping stations,

= 371 storage tanks,

* 3,087 combined sewer overflows, and

* 36 sludge treatment facilities

United UWtilities Electncity

As at 31 March 2007, United Utihties
Electneity's faciities included 13,128
kilometres of overhead lines, 43,149
kilometres of underground cables
{operating at 132 kilovelts, 33 kilovolts,
25 kilovolts, 11 kilovolts, 6 6 kiovolts
and 400/230 volts), 18,248 ground
mounted substations and 17,021

pole mounted transformers

United Utiities Electricity holds wayleaves
which entitle ¢ to run ines 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 Electricty
Act However, United Utilities Electncity
has statutory nghts to seek the compulsory
retention of a wayleave If termination 1s
sought by the landowner or occupier
United Utilties Electnoity does not
anticipate that any significant relocation
of these faciities will be required, although
any relocation of a major partion of these
facilities would have a matenal adverse
effect on its business and financial
position Ground mounted substations
are situated on properties erther owned
by United Utiities Electricity or held under
lease Pole mounted transformers are
generally held under wayleave agreements

United Utiities Electncity anticipates that it
will be able to negotiate lease renewals on
satisfactory terms or relocate equipment
50 that the non-renewal of any such leases
would not have a matenal adverse effect
upon United Utilities Electnoity

United Utiliies Contract Solutions

At 31 March 2007, United Utiliiies Contract
Solutions' key facilities included leasad
head office accommaodation in Brehwood,
Warrington and Industnal & Cormmercial
Solutions' offices at Old Trafford,
Manchester In addiion to these sites,
the busness occupies vanous properties
N support of specific contracis, typically
within the geographic boundanes of the
contracts, both n the UK and overseas
These sites consist of offices, depots
and cperational facilities that are pnmarily
owned or leased by the clent It 1s
anticipated that the business will be

able to negotiate renewals of any expinng
leases, or relocate the relevant faciities,
without having a matenal adverse impact
on the business

Other property assets

In addition to the properties described
above, the group occupies vanous other
properties consisting pnmartly of offices,
depots, warehouses and workshops
These are either owned by the group or
leased |t 1s anticipated that the group will




be able to negetiate renewals of any
expinng leases, or relocate the relevant
facilities, without having a matenal adverse
impact on the group

Lingley Mere Business

Park development

in February 2004, the group entered into
a 15-year 1oint venture agreement with
AMEC Developments Limited {o develop
land at Lingley Mere, Warnngton Over a
pened of tme, the group will Invest up to
£20 milhon N this joint venture, manly N
the form of land

Contaminated land and
environmental 1ssues

The contaminated land regme in Part I1A
of the Environmental Protection Act 1990
places hability for the clean-up of
contaminated land upon any person who
caused the contamination or, N some
circumstances, who knew of its presence
and falled to prevent it If no such person
can be found after a reasonable enguiry
has been made, liability for clean-up falls
upon the current owner or occupler of the
land The regime prowvides for exemptions
from hability in certain cases The group
18 not aware of any liability which 1t may
have under the regme which could have
a matenal adverse impact on s businesses

The group beleves that all of its
properties are In a reasonable state of
repar and are adequate for therr purpose
The group has a continuing programme of
improving, replacing anc disposing of
property when considered appropriate to
meet the needs of iis business
operations [t 18 not aware of any matenal
environmental 1Issues that would prevent
the anticipated utilsation

of the above mentioned properties

Some non-operational areas of United
Utities Water's wastewater treatment
works, including Irlam, Manchester, may
be affected by contamination At present,
it 1s not clear how the liability for the
clean-up will be allocated, or the extent
of the cost for such work However, this
18 not expected to have a matenal impact
on the group’s results

As at 31 March 2007, the principal water operations faciities were as shown mn

table 2 below

Table 2 Cwned by United Utilhes Water PLC

Location

Description

Hectares

Tenure

Bowland Estate, Lancashire
Haweswater Estate, Cumbna

Longdendale Estate, Derbyshire
West Pennine Moors Lancashire

Thirimere Estate, Cumbna
Huntingten, Cheshire
Prescot, Merseyside

Woodgate Hill, Greater Manchester

Reservorr/gathenng grounds
Reservoir/gathenng grounds
Reservor/gathenng grounds
Reservorr/gathenng grounds
Reservoir/gathenng grounds
Water treatment works
Water treatment works
Water treatment works

10,120
9,900
7,490
8,872
4850

107
84
40

Freehold
Freehold
Freehold
Freehold
Freehold
Freehold
Freehold
Freehold

Note One hectare equals 2 47 acres

As at 31 March 2007, the prncipal wastewater operations facilities were as shown in table

3 below

Table 3 Owned by United Utihhes Water PLC

Location Descnption Hectares Tenure
Dawyhuime, Greater Manchester Wastewater treatment works 89 Freehold
Shell Green, Widnes Sludge processing centre 12 Freehold
Sandoen Dock, Liverpool Wastewater treatment works 8 Leasehold
As at 31 March 2007, the pnncipal offices were as shown in table 4 below
Table 4 Owned by United Utilitres Property Solutions Limited

Floor area
Property Use insgft  Utsation Tenure
Bormon Street, Stockport Company offices 15,383 100% Freehold
Oawson House, Warnngton Company & 3rd party offices 134,800 95% Freehold
Hadnan Mill, Carlisle Company & 3rd party offices 92,362 100% Freehold
Bax Road Manchester Empty 28734 0% Freehold
Manchester Road, Bolion Company & 3rd party offices 117,898 60% Frechold
Linley House, Manchester Company & 3rd party offices 83,479 50% Freehokd
Whitebirk, Blackburn Company offices 45,040 100% Freehokd
Qwned by United Utilties Electncity PLC

Floor area
Property Use nsgft  Uthsation Tenurg
Fredenck Road, Salford 3rd party cffices 48,017 100% Freehold
Hathersage Road, Manchester Company & 3rd party offices 90,828 75% Freehold
Parkside Road, Kendal Company offices 35,190 90% Freehold
Workington Company & 3rd party offices 27,270 100% Freehold
Hartington Road, Preston Company offices 47,610 75% Freehold
Owned by United Utiliies Water PLC

Floor area
Property Uss nsqft  Ublsation Tenure
Lingley Mere, Warnngton Company offices 249,606 100% Freehold
Winsford Company offices 18,832 70% Freehold
Third party owned

Floor arga
Property Usa nsqft  Uthsabon Tenure
Datton House, Birchwood Company offices 10,069 100% Leasehold
Qakland House, Manchester Company offices 40,732 100% | easehoid
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Business review: Business description continued

Our people

Leadership is key to business
performance and culture

Table 1 People - key contnibutors to corporate success

Number of employees 2006/07 2005/06
United Utiies North West 4,831 4775
Unnted Utilties Contract Solutions 3,539 3,197
Vertex (discontinued operation} 8,277 8,203
Your Communications {discontinued operation) - 653
Other activities 221 201
Average number of persons employed by the group dunng the year 16,868 17,029

* Substantially all of the group's employees are based in the United Kingdom

Employee involvement

The group seeks to nvolve employees
with cpen and regular communications
about business developments and
1ssues of general interest, both formally
and informally

An interm employee opinion survey

was conducted In respect of nine key
measures Employee satisfaction was

69 per cent compared with 74 per

cent last year In future, surveys will be
conducted annually in Novemnber Greater
emphasis will be placed on understanding
employees’ views and concerns

Leadership

Leadership 1s key to business performance
and culture In accordance with the
objective of becoming a high performance
organisation, we are providing cur senior
leaders with the skilis to release therr own,
and develop ther team’s, potential In
addition, our high performance team
programime was rofled out to a further

177 teams in United Utiities North West

Industnal relations

Good industrial relations remain a pronty
for United Utilties 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
recogrise and work in partnership with a
range of trade unions across the sectors
N which it operates

A statement of pnnciples governs the
approach to labour relations across
the group

United Utiies Annual Report & Accounts 2007

Within United Utiliies North Waest,
approximately 80 per cent of employees
are members of one of the five recognised
trade unions, a figure which has been
broadly stable over recent years However,
arcund 99 per cent of employees within
United Utiities North West are represented
by trade unions for coltective barganing
purposes, a process which s
underpinned by prnciples contained
within a voluntary collective agreement
entitled ‘Together in Partnership’
Followng an independent and
comprehensive review and re-evaluation
of the agreement, a series of joint
nitiatives has been put in place to
develop this collaborative approach

to employee relations further

Within United Utiities Contract Solutions,
approxsmately 57 per cent of employees
are now represented by trade unions for
collective bargaining purposes Other
employees are employed on personal
contracts and are not covered by
collective bargaining arrangements

A review of union relationships has taken
place n a number of business areas and
these are being managed at a local level
due to the diverse nature of the business
and the different contracts operated by the
business As a consequence, consultation
arrangements have been reviewed in all
business areas and effective arrangements
are now In place for all employee groups

Good progress has been made n
developing relationships with trade unions

n these local business areas For example,
the 'Working Together Partnership’
arrangements in the Welsh Water contract
have been reviewed and refreshed In

the Northern Gas Networks contract,

a two-year pay agreement has been
successfully concluded which allows

the business now to focus on developing
Jjoint working arrangemenis going

forward In the Industnal and Commaercial
Soluticns business, a joint development
programme 18 beng rolled-out across

the consultation forums, facilitated by the
Partnership Institute, amed at improving
therr effectiveness

Sale of Vertex

On 26 March 2007, the group completed
the sale of Vertex, its business process
outsourcing operation The business
was sold to a consortium led by Oak

Hilt Capital Partners On completion,
around 8,000 Vertex empioyees left
United Utiities” employment, effectively
halving the group's workforce

Health and safety

United Utilities remains committed to
maintaning high standards of health

and safety in every area of its business
The group’s health ana safety ams and
objectives are integrated nto the business
planning processes Progress is monitored
regularly at all levels throughout the business

As a utility business, the nsk profile
remains broad with both major
construction proects and contractor
management playing a key part The
company had 71 accidents in 2006/07
which were reportable under the
Reporting of Injunes, Diseases and
Dangercus Occurrences Regulations and
a total of 104 lost-tme accidents These
resulted in 1,889 working days lost, a
rate of 9,052 per 100,000 employees
The Accident incident Rate (AIR) per
100,000 employees for the year was
498 This was below the AIR target set
for the year of 590 and last year’s actual
figure of 548 In full algnment with the
Health and Safety Executive's ‘Rewitalising
Health and Safety’ strategy, retrospective
and forward-looking targets have been set
to achieve a ten per cent year-on-year
reduction to the AIR and accident-related
lost-time rate as calculated from the year
2000 through to 2010




Health and safety continues to be reviewed
at the highest level with monthly reports
to the Executive Leadership Team

Key objectives delivered durng 2006/07
include

* Group-wide health and safety contractor
management framework in place, and

» Group-wide health and safety rale
profie documentation and standard
approach to monitonng work related
sickness absence

The procurement of a sole service
provider to conduct health and safety
training across the group 1s planned to
be completed by September 2007

The non-regulated business has been
using behavioural safety to improve
health and safety performance Durng
20086, over 400 managers, supervisors,
employee representatives and
partners/contractors attended 'Mindsafe’
leadership and behaviour workshops
The success of the programme has
been recognised by a Royal Society for
the Prevention of Accidents Behawioural
Safety Award

United Utilittes North West won a major
award presented by RoSPA for the overall
management of health and safety in the
water sector category, in addition to
receiving its third successive gold medal
for its ‘Road Risk’ programme

Dunng 20086, the regulated business
successfully retaned the Occupaticnal
Health and Safety Advisory Services
(OHSAS 18001) accreditation and was
awarded four stars in the Bntish Safety
Council ‘Five Star’ audit

The health and wellbeing of our pecple
15 ancther key issue for the business
The roll-out of our oniine stress
management system staried in 2006
and provides individuals with confidential
feedback The system wili continue to
be deployed acress the regulated and
non-regulated business in 2007

Group-wide reporting 1s achieved via

a ‘key performance indicator’ reporting
process that measures reactive (lagging)
and proactive {leading) indicators

The current strategy has the primary
aim of aligning the business health

and safety management systems in one
consistent framework Five group-wide
‘Key Policy Objectives’ have bean
identifisd, focusing on key areas of sk
or means of assurance These cover the
management of contractors, recording
of Il health absence, provision of health
and safety traning, job health and
safety profiles and healih and safety
assurance arrangements

Training and devefopment

The company encourages employees
to work to ther full potential and 1s
committed to improving its employees’
skills through traning and development
and nurtunng a culture n which
employees feel valued

Since 2003, our *Grow Your Future
Workforce' programme in partnership with
ScottishPower has involved mere than
31,000 students and 900 teachers across
the UK This project continues to raise
awareness and encourage engnegenng as
a career choice for young people

In 2006, over 1,200 applications were
recewed for 44 apprenticeship roles
across the UK A centralised schaeme for
apprentice recrutment has been introduced
in 2007 to improve the application
process, with a single webpage link

and attendance at career fars

Digruty and equality

The company respects the dignity and
nghts of every employee and supports
them in performing vanous roles in
society The group alse challenges
prejudice and stereotyping

October 2006 saw the introduction of the
new Employment Equality (Age) Regulations
Employees across the group were bnefed,
making them aware of ther nghts under
this new legislation

An equal pay audit was conducted dunng
the year across all the businesses No
major dispanties in pay between male

and femals employees were found when
comparnng like-for-like roles The business
I1s focused on ensunng consistency and
integnty of the data held on payroll systems

Employees with disabilities

The company s committed to fulfiling
its obligations in accordance with the
Disability Discnimination Act 1985 and

accidents per 100,000 employees

Accident incident rate of 498 per
100,000 for the year ended
31 March 2007 (2005/06: 548)

days lost due to accidents

A rate of 9,052 per 100,000
employees for the year ended
31 March 2007 (2005/06:
2,173, arale of 11,564 per
100,000 employees)

best practice As an equal ocpportunities
employer, the group gves equal consideration
to apphcants with disabilities in its
employment cntena and will modify
equipment and working practices
wherever it 15 safe and practical to do

50, both for new employees and for those
employess that are disabled dunng the
course of thar employment Additionalty,
the group 1s committed to providing full
support and appropnate training for
employees who become disabled

dunng the coursa of ther employment

s0 that they can continue to work In

a position appropriate to ther expenence
and abilties

United Utilitkies Annual Report & Accounts 2007
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Business review: Business description continued

Property assets

The group owns 58,500
hectares of catchment land
to protect and improve the
quality of raw water supplies

United Utiliies Water
United Utiities Water owns and manages
assets which inciude

« 192 raw water impounding reservors
and associated catchments,

* 1,183 kilometres of raw water agqueducts,
* 108 water treatment works,

« 862 kilometres of treated water large
diameter trunk mans,

* 455 service reservorrs and water towers
storing treated water,

¢ 633 pumping stations, and

¢ 40,080 kilometres of trunk and
distnbution mains

United Utlities Water owns some 58,500
hectares of catchment land The key
reason for owning and managing this land
15 to protect and improve the qualty of
raw water supplies, and thus reduce both
the nsk of non-compliance at our water
treatment works and operating costs

In the 2004 Penodic Review, United
Utiities Water obtained funds of

£10 1 million for an innovative approach to
land management entitled the Sustainable
Catchment Management Programme
(SCaMP) This programme seeks to
restore mooriand areas so as toc meet the
government’s Public Service Agreement
(PSA) targets to bnng Sites of Special
Scientific Interest Into good condition

At the same time, it seeks to enter into
long-term agreements with tenant farmers
to reduce livestock to acceptable levels
50 that, once restored, the moorland
areas will be protected for the future

This integrated holistic approach should
bnng multiple benefits As well as

United Utiities Annual Report & Accounts 2007

delivenng the government's biodversity
targets, i 15 anticipated that there will
be improvements In raw water quality
(relating in particular to colour)

and potentially reduced nsk of
downstream flooding

The programme has just completed its
second year Plans are in place for the
programme to be appled to all the farms
owned by United Utiities Water, and

the company has been successful in
concluding agreements with tenant
farmers covenng over 85 per cent of

the land area in the programme to enable
this to happen Subject to the avalability
of the relevant agn-envircnment grants
such as Higher Level Stewardship, the
company 1S now poised {o accelerate
the delivery of the programms

United Utilities Water's wastewater
operations Involve owning and managing
assets, which include

* 584 wastewater treatment works,

* 40,323 kilometres of sewers,

* 1,749 pumping stations,

= 371 storage tanks,

* 3,087 combined sewer overflows, and

* 36 sludge treatment facilittes

United Utihties Electncity

As at 31 March 2007, United Utilities
Electncity's faciities included 13,128
kilometres of overhead nes, 43,149
kilometres of underground cables
(operating at 132 kilovolts, 33 kilovolts,
25 kilovolts, 11 kilovolts, 6 & kilovolts
and 400/230 volts), 18,248 ground
mounted substations and 17,021

pole mounted transformers

United Utdities Electncity holds wayleaves
which entitle & to run lnes and cables
through and across pnvate land and in
some crrcumstances these can be
terminated by the landowner or occupier
upon notice pursuant to the Electncity
Act However, United Utiities Electncity
has statutory nghts to seek the compulsory
retention of a wayleave If termination 18
sought by the landowner or occupier
United Utiities Electncity does not
anticipate that any significant refocation
of these facilities will be required, although
any relocation of a major portron of these
faciities would have a material adverse
effect on its business and financial
position Ground mounted substations
are situated on properties erther owned
by United Uifittes Electnerty or held under
lease Pole mounted transformers are
generally held under wayleave agreements

United Utiities Electncity anticipates that it
will be able to negotiate lease renewals on
satisfactory terms or relocate equipment
so that the non-renewal of any such leases
would not have a maternal adverse effect
upon United Utilties Electncity

United Utihties Contract Solutions

At 31 March 2007, United Utilities Contract
Solutions' key facilities included leased
head office accommaodation in Birchwood,
Wamington and Industnal & Commercial
Sclutions' offices at Old Trafford,
Manchester In addition to these sites,
the business occuples vanous properties
in support of specific contracts, typically
within the geographic boundanes of the
contracts, both in the UK and overseas
These sites consist of offices, depots
and operational facilities that are pnmanly
owned or leased by the client It
anticipated that the business will be

able to negotiate renewals of any expinng
leases, or relocate the relevant facilities,
without having a matenal adverse impact
on the business

Other property assets

In addition to the properties descnbed
above, the group occupies vanous other
properties consisting pnmanly of offices,
depots, warehouses and workshops
These are either owned by the group or
leased [t 1s anticipated that the group will




be able to negotiate renewals cf any
expinng leases, or relocate the relevant
faciities, without having a material adverse
impact on the group

Lingley Mere Business

Park development

In February 2004, the group entered into
a 15-year jont venture agreement with
AMEC Developments Limited to develop
land at Lingley Mere, Warnngton Over a
pened of tme, the group will Invest up to
£20 millon n this joint venture, mainly in
the form of land

Contaminated land and
environmental i1ssues

The contaminated land regime in Part 1A
of the nvironmental Protection Act 1990
places liabilty for the clean-up of
contaminated land upon any person whao
caused the contamination cor, in some
circumnstances, who knew of itg presence
and faled to prevent it If no such person
can be found after a reasonable enquiry
has been made, labiity for clean-up falls
upon the current owner or occupler of the
land The regime provides for exemptions
from liability in certan cases The group
is not aware of any lability which it may
have under the regime which could have
a matenal adverse mpact on its businesses

The group believes that all of its
properties are In a reasonable state of
repar and are adeguate for ther purpose
The group has a continuing programme of
improving, replacing and disposing of
property whan considered appropnate to
meet the needs of its business
operations [t 18 not aware of any matenat
environmental 1Issues that would prevent
the anticipated utilisation

of the above mentioned properties

Some nen-operational areas of United
Utilties Waiter's wastewater treatment
works, ncluding Irlam, Manchester, may
be affected by contamination At present,
it 15 not clear how the latility for the
clean-up will be allocated, or the extent
of the cost for such work However, this
1$ not expected to have a matenal impact
on the group's resuits

As at 31 March 2007, the prncipal water operations facilities were as shown in

table 2 below

Table 2 Owned by United Utilities Water PLC

Location Descaption Hectares Tenure
Bowland Estate Lancashire Reservor/gathenng grounds 10,120 Freeheld
Haweswater Estaie, Cumbna Reservoir/gathenng grounds 9,800 Freehald
Longdencale Estate, Derbyshire Reservoir/gathenng grounds 7,490 Freehold
Woest Pennine Moors, Lancashire Reservor/gathenng grounds 6,872 Freehold
Thirlmere Estate Cumbna Reservoir/gathenng grounds 4,850 Freehold
Huntington, Cheshire Water treatment works 107 Freehold
Prescot, Merseyside Water treatment works 84 Freehold
Woodgate Hill, Greater Manchester  Water treatment works 40 Freehold

Note- Ona hactare equals 2 47 acres

As at 31 March 2007, the principal wastewater operations facilities were as shown n table

3 below

Table 3 Owned by United Utiities Water PLC

Locatien Descnption Hectares Terwre
Davyhulme, Greater Manchester Wastewater treatment works 89 Freehcld
Shell Green, Widnes Sludge processing centre 12 Freehold
Sanden Dock Liverpool Wastewater treatment works 8 Leasehold

As at 31 March 2007, the principal offices were as shown in table 4 below

Table 4 Owned by United Utilities Property Solutions Linited

Feoor area
Property Use insqft  Ublisation Tenure
Borron Street, Stockport Company offices 15,383 100% Freehold
Dawsaon House, Warnington Company & 3rd party ofices 134 800 35% Freehald
Hadrnan Mill, Carlisle Company & 3rd parly offices 92 362 100% Freehold
Bax Road, Manchester Empty 28734 0% Freshold
Manchester Road, Bolton Company & 3rd parly ofices 117,898 60% Freehold
Linley House, Manchester Company & 3rd party offices 83,479 50% Freehold
Whitebirk, Blackburn Company offices 45,040 100% Freehold
Owned by United Utihties Electnicity PLC

Floor area
Property Uss nsqft Utiisaton Tenure
Fredenck Road, Salford 3rd party offices 46,017 100% Freehold
Hathersage Road Manchester Company & 3rd party offices 90,828 75% Freehold
Parkside Road, Kendal Company offices 35,180 90% Freehold
Workington Company & 3rd party ofiices 27,270 100% Freehotd
Hartingtort Road, Preston Company offices 47,610 75% Freehold
Owned by United Utihties Water PLC

Floor area
Property Use nsqft  Ltbsation Tenure
Lingtey Mere, Warnngton Cormpany offices 249,606  100% Freehold
Winsford Company offices 18,832 70% Freehold
Third party owned

Floor area
Property Use insgf  Utlisaton Tenure
Dalton House Birchwood Company offices 10059 100% Leasehold
Qakland House, Manchester Company offices 40,732 100% Leasehoid

United Utilities Annual Report & Accounts 2007

aaueu.la/\oﬂ

SIUBLIAIETS [eDUeIY | l

SIBPIOYIRYS 10} UONBULIO| ’ ’

23




24

Business review: Business performance

Non-GAAP measures

Providing an increased
insight into the underlying
performance of the business

United Utiittes Annual Report & Accounts 2007

The group gives certain additional
nformation in order to provide an insight
nto the underlying performance of the
busness An explanation of this Information
1S given below

Underlying operating profit from
continuing cperations®, and
Underlying profit before taxaticn
from continuing operations*
Undertying operating profit from continuing
operations® can be denved from the
consoldated income statement of the
financial statements after adjusting for
restructunng costs and other significant
nen-recumng items and s reconciled to
operating profit from continuing operations in
tables 5 and 6 on page 25

Undertying profit before taxation from
continuing operations* can be denved from
the consolidated income statement of the
financial statements after adjusting for the
group's share of resuits of its associated
company, restructunng costs, other
significant non-recurnng terns, far value
gains and losses on debt and denvative
instruments and adding back the interest
element relating to swaps and debt under
the far value option This 1s reconciled to
profit before taxation from continuing
operations in table 7 on page 25

The board believes that these financial
measures align those reported to nvestors
with the measures used by management
to evaluate trading performance and
allocate resources within the business

Management believes that these additional
measures are of relevance in assessing
the future direction ¢f the group and the
trends in trading performance

Although the board uses these non-GAAP
{Generally Accepted Accounting Pinciples)
financial measures to analyse trading
performance, operating profit from contrung
operations and profit before taxation

from continutng operations as shown

on the face of the consohdated income
statement should also be considlered

Segmental underlying operating profit
from continuing operations*
Segmental undertying profit from
continuing operations® can be denved
from note 1 of the financial statements
after adjusting for restructuring costs and
other significant non-recurnng items and
Is reconciled to the segmental analysis
from note 1 of the financial statements

in tables 5 and 6

The board considers that the removal

of the impact of restructunng costs and
other significant non-recurning items

Is of relevance n assessing the future
direction of the segments and the trends
In trading performance

Underlying interest payable from
continuing operations* and underlying
cost of net borrowings from
continuing operations*

Underiying interest payable from continuing
operations” can be denved from note 5

of the financial staterments after adjusting
for far value gans and losses on debt
and denvative instruments and adding
back the interest element refating to
swaps and debt under the far value
option Underlying cost of net borrowings
from continuing operations™ is then
obtaned by adjusting further for
investment ncome and net pension
Iinterest income, which are denved from
note 4 of the financial statements These
measures are reconciled to notes 4 and 5
of the financial statements in table 8

Management considers that the removal
of the volatility of far value gains and
losses ansing on debt and denvative
Instruments provides a useful companson
of annual performance

"Whera thess non-GAAP measwres are inchuded eisewherd
1n the annual report (as ndcated by the symbol ) the
above definiions should be rataed to




Table 5
United Utivies Umtedcl.;:ltnrlég Other
2008/07 o N e N = em G
Segmental ocperating profit from continuing operations 7501 691 83 8275
Resinuctunng cosls 53 03 ) 50 106
Other one-off tems
Settlement clamms 27 6) (30) - (30 6)
Ofwalt transfer pncing penaity 85 - - 85
(138 @n 50 (115
Segmental undertyng operating profit from continuing operations 7363 66 4 133 8160
Table 6
United Utilties
i S -, S
2005/06 £m £m £m £m
Segmental operating profit from continuing operations 8375 685 235 7295
Restructunng costs 01 47 - 48
Cther one-off tems
White-off of IT systems 250 - - 250
Profit on disposals - (G - 64)
251 17N - 234
Segmental underlying operating profit from continuing operatons 662 6 668 238 7529
Table 7
200&!& ZOOSI(BJE
Profit before taxation from continuing operations 6760 4451
Adpustment for share of results of associated company (187 -
Operating profit adjustments {see tables § and 6 above) (11 5) 234
Far value {ganyloss on debt and denvative instruments 2.7 713
Interest on swaps and debt under far value option &7 (55 4)
Underiying profit before taxaton from continuing operations 561 4 484 4
Table 8
2006/07
£m £m
Finance expense from continuing operations 3084 3529
Farr value gan/{loss) on debt and denvative instruments 27 (713}
Add back interest on swaps and debt under farr value option 817 554
Underlying interest payable from continuing operations 928 3370
Investment income (138 2) B8 5)
Adustment for net pension interest INcome 251 165
Undertying cost of net borrowings from continuing operations 2797 2850
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Business review: Business performance continued

Group results

Tim Weller
Chief financial officer

Performance summary

> Underlying profit before tax from continuing operations* up 15 9 per cent

to £561.4 milhon

> Segmental operating profit n Umited Utiiies North West up by 17.7 per cent
> Sale precess inttiated for United Utilities’ electneity distnbution assets

> Vertex disposal completed creating a leaner, more focused company

> £10 0 million of annual cost savings expected from management reorganisation
Financial tigh 2008/07 2005/06 %
Ravenue £2,323 Om £2,086 Om 114
QOperating profit £827 5m £729 bm 134
Operating margin 356% 35 0%

“Undersng profit measures are dafined and raconciisd to the group's income statement on pages 24 and 25

Revenue

£2,323.0m

Up 11 4 per cent from 2005/06

Operating profit

£827.5m

Up 13 4 per cent from 2005/06

Overview

United Utiities has again deliversd

a strong financiai performance In the

year to 31 March 2007 Undertying

profit before tax from continuing
operations® increased by 15 9 per cent

10 £561 4 mullion and underhying operating
profit from continuing operations™ was up
by B 4 per cent, 10 £816 O mithon

United Utilties North West (UUNW) has
delvered strong growth in the year with
operating profit up 17 7 per cent
Segmental underlying operating profit

from continuing operations® In UUNW has
increased by 11 1 per cent This growth
pnmarly reflects the allowed pnce
increases which support the substantial
levels of capital mvestment being made

by the company to improve operational
standards and services for customers
Capital nvestrment in our regulated
operations, including £101 2 millon of
nfrastructure renewals expendrure, totated
£747 9 millon dunng the year The board
remains confident that regulatory operating
and capital expenditure efficiency targets
wilt be met

in Untted Utilitres Contract Solutions,
operational performance across the
contract portfolio was good Undertying
operating profit from continuing operations™
was shghtly below that of the previous

year at £66 4 milion Contract Solutions

United Utiites Annual Report & Accounts 2007

renewed Its contract with Scothish Water
through Scotttsh Water Solutions dunng

« the year, although new opportunities were

lrmited The order book remains strong with
future revenue streams secured

Strategy

The group's strategy Is to focus on s
core skilis of managing water, wastewater,
electneity and gas networks to create a
world class operator of utitity infrastructure
This strategic focus has helped delver
operational and service mprovements

Sale of electncity assets

The board has taken the decision to
inittate a sale process for United Utihties'
electncity distnbution assets, with a view
to maxirmising shareholder value We
believe that shareholders’ interests are
best served by the group focusing on
the much larger water asset base, which
offers significantly mare growth potential
than its electncity assets

We expect to return the net equity
proceeds from the proposed sale to
shareholders The mecharism for this
return will be determined at the tme of
sale completion

At the conclusion of this sale process,
United Utiities intends to review its
capital structure and dvidend policy
so that they will be appropnate for

the revised compositon of the group,
recognising the importance of iIncome
to our shareholders

Furthermore, it I1s our Intention that,

as part of this capital restructunng,
shareholders will realise total distrnbutions
over the remainder of the 20056-10 pree
control penod at least equivalent to the
distnbutions targeted for the same penod
under the current dividend policy, adjusted
to take account of the manner 1IN which
the net equity proceeds are returnad

The review of capital structure will also
Involve determining a target credit ratng
that the group believes best mirrors
regulatory assumptions for United Utilities
Water and we will be consulting with

the credit rating agencies on appropnate
financial indicators to maintain this rating

As part of the group's asset owner and
asset operator management recrganisation
iniative, a separate asset operator has
been established that cames out capital
delvery, operations and mantenance
actvties for United Utiites' electneity
distnbution assets We intend to continue
operating these assets, consistent with
our strategy of focusing on our core skills

Restructuning
The group's management organisation has
been restructured around separate asset




operator and asset owner functions,

to sharpen commercial focus and help
deliver and sustan further perfformance
improvements The business has been
separated into an asset owner function,
Asset Management and Regulation, and
an asset operator function, Utiity Sclutions,
which will be responsible for all of the
group’s UK utilty operations, which were
formerty hetd within UUNW and Contract
Solutions

The new structure will help optimise
performance by instiling the operational
disciplines inherent In commercial trading
arrangements and enabling greater
shanng of best practice and utiisation of
managemant caprtal It 1s expected that
the overall management recrganisation
iniative will deliver annual savings of
around £10 milion which are sxpected
to be realised in full from 2008/09

Group financial performance

Revenue from cortinuing cperations
ncreased by 11 4 per cent t0 £2,323 0
rrulhon in 2006/07 compared with £2,086 0
milhon in 2005/06 These movements
reflect growth across all of our businesses

Operating profit from continuing operations
increased by 13 4 per cent n 2006/07 to
£827 5 milhon Underlying cperating profit
from continuing operations” Increased 8 4
per cent in 2006/07 to £816 0 milion

The finance expense refating to continuing
operations for the year was £308 4 midlion
compared with £352 9 millon in 2005/06
This expense includes considerable volatiity
in respect of far value movements on debt
and denvative financial instruments The
undertying cost of net borrowings from
continuing operations™ for the year was
£279 7 milhlon compared with the pror year
figure of £285 O milion

Profit before tax from continuing operations
in 2006/07 increased by 51 9 per cent

to £676 0 millon Included within profit
before tax from continuing operations i1s
£18 7 millon in relation to the group’s share
of the resuits of its associate, THUS Group
plc Adpsting for the impact of this, other
non-recumng items and for far value gains
and losses on debt and dervatve nstruments
as shown in table 7, results in an underiying
profit before tax from contimuing operatons®
of £661 4 million, an increase of 15 9 per
cent from the pnor year

Basic earnings per share relating to
continuing operations Increased by

51 1 per cent to 57 1 pence in 2006/07
(2005/06 37 8 pence)

The total dwvidend per ordinary share
for the year 1s 44 93 pence, an increase
of 2 4 per cent from the pnor year

Discontinued operations

On 26 March 2007, the group completed
the sale of Vertex, in order to concentrate
on the core skills of managing water,
wastewater, alectncity and gas networks
The initial consideration was £217 5
millon The total farr value of consideration
was £192 9 milion, compnsing cash of
£206 4 milion, the repayment of ntra-
group debt and the assumption by the
vendor of certain labilities of Vertex The
group recognised a loss on disposal of
£65 1 milion and assumed a hability In
respect of deferred contingent consideration
of £13 5 million, resulting n a totat pre-tax
loss on disposal of £78 6 milion

Taxation

The cumrent UK mainstream corporation tax
charge in respect of contnuing operations
for 2006/07 reflects the high level of
accelerated tax alowances ansing from the
capital nvestment undertaken by the group

The effective current tax charge relating
to continuing operations 1s 11 5 per cent,
compared with a charge of 11 1 per cent
In 2005/06 Including deferred tax, there
Is an effective tax charge of 26 7 per cent,
compared with 27 4 per cent in 2005/06

Cashflow

Net cash generated from continuing
operating actvities increased to £726 9
rmilion, from £715 9 milion in 2005/06

A sigrificant level of capital investment
continues to be made, mamly as a result
of the water and wastewater capital
nwvestment programme  The 2006/07
capital nvestment spend of £659 3
million in property, plant and equipment
represents a 10 2 per cent increase over
2005/08, reflecting the planned rephasing
of the AMP4 capital programme

Cash receipts of £206 4 milion from the
disposal of subsidianes arose from the
sale of Vertex

As a result of the above, cash and cash
equivalents increased by £896 8 millon
In the year ended 31 March 2007

Borrowings nat of cash and short-term
deposits decreased by £225 8 milion to

£3,961 1 millton at 31 March 2007
(£4,125 7 million including dervatives)
Geanng, measured as borrowings net
of cash and short-term deposits divided
by total capital employed (being
shareholders’ equity plus borrowings
ret of cash and short-term deposits),
decreased io 59 2 per cent compared
with 61 4 per cent at 31 March 2006

Delisting from the New York

Stock Exchange

On 30 May 2007, the company
announced Its intention to pursue a
delisting from the New York Stock
Exchange (NYSE} and deregistration
under the US Secunties Exchange Act

of 1934 (the Exchange Act), with the am
of reducing compliance costs Annual
savings of around £2 million are expected

The company has Amencan Depositary
Shares, ewidenced by Amencan
DCepositary Receipts (ADRs), listed on
the NYSE and Securities and Exchange
Commission (SEC) registered debt
secunties These US listings require SEC
registration and the ongoing reporting and
compliance obligations under bath the
Exchange Act and the 2002 Sarbanes-
Oxley Act incur significant costs
Deregistration will provide the company
with exempiion from meeting these US
reporting and complhance requirements

Subsequent to its deregistration, the
company intends to maintan.its ADR
facity with JPMorgan Chase Bank N A
as a Level 1 programme This means that
the company's ADRs will be traded on
the over-the-counter market Accordingly,
the company has not arranged for the
listing of its ADRs on another national
secunties exchange

Summary and outiook

The group has again delivered a good set
of results, supported by a robust financial
performance in UUNW

On completion of the proposed sale

of the electncity distnbution assets, the
board intends to assess and implement
a capital structure and dwidend policy
in light of the revised composition of
the group, recognising the Importance
of incorne to shareholders

By focusing on core skills, the business is
well placed to meet expectations for the
forthcorming year

United Utilies Annual Report & Accounts 2007
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Business review: Business performance continued

United Utilities North West

Performance summary

> Segmental revenue increased by 8 9 per cent to £1,636.2 million
> Segmental underlying operating profit from continuing operations*

up 11.1 per cent to £736 3 million

> Capital Investment for the year of £747 9 mitlion
> Leakage level reduced to 468 megalitres per day

Financal highhghts 2006/07 2005/06 %
Segmental revenue £1,636.2m £1 502 9m 89
Segmental operating profit £750.tm £637 5m 177
Operating margin 45 8% 42 4%

Undertyng profit measures are defined and reconciled to the group s mcome statement on pages 24 and 25

Segmental revenue

£1,636.2m

Up 8 9 per cent from 2005/06

Segmental operating profit

£750.1m

Up 7 7 per cent from 2005/06

Business objectives and strategy
Urited Utiites North West (UUNW) ams
10 be a world class operator of utiity
infrastructure and part of this goal 1s
targeting an upper quartie position on
key operational and service measures

N the medium-term

In the group's interm results, announced
on 5 December 2006, UUNW outhned a
number of key operational and customer
service measurements against wihuch it
would assess its performance Good
progress has been made and the
business remans on course to meet its
medum-term targets on these measures,
which include

* Relative efficiency — United Utilires
Water (UUW)} has improved its 2005/06
operating expenditura relative efficiency
position, as assessed by Cfwat The
company is now in band B for the water
service and In band C {or the wastewater
service This represents a one band
improvement for each service compared
with the previous year, moving the
company closer o the efficiency frontiers

Secunty of water supply — UUW meat
the economic level of lsakage rolling
target of 470 megalitres per day for
2006/07 for the first time In five years
In addition, there were no water
restnctions in the year

28  Umted Utities Annual Report & Accounts 2007

* Pollution ~ the business has achieved
a significant reduction n the number
of category one and two poliution
incidents in 2006/07, with no water
pollution incidents (2005/06 two
ncidents) and only nine wastewater
polluticn incidents (2005/06 21
incidents) This performance already
meets the medium-term target of
reducing these ncidents by arcund
50 per cent and the challenge for the
business is to sustan performance at
these levels and am for out-performance
agamst this target

Sewer flooding ~ UUW 15 on track to
meet ts medium-term target of reducing
the number of properties on the sewer
flooding register by around 50 per cent
This 1s defined as properties at nsk of
expenencing at least one sewer flooding
incident In ten years Good progress was
made in 2006/07 with a reduction of

152 properties, leaving 492 properties on
the register

Customer minutes lost (CMLs) and
custormner interruptions (Cls) — United
Utilities Electncity (UUE) met the 2006/07
regulatory targets for CMLs and Cls set
by Ofgem, which 15 In line with the am
to meet or out-perform the regulatory
targets over the 2005-10 pencd

* Overall customer satisfaction - good
prograss continues to be made, 74 per
cent of UUW's water customers and 69
per cent of UUE's electncity custormers
who had made an enquiry, were
satisfied with the overall service they
received This compares with a start
pont satisfaction level of less than
50 per cent for water and wastewater
customers and less than 70 per cent
for electncity customers

Financial highlights

Revenue increased by 8 9 per cent to

£1,636 2 milion n 2006/07, pnncipally

as aresult of allowed pnce increases,

ncluding mflation, of 8 8 per cent In the

water busingss and 2 6 per cent in the

electneity business These price ncreases

support the regulated businesses’

substantial capital investment programmes

to delver mprovements for customers !

Segmental operating profit for the

year increased by 17 7 per cent to
£750 1 milion {2005/06 £637 S milion),
which reflects allowed prce increases
and delivery of efficiencies As expected,
infrastructure renewals expenditure was
higher in the second half of the year
compared with the first six months, in
tine with the planned rephasing of this
programme After adjusting for a number
of one-off items, segmental underlying
operating profit* increased by 11 1 per
cent to £736 3 million

Capital investment in the penod, Including
£101 2 milion of infrastructure renewals
expenditure, was £747 9 milion (2005/06
£582 5 million}, of which £570 3 milkon
(2005/06 £440 9 mitlon) related to water
and wastewater and £177 6 million
{2005/06 £141 6 million) to electnoity
disinbution This represents an increase
In expenditure of £165 4 million when
compared with the previous year

The nse in capital expenditure 1s
consistent with the planned rephasing

of the company's investment programme
to help optmise the delivery of outputs
Curnulative water capital expenditure
remains on track to match regulatory
assumptions by 2008 and cumulative
wastewater capital expenditure by 2009

The financial performance figures take
account of an £8 5 millon penalty from
Ofwat for histoncal trading arrangements




with associated companies The effect of
these trading arrangements had already
been excluded from impacting customer
bills for the 2005-10 price controd period
Following review, the company believes it
15 now fully compliant with the transfer
pricing requirements

Business efficiency

Progress on delivering efficiencies has been
good and the business remains on course
to meet s regulatory efficiency targets
The customer transformation programme
1S progressing well and the new customer
biling system 1s delivenng effictencies,
alongsxde mproved cash collection

The business has improved efficiency at
its large wastewater treatment plants and
the process and optimisation programmes
are delivening benefits New work planning
and scheaduling processes, which make
better use of mobile technology, are now
embedded in the business and the preject
and investment management system s
helping to optimise the delvery of outputs

Although energy costs in UUW have
increased by just over 30 per cent In
2006/07 compared with the previous year,
energy costs only represent around six
per cent of the total cost base of the
business Energy costs in future years are
anticipated to be slightly lower than those
neurred n 2006/07  UUW continues to
benefit from a largely gravity-fed clean
water system, which substantially reduces
pumping costs in additon, the business
1S focusing on Increasing its renewable
energy generation to mitigate costs further

Unsatisfactory intermittent
discharges

In the previous pnce control penod
(2000-08), around £200 milion of
funding was provided 1o deliver a
number of obhigations, primarily relating
to unsatisfactory intermittent discharges
(UIDs) of wastewater for that penod,
which have been carned over into
2005-10 UUW, in its negotiations with
the Environment Agency and Ofwat, I1s
seeking to finalise requirements relating to
those UID outputs The business expects
the bulk of this capital expenditure to be
incurred over the next two to three years

At the last water price review, it was also
recognised that there was potential for
additional investment relating to projects

that were net part of United Uttities’
2005-10 regulatory contract, but

which may be confirmed as additional
oblgatens dunng this penod by the
regulators These potential projects, which
primarily refate to UIDs of wastewater, with
an estimated maximum value of up to
£500 milkon, continue to be the subject of
Investigations and studies which are
dnving ciscusstons with the regulators

A planning snquiry was held in October
2006 which considered three pnme case
appeals for discharging to nland waters
to help establish principles going forward
The inspector’s findings were pubhshed
in January 2007 Based on the outcome
of the nquiry, United Utilities 1s currently
prepanng a submission {o Ofwat which,
if endorsed by the Department for
Environment, Food and Rural Affarrs,
should allow the related investment
programme, estmated to be over

£200 milion, to be funded through

pnce imits and deliver addional growth
In the regulatory asset value (RAV)

A further planning inguiry relating to
coastal discharges s expected to be
held later this financial year The outcome
of this Inquiry may also result in additional
Investment and RAV growth

Capntal programme

With regard to capital programme
outputs, UUW continues to exceed its
regulatory and business plan targets
Dunng the year, 810 kilometres of water
mains were replaced and good progress
was made in removing a number of
properties from the low pressure and
flooding registers The quality of dnnking
water remains high and mean zonal
complance for 2006 was 99 92 per cent

The delvery of United Utilities’ previous
nvestment programme has confirmed
the success of its framewaork contractor
approach, which was put In place
dunng AMP3

The delwery strategy for AMP4 (2005-
2010) butlds on this success with
appointed partrers helping to deliver

its £2 9 billon water and wastewater
programme durng the regulatory penod
The group takes a leading role In
programme management, iIncreasing
Its internal resources N engineenng and
design and placing a greater emphasis
on performance management through

the alignment of financial targets with
partners and benchmarking out-turn
results These changes will help the group
deliver the capital efficiencies required

by Ofwat

UUE places a strong focus on mantaimng
the integrity, secunty and safety of its
electnecity distribution network and outputs
remain in ine with 1ts five-year delivery
plan Durning the year, the business
reptaced or refurbished 283 kilometres of
overhead lines and repiaced 91 kilometres
of underground cables It also replaced

or refurbished 579 switchgear units and
replaced 280 transformers

Pnce review and customer debt

In its final determination N December
2004, Ofwat allowed UUW an average
annual real pnce increase of 4 5 per cent
over the next five years to support
environmental and cperational
improvements for customers Ofgem
allowed United Utiities Electncity a real
prce increase of 8 2 per cent in 2005/086,
followed by constant real prices thereafter

United Utilitres offers a range of intiatives to
help customers who have difficulty paying
bills such as the vulnerable customer tanff,
an arrears aflowance scheme and money
advice services UUNW has taken a
leading role in the Debt Focus Group of
Water UK, an industry-wide body, looking
at ways to improve the Department

for Work and Pengrons’ “Water Direct’
scheme |t contnues to lobby for changes
to the benefits system to extend the range
of benefits from which deductions can

be made and to Improve the take-up of
such schemes

Unted Utilities Annual Report & Accounts 2007
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Business review: Business performance continued

United Utilities Contract Solutions

Performance summary

v Vv

1s slightly down at £66.4 mulhon

v

Segmental revenue increased by 13.4 per cent to £742.2 million
Segmental undertying operating profit from continuing operations*

Total order book standing at more than £4.5 bilhon

> Furst full year of the £1.1 billion Northern Gas Network contract

Financial highlights 2006/07 2005/06 %
Segmental revenue £742.2m £654 5m 134
Segmental operating profit £69 1m £68 5m 08
Operating margin 9 3% 10 5%

Undertying profit measwes are defined and reconcded 1o the group s Incoma statement on pages 24 and 25

Segmental revenue

£742.2m

tp 13 4 per cent from 2005/06

Segmental operating profit

£69.1m

Up 09 per cent from 2005/06

Business cbjectives and strategy
United Utilities Contract Solutions apphes
the core utilty skils of United Utiities
North West through outsourcing
contracts, and 1s Involved N the operation
or management of assets representing
around 35 per cent of the UK water
ndustry's asset base The busingss also
provides gas services to over six million
people and in total now serves a
population of around 17 million N the UK
UUCS has an order book worth more
than £4 5 bilion

Financial ighhghts

Revenue in Contract Solutions ncreased
by 13 4 per cent to £742 2 milion In
2006/07 Thus partly reflects a 12-month
contnbution In 2006/07 from the £1 1
bilhon, eight-year contract with Northern
Gas Networks which commenced on 1
June 2005 Revenue also benefited from
the planned capital Investment profile
relating to the Southern Water contract,
which prowided a strong contnbution in
the year

Segmental operating profit was broadly
flat at £69 1 millon in 2006/07, reflecting
the increasing matunty of contracts, the
successful transformation of the major
outsourcing contracts and contnued
performance improvements in the
Connections and Metenng business units

United Utiities Annual Report & Accounts 2007

Segmental underlying operating profit
from continuing operations® for the year
decreased shghtly to £66 4 million

Busmess performance

Contract Solutions has grown rapidiy
since s creation in 2000 with the total
order book now standing at more than
£4 & bilhon

The disciplines of operatng within robust
contractual frameworks encourages

a heatthy commercial tension that has
helped the business balance nsk and
reward and ensure that significant focus

1S placed on mproving performance This
expenence has improved the commercial
skillsets of the business and places ¢ n a
strong postion from whuch to pursue other
infrastructure outsourcing opportunities

The business has a 40 per cent share

in the 40 consortium which secured

a five-year capital delivery contract

with Southern Water worth around

£750 millon The contract commenced on
1 Apnl 2005 and performance continues
to be good Around half of the contract
spand had been delivered by the end of
20086/07 and delivery of cutputs 1S in ine
with Southern Water's expectations This
planned investment profile has resulted
in a strong contnbution from this contract
i the year and a natural reduction in
contribution 1s expected in the farthcoming
financial year

Contract Seolutions holds a £1 5 billion,
15-year contract with Dvr Cyminu Welsh
Water to provide operations, mantenance
and shared services, which commenced
in Apnl 2005 Thus contract was renewed
following the successful delivery of an
intial four-year contract with Dvir Cymiru
Welsh Water The contract Is progressing
well and, despite inflationary cost
pressures, the profit level has moderately
increased compared with the previous
year Performance against the contract
key performance indicators (KPls) 1s good
and Contract Solutions has helped Bwr
Cymru Welsh Water achigve the
regulatory economic level of leakage
roling target for 2006/07 and sustan an
upper guartile position in Ofwat’s overall
performance assessment league table for
the last four years

United Utiities acquired a 15 per cent
stake in the CKl-led consortium {Northern
Gas Networks) that purchased the north
of England gas distnbution network from
National Gnd in early 2005/06 Contract
Solutions also won a £1 1 bilion, eight-
year contract to operate and maintan the
network, and manage the capital
expenditure programme, on behalf of the
consortium, which commenced on 1 June
2005, and performance has been robust

The final proposals for the gas distnbution
price review wars published in December
20086, covering the one-year peniod 1 April
2007 1o 31 March 2008 The proposals
were accepted, with an allowed increase in
revenue for the one-year penod of 8 7 per
cent real The next price control will cover
the penod 1 Apnl 2008 to 31 March 2013
and will be subject to detaled regulatory
consuttation throughout 2007/08

The Northern Gas Networks contract
covers the management of around

36,000 klometres of gas mains, serving

a population of more than six million
2008/07 was the first full year of
operations, and saw excellent progress
aganst the Clent's gas mains replacement
programme, with the 520 kilometres
target achieved in the year

Earlier in the year, Scottish Water
Solutions (SWS), a joint venture company
In which Contract Solutions 1s a key
partner, was successful in winning a new
£760 millon contract with Scottish Water
to deliver a substantial part of its 2006-10
caprtal investment programme




This follows on from a similar contract
SWS held with Scottish Water covenng
the 2002-06 penod and a good
performance on this inhial contract helped
in achieving this contract win In addition,
there is potential to secure further
programme management retatad work,
over the new contract period, with an
estmated value of £240 milien Contract
Solutions’ share of this potential
combined contract 15 estmated to be
waorth around £150 millon Performance
in relation to the contract KPls, delvery of
outputs and in the area of health and
safety 1s good

Contract Solutions won the first major
meter installation contract to be
outsourced with Batish Gas Trading in
2002 and the contract has around one
year to run The business 1s responsible for
fult meter provision and management
services to approximately five millon gas
and electncrty customers in the north of
England and Wales It provides a 24 hous,
365 day operation covenng meter
replacement, emergency response Services
and customer requested work It also
operates a dedicated operational call
centre By the end of the contract, it 1s
anticipated that approximately 1 9 milion
gas meters and 800,000 electncty meters
will have been installed The intial value of
the contract was £225 milion and this was
subsequently Increased to £276 million
The coniract continues to progress well

The Contract Solutions' Connections
business continued to mprove Iits financial
performance dunng the year following

a refocusing in 2005/06 of its sales and
marketing effort towards long-term
strategic customers and larger projects

In August 2006 the business commenced
a major new £133 milion seven-year

gas connections contract with Northern
Gas Networks

The five-year contract with the Atomic
Weapons Establishment to operate and
mantain ther water and wastewater assets
continues to perform well, with potenttal for
further growth opportunities The contract
provides for a potential extension to

20 years and the prowsion of ancillary
senvices, such as caprtal mamntenance

The services do not include handling
radioactive or contaminant discharges

In addition, the business apples the
group's core skilis in related international

markets and currently gperates
concessions In Bulgana, Estonia, Poland,
the Philppines and Australia

Summary and outlook

Contract Soluttons holds major utility
outsourcing contracts in the United
Kingdom with Dwr Cymru Welsh Water,
Scouthern Water, Scottish Water, and
Northern Gas Networks It also has a
meter installation contract with Bntish Gas
Trading and three Scottish Private Finance
Imitiative operattons The order book
remains strong with future revenue
streams secured and Contract Solutions
remains the leading utility infrastructure
outsourcing company n the UK water
sector Performance across the contract
porticho 18 1N ling with management
expectations
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Business review: Liquidity and capital resources

Liquidity and capital resources

The group's pnmary source of lquidity

Is cash generated from its ongoing
business operations As reflected in the
consolidated cashflow statement on page
73, in the year ended 31 March 2007,
net cash generated from the group’s
continuing operating activities was

£726 9 milkon, compared with

£715 9 mithon in 2005/06 The water
regulator and the electncity regulator
have established pnce increase limits

to 2010 which will provide certainty for

a major element of the group's revenues
from ongoing operations, providing both
a stable and a predictable source of funds

Treasury policy

The group’s treasury function operates
within policies approved by the board, it
does not act as a profit centre and does
not undertake any speculative trading
actmty Long-term borrowings are
structured or hedged to match earnings,
which are largely in sterkng, indexed to
inflation and subject to regulatory price
reviews every five years Index-linked
debt 18 the preferred method of funding
Over the last two years, the group has
made signficant progress in raising this
type of funding, holdng £1 36 bilion of
index-linked debt at the year end The
longer-dated nature of this funding
provides a good match to the group’s
long Ife infrastructure assets Exposure to
interest rate movements for the following
12 months, where necessary, are
elminated at the start of each financial
year using short-term hedges The credit
quality of counterparties and indvdual
aggregate exposures are reviewed
annually

Debt financing

Moody's Irvestor Serwice rates the credit
of United Utilities PLC as A3 on a leng-
terrn basis with a stable outlook and P-2
on a short-term basis Equivalent ratings
published by Standard and Poor's Rating
Services wera BBB+ long-term with a
stable outlook and A-2 short-term dunng
the year On 2 Apnl 2007, Standard and
Poor upgraded its rating to A- long-term
with a stable outlook and A-1 short-term

Details of borrowings and net cash and
cash equivalents are prowided in notes
18, 17 and 18 to the consoldated
financial statements
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Short-term hquidity

Short-term liguidity requirements are

met from the group's nommal operating
cashflow Further liquidity is provided by
cash and short-term deposit balances, the
company’s US$1 5 biflon euro-commercial
paper programme, supported by
committed bank faciities and committed
but undrawn long-term credit faciities

Long-term hiquidity

The group has effactve access to

the international debt capital markets
through its €7 billon madium-term note
programme which provides for the
perncdic issuance by United Utilities,
United Utilities Water and United Utihties
Electncity of debt instruments on terms
and conditions determined at the time
that the instruments are 1ssuad

The programma does not represent

a funding commitment, with funding
only becoming committed when debt
securittes have been successfully 1ssued
The currencies 1n which borrowings are
held are disclosed In note 18 to the
consclidated financial statements

Interest rate management

The group manages nterest rate
exposure by seeking to maich financing
costs as closely as possible with the
revenues generated by its assets

The group's exposure to interest rate
fluctuations 1s penodically managed

N the medwm-term through the use

of interest rate swaps and the use of
financial futures contracts traded on the
London International Financial Futures
and Options Exchange The average
interest rate for 2006/07 was 6 55 per
cent, compared with 6 84 per cent In
2005/06 excluding far value adjustments

Quantitative and qualitative
disclosures about market nsk
Risk management

The pnncipal financial market nsks
faced by the group are the nsks 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 to hedge exposure to
interest rate volatility The company's
use of denvative instruments relates

directly to underlying indebtedness No
speculative transactions are undertaken
The proportion of borrowings at effective
fixed rates of interest for a penod greater
than one year 1s set In conjunction with
the level of floating rate borrowings and
projected regulatory revenues that are
expased to Inflationary adustments
(index-linked) In addition, the company
ams to manage 1its short-term budgetary
commitments by ensunng that the
majonty of floating rate interest s fixed for
penods of less than one year through the
use of exchange traded financial futures
The group has lmited exposure to forewgn
currency exchange rate movements
Interest rate management and funding
policies are set by the board

Quanttative disclosure of market nsk
The analysis in note 18 to the consoldated
financial statements details the sensitvity
of the market value of the group's financial
Instruments to selected changes in market
rates and pnces The range of changes
chosen reflects the group's view of
changes that are reasonably possible
over a one-year pencd Market values

are quoted values, or, where these ars

not avalable, those values are obtained by
discounting cashflows at market rates and
pnces The rmarket values for interest rate
nsk are calculated by using a standard
zero coupon discounted cashflow pncing
model For long-term borrowings, a
favourable change in market value results
In a decline in the value of borrowings For
other financial nstruments, a favourable
change in market value results in an
ncrease N market value

Contractual obligations

Financial guarantees are given by United
Utilities i support of borrowings by
subsidiary companies, where the
undertying obligation 1s already reflectsd
in the disclosure of long-term debt
Financial guarantees of £703 7 million
relate to borrowings by United Utiities
Water and United Utilities Electncity from
the European Investment Bank (EIB)

The capital commitmeants of the group

as at 31 March 2007 were £370 7 mition,
for which the group has contractual
commitrments for property, plant and
equipment The group also has obligations
under its hcence to comply with the
capital programmes as specified by




the regulators The purchase obligations
of the group as at 31 March 2007 total
£48 0 milhon and pnmanly retate to
services for which the group has purchase
orders or contractual commmitments

Off-balance sheet arrangements
Joint ventures

The group enters Into jont ventures with
consortium partners The financial and
legal structure of joint ventures 15 designed
to imit the group’s exposure to the extent
of the equity nvestment and loans
prowided by the group, with no further
recourse should the joint venture default
All joint venture arrangements have been
incorporated into the group's results on

a proportionate consolidation accounting
basis The jont venture normally enters
mnte 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
subconiracts with the joint venture for the
provision of services appropnate to ther
expertise This enables the group to take
on only those nsks that fall within its
normal commercial expertise, such as
infrastructure management, whilst other
parties will provide therr skills to the

joint venture and take on ther nsks
accordingly, for example, design and
construction However, the performance
of any joint venture will affect the group's
financial performance o the extent of its
interest in such a joint venture

Performance guarantees

As part of the commercial operations of
the group, performance guarantees are
sometimes required by clents These
guarantees may be called where the
standards of service set out within the
relevant contract are not fulfilled, and other
possible remedies under the contract are
not successful Total guarantees as at

31 March 2007, where a financial imit
has been specified, were £134 1 mullion

A guaraniee which has unlimited lrabiity
15 supparied by an indemnification
agreernent from a third party external
to the United Utiities group This
ndemnification agreement follows the
disposal of certan operations to a third
party, and contains no imit on the value
of ndemnity available Therefore any
payments under this guarantee may be
fully recoverable from the third party

In certan crcumstances, the group has
1ssued guarantees and performance
bonds to support s contnbution to the
performance of partnership companies In
some Instances, the partnership company
1s responsible for arranging the issue of the
guarantee and the partners are required to
provide an ndemnity to the issuing financial
institution for a share of that guarantee,
usually in proportion to the respective
sharehcldings in the pantnership company
Where this Is the case, racovery of any
amounts paid under the guarantee will be
In proportion 10 the Indemnities provided
Therefore, the full valus cf the guarantee
arranged by the group would only become
payable i 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
contnbuting 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 proporttonate share of any clairm under
any of the individual guarantees 1ssued
Therefore, the full value of the guarantee
arranged by the group will only become
payable if the total project guarantee 1s
called in full Guarantees 1ssued by the
group directly to the chent, supporting the
performance of partnership comparues,
totafled £100 O millkion at 31 March 2007
This includes guarantees of up to

£51 3 millon, which are supported

by cash held in escrow to secure the
cross-indemnity from partners

The value of ndemnitigs 1ssued to
financial nstitutions by the group, n
order to support the Issue of a guarantee
by the financial Institution on behalf

of the partnership company, totalled

£13 6 million at 31 March 2007

Guarantees totaling £13 9 milion relate
to the disposal of certain operations and
reflect the capped value of indemnities
1ssued to the purchaser for pre-
completion events It 1s anticipated that,
in the event of a clam, the group may

be able to recover funds from its insurers,
although this will depend upon the
cireumstances of the incident gving

nse to the clam under the indemnity

An additional guarantee for £5 4 milion
relates to the disposal of other cperations
and reflects guaranteed obligations under
a propenty lease Under the sale and
purchase agreement the buyer 1s obliged
to put n place a replacement guarantee
and in parallel prowvide an mdemnity to
United Utlities Therefore any payments
under these guarantees may be fully
recoverable from the buyer The camying
value of the guarantees discussed above
has been £nil for the past two fiscal years

Inflation

Inflation affects revenue, operating
expense and finance expense However,
the impact of inflatton has not had a
matenal effect on the group's operating
results dunng the year

Summary

The board has reviewed Its business

plan and considers that the group has
sufficient lquidity to meet the anticipated
financial commitments for the next

12 months In total, at 31 March 2007,
unutiised committed faciities of

£1,172 2 million expinng in more than
one year, together with cash and short-
term deposits of £2,403 3 milhon and
undrawn funding from EIB of £50 ¢ milion,
provide substantial pre-funding for the group

United Utilities Annual Report & Accounts 2007

=
<
v,
)
»
v
s
-
o
2.
o
2
2

SJUSWIRJELS [eIDUeLI4 | | IDUBUIIAOD l

S1ap|oYaieys J0§ UDNEWIoM| l |

33



34

Business review: Corporate responsibility

Corporate responsibility

The board believes that
being responsible in the way
It conducts its operations
makes sound business sense

Active management of its key
environmental, social and economic
mpacts helps the group work in a way
that 1s ethical and balances the needs
of alt of its stakeholders It enables the
group to reduce nsk, identify business
opportunittes, provide stability In its
markets, protect resources, make
savings, Improve performance and
build trust and understanding

Code of ethics

The group has adopted a set of business
prnciples it will continue to develop them
In ine with best practice A free copy

of the business pnnciples booklet I1s
avallable upon request from the

company secretary, United Utiities

PLC, Haweswater House, Lingley Mere
Business Park, Lingley Green Avenus,
Great Sankey, Warnngton, WAS 3LP,
England or may be viewed on our website
at www unitedutilities com

Our approach

The business pnnciples guide the way
the group manages its actvties and its
relationships with stakeholders and set
the context for the group’s approach to
corporate responsibility

The group's corporate responsiility
pohicies are considered as pant of the
busingss planning process and corporate
responsibility performance 1S a personal
objective for each member of the
executive leadership team (ELT) Members
of the ELT meet regularty to discuss

the key social and environmental issues
and have determined a process which
dentifies and pnontises our iImpacts

and opportunities

An important part of this process is
stakeholder consultation, which provides
an understanding of the interests

and pnonties of the different groups
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of people who are affected by the group's
activites More information on the group’s
stakeholder approach, kentfication of
key impact areas and detaled information,
performance data and discussion can be
found In the stakeholder report, or on our
website at www uritedutilities corn

Formal management systems cover
many of the group's iImpact areas,
including ervironment, heaith and safety
and quality Where appropnate, we saeek
formal certification of these systems
Most of the group’s operations are
covered by the ISO 140W accreditation
for envirenmental management
Benchmarking exercises help us to track
performance, dnve continual improvement
and establish best practice
Environment

Our operations can have significant
environmental mpacts Our key focus
araas are to improve compliance
standards at our water and wastewater
treatment works whilst at the same trme
reduce the amount of energy we use We
am to minmise our environmental
impacts in terms of pollution ncidents and
manage the dermmand on the water and
wastewater networks

Regulation

In north west England, we met our
compliance standards at wastewater
treatment works serving 98 99 per cent of
the population, a reduction from last year
due 10 failures at three of our wastewater
treatment works Pollution incidents have
fallen to 152 from 165 last year The most
senous, category one and two pollution
incidents, reduced to nine from 23 last
year Convictions increased, with 11
prosecutions relating to wastewater
resulting in fines of £137,300 in 2008,
compared with £47,500 in 2005

Last year, the annual report by the
Dnnking Water Inspectorate showed that
the overall quality of dnnking water in the
north west had improved for the 12th year
in succession In 2008, dnnking water
compliance at customers’ taps was

99 91 per cent (2005 98 90 per cent)

Regicnal bactenological compliance

at wastewater treatment works has
improved significantly, with the number

of infingements reducing from 81 1N 2003
to seven In 2006 This iImprovement was
achieved through the implementation of
operational best practice, improved plant
mantenance, sampling changes and
capital Investment

Climate change

Uruted Utiities 1s a major user of energy,
using around G 3 par cent of the UK’s
electnoty supply, mainly to transpont
and treat water In 2006/07 we used
1,121GWh of electnciy

From our assets and activities, we emit
several gresnhouse gases including
carbon dioxide, methane and nirous
oxide In 2005/06, these emissions were
the equivalent to O 4@ millkon tonnes of
carbon dioxide A further 1 66 million
tonnes were emitted by operations that
we manage but do not own Largely
produced by losses from electncity
distribution and by direct methane
emissions from the gas network, these
bring our overall carbon dioxide equivalent
to a total of 2 15 muillion tonnes

In 2006, we set up a carbon management
forum to bnng greater focus to our
emissions management The forum
commissioned a six-maonth programme
with the Carbon Trust to establish

our carbon footpnnt and devise a
mitigation plan

We ars the first UK water company to
set out a £37 million action plan that wilk
reduce our carbon dioxide emissions by a
total of eight per cent on 2005/06 figures
by 2012 The reduction 1s the equivalent
of taking more than 8,000 cars off the
road We am to reverse our trend of
nsing emissions and will buy aimost

a quarter of our energy from renewable
sources for the next three years This

will cut our emissions by a further

17 6 per cent, although this offsetting

15 not included in our overall target




We are taking steps to improve energy
efficiency and ntreduce more sustanable
sources of energy In north west England
we have 17 combined heat and power
(CHP) plants fuelled by methane produced
from wastewater treatment with plans to
increase the number of CHP units to 23

Leakage

In north west England, we have

halved water leakage since 1995 and
out-performed the rolling average target of
470 MI per day for 2006/07 by achieving
468 MI per day, meeting our agreed target
with Ofwat The sustaned programme

of investment in renewing ageing maing,
supported by new technologies to help

us detect leaks, should continue to
reduce leakage for the year ahead

We are spending £361 milion on
managing, mamntarmng and upgrading the
water network and fixing leaks between
2005 and 2010 We are also working
with the Emaronment Agency on a water
efficiency campaign entitled *‘Oon't waste
it, we all need it’ This Involves adveriising
on local radio and features in the regional
press to encourage everyone to consider
how they currently use water and look for
ways 10 use it wisely

Waste management

The majorty of our sludge 1s recycled o
agncultural land or used for restoration
and reclamation However, the land bank
avallable for sludge 1s reducing as tighter
regulations come into force We are
therefore pursuing a mixed strategy which
will nvotve recycling to land and thermal
destruction with energy recovery where
possible This 1s to ensure that we can
avod landfill as a disposal route should
the land bank reduce still further In all,

68 per cent of wastewater sludge I1s now
recycled to agncultural land, six per cent I1s
used In restoration and reclamation and
the remainder 1s incinerated

Land and rural tssues

Leighton Moss nature reserve, near
Carnforth, 15 the first place in north
west England to benefit from a project
to relay cables underground for purety
aesthetic reasons This scheme forms
part of United Utilities' £840 million
nvestment programme to improve the

electneity distnbution systemn in north west
England between 2005 and 2010 The
complete programme of work includes
areas In the Lake Distnct National Park
and Forest of Bowland, all of which will

be completed by 2010

Workplace

We are committed to traning and
developing our employees and we seek
to involve them with open and regular
communications about busness
developments For further information
see page 20

Health and safety

We seek continual improvement In our
health and safety performance For further
information on health and safety see
page 20

Business continuity

Business continwty in United Utilities

15 monitored and controlled by the
Business Continuity Steenng Group

The group reports to the ELT Escalation
paths exist from both ine management
and a ‘Virtual Watch' team that monitors
potential threats

Dunng 2006/07, the Business Continuity
Polcy was updated and cnsis management
capabilities and faciities enhanced
Initativess included pandernic planning
consistent with central govemment adwvice

Investigatons on communications
resiience included early planning for
implementation of ‘21st Century’ data
networks United Utiities remains an actve
participant in UK emergency preparedness,
channg the Regional Utiiies Resitence
Forum, representing al! utiities on the
Regional Resilience Forum and participating
in the Regional Civil Contingencies
Committee

for north west England

Community impact

We support community actvty, investing
company resources in partnerships and
projects where we can share banefits
with local communities

Qur support includes financial assistance
as well as employee time and in-kind help
In 2006/07, we invested £3 1 million,
around O 5 per cent of our pre-tax profits

Our businesses have relationships with

a wide range of community stakeholders,
and most of our community invesiment

18 made through these Inks We have
revised our employee Initiatives by offenng
community grants 1o employees who
volunteer more than 80 hours a year

of ther own time

Internationally, we continue to support
prograrmmes of focal community
irwolvement, with particular emphasis
on water projects, young pecple and
social welfare projects For example,
as part of our Sofiyska Voda contract
" Bulgana each year we host a water
festval to educate children on water
as a precious resource

We also work in partnership on specific
projects with Groundwork UK, WaterAud
and the Royal Socisty for the Protection
of Brds

United Utiktes Annual Report & Accounts 2007
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Business review: Risk and litigation

Risk factors

Cautionary statement regarding
forward-looking statements

Certain statements included or
ncerporated by reference within the
annual report may constitute ‘forward-
looking statements’ Forward-looking
statements are based on expectations,
forecasts and assumptions by our
management and involve a number

of nsks, uncertanties, and other factors
that could cause actuat results to differ
matenally from those stated

The board considers the following risks to
be the prncipal ones that might affect the
group’s performance and results but
cautions that the nsks listed in this section
do not address all the factors that could
cause results to differ matenally

There may be addtional risks that the
group does not currently know of, or that
are deemed rmmaterial based on ether
information currently available or the
group’s current assessment of the nsk
The group’s business, financial condition
or results of operations could be matenally
affected by any of these nisks, resulting in
a dechne in the trading pnce of the group's
ordinary shares The group operates an
internal cantrol system to evaluate and
manage nsks as descnbed in the section
‘Internal contral’ on page 49

All the Information supplied in the chairman’s
and chief executive's statements on
pages 4 to 8 and the business review on
pages 7 to 38 form part of the drectors’
report as Incorporated by reference Any
liability for the information Is restncted to
the extent prescribed by the Companies
Act 2006

Revenue of the group’s regulated
businesses 1s substantially influenced
by regulators, which could adversely
affect profitabihty

The revenue and profitability of the

group’s water, wastewater and electncity
distrbution businesses {the regulated
businesses} are substantially nfluenced by
pnce imits established every five years by
the respective regulators Pnce reviews for
the regulated businesses covenng the five-
year pencd commencing on 1 Apnl 2005
were determined by the electneity regulator
in November 2004 and by the water
regulator n December 2004 The group
has accepted both of these determinations
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and has not exercised its nght to appeal
against adverse pnice determinations to
the Competition Commission

An adverse price determination may occur
as a result of a number of factors, ncluding
an inadequate allowed cost of capital

or urreahstic regulatory assumptions
concerning operating expenses, required
capital expendture and revenue forecasts

Scope to re-open these pnce controls
within the charging penod 1s Imited

In the ¢case of the water and wastewater
business, there are provisions for Intenm
Determinations of K {'IDoK’) and the
application of the 'shipwreck clause’

There is no equivalent provision that
allows for the re-opening of electncity
distnbution price Imits However, specific
re-opening provisions have been madce,
with effect from 1 Apnl 2005, in relation to
uncertain costs associated with specified
provisions of the Electricity Safety, Quality
and Continuity Regulations 2002 {or
amending/replacement regulations), the
New Roads and Street Works Act 1991
and the Traffic Management Act 2004

Failure to deliver the capital
investment programmes could
adversely affect profitatnlity

United Utiities’ regulated businesses require
significant capital expendrture for additions
to, or replacement of, plant and equipment
for thew water, wastewater and electncity
distnbution faclities and networks The
pnce limits set by the respective regulators
take into account the level of capital
expendiure expected to be ncurred dunng
the relevant five-year pnee review penod
and the associated funding costs

Histoncally, the group has financed the
expenditure from cashflows from operations
and from debt firancng There can be no
assurance that cashflows from operations
will not decline, or that additional debt
financing or other sources of capital wil

be avalable to meet these regurements

If the group 1s unable to deliver the caprtal
programme at expected expenditure levels,
15 unable to secure the expected caprtal
efficlencies associated with the caprtal
programme, the programme falls betund
schedule for other reasons, or adverse
legacy effects of earlier capital irvestment
emerge, the group’s profitability may suffer

The regulators may factor such falure into
future pnce reviews In addition, the group's
abilty to meet regulatory and environmental
perfarmance standards could be adversely
affected by such failure, which may result
in fines or other sanctions

The group 18 currently In discussions with
Ofwat and the Environment Agency in
relation to the scope of works reguired In
order to complete that part of its capital
programmme for the last charging penod

(1 e 2000-05) which related to imiting
pallution from stormwater overflows
These are referred to by the Environment
Agency as ‘Unsatisfactory Intermittent
Discharges’ ("UIDs")

This means that some of these works are
being delayed until the required scope 15
determined Once the cost of the scope of
works 15 finally determined, t may be more
than the amounts that have been allowed
for by Cfwat in the 1999 and 2004 pnce
reviews |n such cases the company will
seek 1o process the resulting changes
through Cfwat's protocol for dealing with
changes to the regulatory contract {the
‘change protocol’)

In respect of those UIDs which were the
subject of the company’s 2003 intenm
determination, Ofwat has stated that
additional costs of completing these works
will be recoverable through future pnce
reviews provided that they meet Ofwat's
conditions for recovery under the change
protocol In respect of the UIDs which
were not dealt with in the 2003 intenm
determination, Ofwat has given a similar
confirmation in relation to those which the
company censiders present the greatest
nsk of significantly exceeding the costs
assumed in the 1999 price review The
group cannot be certain, however, that all
these additional costs will be recoverable
on this basis and will not adversely affect
its profitabilty or financial position

Failure to deliver operational
performance or cost savings imphcit
In the regulatory reviews could
adversely affect profitability
Cperating cost savings to be achieved
during the current five-year regulatory
period are wnphet in the regulatory
reviews To assist the achievement of
these operating cost savings, a business
change programme 18 underway [f the
operating cost savings were not achieved,




or the business change programme was
not delivered, then the group's profitabiity
would suffer Similarty, if operational
performance was to deteriorate, this may
be reflected by less favourable cutcomes
from future prce reviews and the group’s
profitabiity would suffer

Environmental regulations could
increase the group’s costs and
adversely affect profitabihity

Vanous government environmental
protection and health and safety laws and
regulations govern the water, wastewater
and electneity distnbution businesses
Thase faws and regulations establish,
amongst other things, standards for
dnnking water, discharges nto the
envronment and the quality of electncity
supply, which affect the group’s operations

In addition, the group 1s required to obtain
various environmental permissions from
requlatory agencies for its operations

The group endeavours to comply with

all regulatory standards However,
histonically the group has not been In total
compliance and cannot guarantee n the
future that it will be in total compliance at
all imes with these laws and regulations
Should the group fal to comply, it would
face fines mposed by the courts or
otherwise face sanction by the regulators

Environmenta) jaws and regulations are
complex and change frequently These
laws, and ther enforcement, have tended
to become more stnngent over time
Whilst management believes it has taken
Nto account the future capital and
operating expenditures necessary o
achieve and mantan compliance with
current and known future changes in laws
and regulations, it 18 possible that new or
stricter standards could be imposed, or
current Interpretation of existing legisiation
could be amended, which will increase
the group's operating costs by requinng
changes or modiications to the assets In
order to comply with environmental laws
and regulations

Although these costs may be recoverable in
part through the regulatory process of
setting appropnate future pnee limits, there
can be no assurance of this Therefore, the
group cannot guarartes that the costs of
complying with, or discharging its liabilities
under, current and future environmental and
health and safety laws will not adversely
affect its profitabity or financial postion

Service interruptions or contamination
of water supphies could adversely
affect profitability

I addition to the capital investment
programmes, United Utilities' regulated
businesses control and operate water,
wastewater and electneity networks and
undertake maintenance of the associated
assets with the objective of prowding

a continuous service

Histoncally, there have been interruptions
to the supply of services One example I1s
the severe storm in January 2005 which
damaged the electncity network supply
to 250,000 customers in Cumbna and
Lancashre However, the majonty of
interruptions refate to mincr issues that
are rectfied promptly

Dunng 2006/07, there were an unusually
high number of merruptions in total, which
led to a few long duration interruptions and
a number of interruptions affecting a large
number of customers However there were
no instances combinng long duration and
tugh nurmbers affected Nevertheless, the
falure 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 financial posiion

Water supplies may be subject to
contamination, Including contamination
from the development of naturally occurang
compounds and pollution from man-made
sources or third parties’ actions In the
event that water supply 1s contaminated
and the group s unable to substitute

water supply from an uncontarminated
water source, or to treat adequately the
coniaminated water source, the regulated
business Is required {0 provide a statutory
minmum alternative water supply quantity
within a stipulated penod unti piped
supplies can be restored The group could
also be held liable for human exposure to
hazardous substances i its water supples
or other environmental damage

Although the group has continued to
refine its contingency planning process,

it 1s only possible to be reasonably, but
not absolutely, certan that such measures
will be effective In managing large-scale
ncidents to the satisfaction of its
customers, regulators and the wider
stakeholder community Conseguently,

it 15 possible there may be an adverse
effect on the group's operating resutts
or financial position

It 18 possible that some of the costs
associated with servce interruptions or
contarminations may be partly recoverable
through the shipwreck clause or future
prce reviews The group maintans
INsurance policies in relation to legat
habilities likely to be associated with these
rigks, although there can be no assurance
that all costs of any such clams would be
covered or that coverage will continue to
be available in the future

Non-recovery of customer debt
could adversely affect profitability
Unied Utiities North West manages

the biling, cash collection and debt
rmanagement actvities for 3 2 milion
domestic and business wastewater and
water customers The Water Industry Act
1991 (as amended by the Water Industry
Act 1999) prohibits the disconnection of
a water supply for non-payment and the
tmiting of a supply with the intention of
enforcing payment for certan prenises
ncluding domestic dwelings

Non-recovery of debt 15 therefore a nsk

to the group and may cause the group's
profitabity to suffer However, gllowance
is made by the water regulator in the pnce
Imits at each pnce review for a proportion
of debt deemed to be Imecoverable In
addtion, the group can also request a
re-setting of its pnce lirmuts through an
Dok dunng a review penod when costs
or savings ansing from changes in certain
regulatary assumptions (ncluding as to the
level of non-recoverable debt) are matenal,
although there can be ne guarantee that
an Dok application will be successful
Although new and existing strategles
continue to be mplemented to reduce
cash collection nsks, Including targeted
summoensing, there can be no assurance
that the group will not suffer losses from the
group's inability to recover its debts fully

Rapid growth in the infrastructure
management sector exposes the
group to execution risk, conversely,
slow growth could adversely affect
profitability

The infrastructure management business,
United Utilties Contract Solutions, is
expanding nto new markets The delvery
of contracts, both existing and future,
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Business review: Risk and litigation continued

will be achieved by exploiting the group's
core nfrastructure management skills
Overstretching these skills could lead to a
loss of customers which, In turn, may cause
profitability to suffer Slower than expected
expansion could also impact profitability

Pension scheme obhgations may
regquire the group to make additional
contnbutions to the schemes which
would reduce profitabihity

The group participates In a number

of pension schemes, principally In the
UK The principal schemes are funded
defined benefit schermes and the assets
of the schemes are held in trust funds
ndependent of group finances

The group increased contnbution rates to
the United Utilties Pension Scheme and
the Urited Utilires Group of the Electricity
Suppty Pension Scheme in 2003/04 and
the results of the full actuanal valuation
resulted in further increases being
required to the United Utilities Pension
Scheme and the United Utdities Group

of the Electricity Supply Pension Schermne
from 1 Apnl 2005

A one-off lump sum contrbution of

£319 5 millon was made on 31 March
2005 This contnbution was calculated to
equal the capitalised value of the group's
funding obligations to the schemes for
the next fve years (based on the actuanal
valuation as at 31 March 2004} and
represents advance payment of employer
contributions which would have been
made to the schames during that period

The schemes had a combined surplus
of £62 2 million as at 31 March 2007,
compared with a surplus of £19 3 mullion
at 31 March 2006

However, the group continues to monitor
the funding of the schemes and cannot
guarantee that durnng the next three years
further contnbutions will not be required
1o ebminate shortfalls in the schemes This
may adversely affect the financial position
of the group

United Utiities Annual Report & Accounts 2007

Should long-term investmeant returns

be tower than the rate assumed by

the actuanes in therr pension scheme
valuations, or interest rates reduce further
leading to a deficit, the profitability of the
group may be further adversely affected
and the group may be required to
Increase its contributions to eliminate

an under-funding Currently, anticipated
future pensions contributions and a
proportion of existing pension scheme
deficits are recoverable through the price
limits established by the regulators

Operating nsk

Managing the group's businesses Is
dependent upon the ability to process

a large number of transactions efficiently
and accurately Operational nisk and losses
can result from fraud, employee errors,
supply chain disnuption, falure 1o document
transactions properly or to obtan proper
internal authorisation, fallure to comply
with regulatory requirements and business
pnnciples, resource shortages, failure or
under-performance of business processes
or equipment, natural disasters, the falure
of internal or external systems, or the
actions or inactions of third parties

Although the group has iImplemented
nsk controls and loss mitigation actions,
and substantial rescurces are devoted
to developing efficient procedures and
to staff training, 1t 1s only possible to be
reasonably, but not absolutely, certain
that such procedures will be effective In
controling each of the operational nsks
faced by the group

Litigation

NOSS Consortium (‘NOSS?), of which North
West Water International Limited (‘NWWIL),
a wholly owned subsidiary of the company,
1S a member and the sole remaning actve
participant, 1S party to arbitration
proceedings n Thaifand In relation o a
design and construction contract dated

1 Novemnber 1993 between NOSS and

the Bangkok Metropoltan Administration
('BMA) to bulld a wastewater treatment
plant and network in central Bangkok

Foliowing disagreements with the engineer
and a dispute with the BMA, NOSS
rescinded the contract and in November
1997 served a notice under Section 387

of the Thal Cvil and Commercial Code

on the BMA In March 1998, NOSS
terminated the contract and served notice
of arbitration NOSS has total ¢laims against
the BMA of approximately 6 bilion Thal baht
{approxmately £83 milion)

The BMA has counter-clamed for
approximately 3 2 bilkon Thar baht
(approxmately £44 milhon} Artrtrators
have been appointed by each party, but
the arbitration process has stalled following
the arbitrators’ failure to agree on the
appontment of a thrd aroitrator NOSS

will continue to monitor the situation, but
presently no heanngs are scheduled

Save as stated above, naither 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 threatened 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 group 1S engaged In iigation in the
ordinary course of its operations, such
as contract disputes, disputas over
easements/wayleaves and other similar
property matters, bill collections, personal
Injury ¢clams and workers' compensation
claims The company does not believe
that such iitigation, either ndvidually or
In aggregate, 1s matenal The company
maintans insurance and, to the extent
that the amounts in dispute may not be
covered by such insurance, maintans
provisions N those situations where
management deems it appropriate in
accordance with International Financial
Reporting Standards (IFRS)
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Governance: Directors and senior managers

Board of directors

1 Tim Weller
Chief financial officer

2 Charhe Cormish
Managing director
Utility Solutions

3 Nick Salmon
Non-executive director

4  Sir Peter Middleton
Deputy charman
non-gxecutive director

5 Sir Richard Evans
Chairman

6 Philip Green
Chief executive officer

7 David Jones CBE
Non-executive directar

8 Andrew Pinder CBE
Naon-axecutive drector

9 Paul Heiden
Non-executive drector

10 Nomman Broadhurst
Non-executive director

11 Dr Cathenne Bell
Non-executive director

12 Paul Capell
Managing director,
Business Development
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The business of the company 1s managed by the board of
drrectors There are no family relationships between any of the
directors or sentor managers There are no arrangements or
understandings with major shareholders, customers, suppliers
or others pursuant to which any of the persons referred to below
was selected as a director or member of senior management

Executive directors

Philtp Green (age 54) — Chief executive officer

Philp Green was appointed as a director on 20 February 2006
In his most recent role before he joined the company, he led
the contaner shipping company Royal PO Nedlloyd through
its successful Isting in 2004 and subsequent agreed acquisition
by AP Moller-Maersk A/S, delivenng sigruficant value for
shareholders On 10 May 2007, he joined the board of Lioyds
TSB Bank plc as a non-executive director He has also been

a main board director and chief operating officer at the global
information company Reuters Group PLC, and chief operating
officer at DHL for Europe and Afnca He 1s a member of the
London Business School Adwvisory Board and a trustee of the
Philharmonia Trust

Tirn Weller (age 43) - Chief financial officer

Tim Weller joined the board as the chief financial officer on

1 August 2006 He was previously group finance director at i
RWE Thames Water plc and prior to that group finance director

of Innogy Heldings plc from 2002 to 2004 He has been a partner

at KPMG and drrecter of financial control with the Granada group

of companies and a non-executve director of Stanley Leisure Plc

Charlie Cormish {age 47) ~ Managing director, Utility Solutions
Charlie Cornish 1s responsible for the delivery of all utility
contracts in the business, boih to the group’s regulated
businesses and to external clents He joned the group In
January 2004 and was formally appointed to the board on

27 January 2004 After graduating from Strathclyde University,
he worked for Bntish Agrospace, Plessey Telecommumications
and Associated Bntish Foods and also served as an executive
director of NHS Trusts In 1998, he joined the West of Scotland
Water Authonty 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 director,
working across Europe, Asia-Paaific and the Amencas, eventually
becoming chief operating officer with Thames Water UK and
Ireland with responsibility for service delivery, including operations
and capital programmes Me 1s charrman of Young Enterpnse
North West and was appointed to the board of Water UK in
tMarch 2006 He s a drector of The Mersey Partnership, an
organisation promoting the Liverpool City region

Paul Capell (age 50) — Managing director, Business Development
Paul Capell joned Urited Utilities on 1 May 2007 He was
previously a senior executive responsible for developing major
industnal project capability at Veolia Water Solutions and
Technologies and charman of VWS Wastgarth Pror to that he
was dmsional managng diector of the global contracting business
Werr Techna In 2005 he led the sale of the water and wastewater
businesses of Weir Techna to Veclia Paul Capell s a Felow of the
Institute of Mechanical Engineers and a chartered engineer

Non-executive directors

Sir Richard Evans (age 64} - Charman

Sir Richard Evans was appointed a non-executive director on

1 September 1997 and charman in January 2001 In October
2008, he was appomnted charman of Samruk, the Kazakhstan
state holding company He started his career in the Miltary
Adrrcraft Division of Bntish Arrcraft Corporation (BAC), joining the
board of Bntish Aerospace ple as marketing director in January
1987 In 1990 he became its chief executve He was also a
director of the Airbus company He was apponted charrman

of Bntish Aerospace plc (now BAE Systems plc) n May 1998, a
post from which he retired in July 2004 after more than 30 years
with the company and its predecessors He was also a non-
executive director of NatWest plc from 1998 to 2000

Dr Cathenne Bell (age 56) - Non-executive director

Dr Cathenne Bell was appointed a non-executive direstor on

19 March 2007 She is a {ormer cwii servant and was Acling
Permanent Secretary at the Department for Trade and Industry
from March to October 2005 Pnor to that, she was the director
general of the Corporate Services Group and the Competition
and Markets Group overseeing employment law, competition and
consumer policy, company law and corporate governance, and
was previously the head of Competition ard Utility Regulation
She 1s currently a non-executive director of the Cvil Aviation
Authonty, Ensus Limited and Swiss Reinsurance GB pic

Norman Broadhurst {age 65) - Chairman of the audit committee
Norman Broadhurst was appointed a non-executve director

on 1 Apnl 18989 and 1s charman of the audit commitiee He 1s
currently chairman of Chlonde Group plc, Freighthner Ltd and
Cattles plc He 15 also a non-executive dirsctor of Old Mutual plc
On 22 May 20086, he retired as a non-executive director from the
board of Tomkins plc He was group finance director of Railtrack
plc from 1994 to 2000 and a non-executive director of Taylor
Woodrow Plc from March 2000 to November 2003

Dawvid Jones CBE (age 65) = Chairman of the rermuneration
committee

Dawid Jones CBE was appointed as a non-executive director
on 3 January 2005 He is currently charman of UK Coal PLC
and 15 also charman of Teesside Power Ltd He was the group
chief executive of The National Gnd Company plc from 1994

to 2001, taking National Gnd to the stock market and leading

it successfully through an extensive business transfoermation
programme Pror to that, he was chief executve of South Wales
Electncity, having praviously held senior engineenng, commercial
and management posts on the South Western and bMidlands
Electneity Boards

Paul Heiden (age 50} — Non-executive director

Paul Herden was appointed as a non-executive director on

5 October 2005 He has been the chief executive of FKI plc since
2003 From 1992, he held vanous senior management positions
at Rolls-Royce plc pnor to joining the board in 1997 as director of
Industrial Businesses and being appainted group finance director
in 1999 After qualfying as a chartered accountant at Peat
Marwick Mitchelt & Co, he worked in senior finance roles

at Hanson PLC and Mercury Communications He was a non-
exacutive director of Bunzl plc from 1998 to 2005 and was

a non-executive director of Filtrona ple from 20056 to 2006

Sir Peter Middleton {age 73) - Deputy charrman and senior
independent non-executive director

Sir Peter Middlston joined the board as a non-executive director
n January 1994 He s chairman of Camelot Group plc, the
operator of the National Lottery, charman of the Barclays Group
Agia Pacific Adwisory Committee, chairman of the Centre for
Effective Dispute Resclution, UK chairman of Marsh & McLennan
companies, chairman of Marsh Ltd, charman of Creative
Sheffield, chancellor of the University of Sheffield and on the
board of the US listed Russian company Mobile TeleSystems
(MTS) QJSC He 15 also & member of the advisory boards of
Marsh McLennan companies, Three Delta, Financial Dynamics
and Sisterma and semior advisor to Fenchurch Advisory Partners
After National Service, he joined HM Treasury where he had a
long and distinguished career spanning 30 years, ultimately
ascending to become Permanent Secretary from 1983 to 1991
Sir Peter joined Barclays in 1991 as group deputy chaiman and
as executive chairman of BZW, became charrman of Barclays
Capital following the reorganisation of BZW 1n October 1997 and
was group chief executive from November 1998 until Oclober
1999 He became group chawman of Barclays Bank PLC in Apnl
1999 and retired in August 2004 He 1s a past charman of the
Briish Bankers' Association, and a former board member of the
National Institute of Economic and Social Research

Andrew Pinder CBE (age 60) — Non-executive director

Andrew Pinder was appointed a non-executive director on

1 September 2001 As the e-Envoy to the UK government from
2000 to 2004, he was responsible to the Pnme Minister for the
delivery of internet access to all Bntish citizens and businesses
He 1s currently a senior executive of Entrust, a US-based secunty
specialist, on whose board he sat from 2004 to 2006, and the
senior Independent non-executive director of Spnng Group plc

United Utilties Annual Repert & Accounts 2007
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Governance: Directors and senior managers continued

He 1s also a member of the Intel Global Advisory Board in
January 2006, he became charman of Becta (Bntish Educational
Communications and Technology Agency), an agency of the
Departrnent for Education and Skills, which looks after information
technology in schools and further education Before hig
appontment as e-Envoy, he was a partner n a venture capital
firm and carned out a number of management consultancy
assignments for the British government Previous executive
leadership roles also include positions as the head of European
operations and technology at Citibank, drector of operations and
technology at Prudential Corporation and as director of
Information technology at the Office of inland Revenue

Nick Salmon {age 54) - Non-executive director

Nick Saimon was apponted as a non-executive director on 4 Apnt
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 exacutive of Babcock
International Group PLC from 1993 to 1897 Pnor to joning
Babcock, he held senior management positions at GEC and GEC
Alsthom n the UK and France, and previously spent 11 years with
China Light & Power Company Lmited in Hong Kong

Nick Salmen will become the senior independent nor-executve
director when Sir Peter Middleton retires at the annual general
meeting in July 2007

The executive leadership team

Philip Green, Chief executive officer

Martin Bradbury, Chief information officer

Paul Capell, Managing director, Business Development
Ahson Clarke, Human resources director

Charlie Cormish, Managing director, Utiity Solutions
Clive Etphick, Managing director, Asset Management and
Regulation

Gaynor Kenyon, Communications director

Tim Weller, Chief financtal officer

The chief executive Is responsible for executive management

of the group and is assisted by the Executive Leadership Team
(ELT) The ELT meets on a formal basis at feast 12 tmes per year
The ELT consists of the executve directors, detals of whom are
given above, together with the following senor officers

Martin Bradbury (age 51) — Chief information officer

Martin Bradbury was appointed to the new role of chief
wformation officer on 11 May 2007 and will focus on developing
the structurs of the function and transformation to the new
organisation structure He was formerly chief operating officer
for Scothish Water Solutions, a public-private partnership to
upgrade Scotland’s water infrastructure He is a former trustee
of WaterAid and a past charman of Business in the Arts North
West He took over as managing director of Contract Solutions
following the death of Gordon Waters in December 20086, up to
30 Apnl 2007
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Alison Clarke {age 40) - Human resources director

Alison Clarke Jotned the group on 21 May 2007 She was
previously group international human resources director for global
retaler AS Watson in Hong Kong She has been human resources
dwector at Hiton UK and at Whitbread Restaurants and has also
worked for Ford Motor Company and Thames Water

Clive Elphick {age 50) — Managing director, Asset Management
and Regulation

Clive Elphick was appointed as managing director of Asset
Management and Regulation on 8 March 2007 He Is responsible
for developing and delivenng the group’s asset management and
prce review strategy and for leading the group’s regulatory
relatonships He 1s also a non-executive director of the
Department for Culture, Media and Sport and of the Northern
Ireland Authonty for Utiity Regulation and 1s vice charr of the CBI
in the north west of England Clive Elphick has been an associate
at Deloitte & Touche and has also worked at ICl and tis
expenence includes a part-tme secondment to the Cabinet Office

Gaynor Kenyon (age 46) - Communications director

Gaynor Kenyon was appointed communications director on

22 May 2006 Gaynor joined the company from Scottish Power
and has 18 years' expenence in the energy industry, having
previously been at Manweb until 1995 Initially leading Scottish
Power's communications in the Manweb region, for the last three
years she was the company's UK Government and Community
Affars Director In this role, Gaynor was responsible for Scottish
Power's political strategy in the Scottish Parbament, Welsh
Assembly and Westminster and for the group’s US and UK
corporate responsibility strategy




Governance: Directors’ report

Directors’ report

Principal activities

The company 15 the holding compary of a group which owns
and operates electneity distribution, water and wastewater assets
and also manages Infrastructure and business processes for its
own and other businesses :

A fuller descnption of business acivities 15 contained within
the business review on pages 2 to 38 The pnncipal subsidiary
undertakings, associate and joint ventures of the company are
shown in note 13 1o the consolidated financial statements

Business review

The charman’s and chief executive's statements on pages 4 to 6
and the busness review on pages 7 to 38 report on the group's
activiies dunng the year and on likely future developments A
summary of key performance ndicators can be found on page 2
The drectars, in prepanng the business review, have not sought
to comply with the ASB's 2006 Reporting Statement on operating
and financial reviews All the information supplied in the charman's
and chief executive's statements on pages 4 to 6 and the business
review on pages 7 to 38 form part of the directors’ report as
incorporated by reference Any lability for the information 1s
restncted to the extent prescnbed by the Companies Act 2006

The dividend for shareholders

Tha directors are recommending a final dmidend of 30 30 pence
for each ordinary share for the year ended 31 March 2007,
resulting 1n a total for the year of 44 93 pence for each ordinary
share Subject to shareholders approving this recommendation
at the annual general meeting, the dvidend wilt be paid on

24 August 2007 to shareholders on the register at the close

of business on 29 June 2007 United Utliies Employee Share
Trust Limited has waved s nghts to dwidends in respect of

its holding of 53,601 ordinary shares

The business for the annual general meeting

Details of the resolutions to be proposed at the 2007 annual
general meeting are set out In the notice cafling the meeting
There 15 also a full explanation of the resolutions in the leaflet
contaning the nctice, enclosed with this report In addition to
the matters normally dealt with at the annuat general meeting,
resolutions will be put to shareholders to

+ ncrease the authonsed share capital of the company,
» amend the articles of association of the company, and

+ adopt the rules of the United Utliies PLC 2007 Matching Share
Award Plan

Full detalls of these resolutions can be found in the notice of
meeting and the explanatory notes thereto

Employees

The company’s policies on employee involvement and on persons
with disabililies are contained within the business review on pages
20 and 21 The board encourages employees to own shares In
the company Details of employee share schemes are in the
remuneration report on page 68

Financial instruments

The nsk management cbjectives and paolicies of the company
¢an be found in note 18 to the financial statements on page 98
and on pages 32 and 33

Directors and senior management

The names of the present directors and therr tiographical details
are given on pages 40 to 42 The following also served dunng
the year Tom Drury, managing director of Vertex, who resigned
hts directorship on 27 March 2007 following the sale of Vertex io
a consortium headed by Cak Hill Capital Partners, Jane Newell,
non-executive director and Simon Batey, group finance director,
who both stood down at the annuat general meeting on 28 July
2006, and Gordon Waters, managing director of United Utilities
Contract Solutions, who died on 24 December 2006

Or Cathenne Bell was apponted as an additional non-executive
drrector on 19 March 2007 and Paul Cape!l was apponted as
managing director of Business Development on 1 May 2007

Reappointment of directors

Under the articles of association, a director apponted by the board
to fill a casual vacancy must retire at the annual general meeting

of the company next following such appontment Tim Weller was
appointed by the board on 1 August 2008, Dr Cathenne Bell was
appainted on 19 March 2007 and Paul Capell on 1 May 2007
Each of these directors s retinng and offenng himself or herseff

for reappointment at the 2007 annual general meeting

In addition, the articles of association provide that If, at the start of
business on the date of the notice convening that annual general
meeting, a director has served for a continuous penod of nine years
he must retire and may offer himself for reappontment Sir Richard
Evans and Sir Peter Middleton will both have completed over nine
years’ service at the date of notice Sr Richard Evans 15 thergfore
retinng and 1s offenng himself for reappontment at the 2007 annual
general meeting Sr Peter Middleton 1s standing down and will not
seek reappontment at the anrual general mesting

The articles of association also state that a director must retre

at the third annual general meeting following his or her last
appointment Charlie Cornish was last appointed at the annual
general meeting held n 2004 and s therefore retinng and s offering
himself for reappontment at the 2007 annual general meeting

Under the articles of association, one third of the directors
(excluding those seeking reappontment on other grounds) must
retire by rotation at each annual general meeting Andrew Pinder,
the dwector determined by 1ot as required under the articles, was
appointed at the annual general meeting in 2005 and retires and
offers imself for reappointment

Executive leadership team

The names of the present members of the executve leadership
team (ELT) and therr brographical details are given on page 42
The members of the ELT together with the directors are regarded
as 'persons discharging managenal responsibility’ under the UK
Listing Authonty’s Disclosure Rules

Untted Utiites Annual Report & Accounts 2007
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Governance: Directors’ report continued

The following alsc served as executive leadership team members
during the year

lan Prestner, communications director, who left the company on
30 Apnl 2006, Smon Batey, group finance director, who resigned
on 28 July 2006, Gaordon Waters, managing director oi Contract
Solutions, who died on 24 Dacember 2006, Tom Drury, managmg
director of Vertex, who resigned his directorship on 27 March
2007, Tim Rayner, general counsel, who left the company on 31
March 2007, and Linda Booth, human resources director, who wil
be leaving the company on 31July 2007

Paul Capell was appointed as managing director of Business
Development on 1 May 2007 Martin Bradbury took up the role of
chief information officer with effect from 11 May 2007, and Alison
Clarke was appointed as human resources director on 21 May 2007

Directors’ and officers' insurance

The company maintains an appropnate level of directors' and
officers’ insurance whereby directors are ndemnified against
llabilities to third parties to the extent permitted by the
Companies Act 1985 (as amended)

Directors’ interests in shares

The directors and thewr mmediate families had the following
beneficial Interests as at 31 March 2007 and as at 4 June 2007
in the company’s ordinary shares and options to subscribe for
shares None of the directors or ELT members hold more than
one per cent of the ordinary share capital of the company Except
as descnbed below, none of the directors had any interest In any
share capital of any other group company or in any debenture of
any group company

Interests in ordinary shares
The ndvidual interests of the directors in ordinary shares are
shown i table 9

Table 9
At 1 Apnl 2006 or date At 31 March At 4 June
of appointment iIf later 2007 2007
Sr Richard Evans 381 381 381
Philip Green 100,000 100,527 100,565
Dr Cathenne Bell" - - -
Norman Broadhurst 530 530 530
Paul Capell* wa n/a -
Charlie Cornish a1 10,383 10,421
Paul Heiden 1,852 1,852 1,852
David Jones - - -
Sir Peter Middleton 7.115 7,115 7,115
Andrew Pinder 6,222 6,222 6,222
Nick Salmon - 1,300 1,300
Tim Weller” 39,000 39,020 39,256
Notes

« Fach executva drector 18 a member of the class of discretionary beneficianes of tha
United Utiies Employee Shara Trust and 1$ therafira treated as hawving an interest in the
53 801 orcknary shares held by United Utihties Employee Share Trust Limited as trustee
of the Unstad Utiities Employes Share Trust at 31 March 2007 As at 4 June 2007
Unvted Utiihes Employee Shara Trust Limited continued to hold 53,601 orcinary shares

= Tim Wallar was apoointad as a director on 1 August 2006
= Or Cathenne Bell was appomted as a non-execuive director on 19 March 2007
* Paut Capell was apponted as a director on 1 May 2007

United Utiities Annual Report & Accounts 2007

Intergsts in share options

The indwidual interests of the directors in share options are shown
n table 10 Fult detall of these arrangements ¢an be found in the
remuneration report on pages 63 to 66

Table 10
At 1 Apnl 2008
or date of At At
appointment 31 March 4 Jung
if later 2007 2007
Phiip Green* - 106,371 106 371
Charke Cornush* - 50,022 50022
Tim Weller - 41,484 41 4B4
Notes.

= Non exscutive directors do not participate in the company's share aption plans

* Phiip Green - aptions granted on 16 January 2007 under the terms of a long term incentve
scheme n which Mr Green 15 the sole participant The onginal number of options awarded
{100 000) 18 ncreased on each dnadend payment cate after 1 Apnl 2006 accordingly
a further 4 398 and 1 873 ordinary shares have been added to the award in respect of
dmoends already paid on 25 August 2006 and 12 February 2007 Provided Mr Green
mantans hs holdng of 100 000 ordinary shares and remans n amployment with the
company thmughout the naxt five years these options togather with additonal shares
from nchonal ranvestment of dvicends wil be capable of exerase by hMr Green atnd
cost at tha end of the five-year penod  after the conciusion of the next reguiatory revews

Charlig Cormish - options granted on 16 March 2007 under the terms of a long-temm
ncentive scheme under which Mr Cornish 1 the sole partaipant The onginal number of
ophians awarded (47 027) 18 increased on each dwdend payment date after 4 Apni 2006
accordingly a further 2 068 and 927 ordinary shares have been added to the award in
respect of dwdands already paid on 25 August 2006 and 12 February 2007 The options
will ba capable of exercisa by Mr Cornish at nil cost subyect ¢ the sausfaction of certain
pertormance targets by 31 December 2010 at the latest

Ten Weller - options granted on 14 February 2007 under the terms of a long-tern
ncentive scheme in wiwch Mr Weller 1s the sole parbaipant The onginal number of options
awdrced (39 000) 15 increased on aach dvdend payment date following Mr Weller s joming
date of 1 July 2006 Accorangly a further 1 715 and 769 orcknary shares have been
added 10 the award in respact of dwidends aireaty pad on 25 August 2006 and 12
February 2007 Provided Mr Waller mantains hus holding of 39 000 ordinary shares and
remang In employmant with tha company throughout the next five years these optons
together

with additional shares from notional reinvestment of dnidends, will be capable of exercise
by Mr Weller at nil cost at the end of the five-year penod efter the conclusion of the next
regulatory reviews

Contingent interests in the performance share plan

Details of directors’ contingent interests in the performance
share plan can be found in the remuneration report In table 24
on pages 59 and 60

Indemnities

Throughout the year and as at the date of this repori, the aricles
of association contained provisions for the benefit of directors,
officers and employees of the group and Its subsidiary and
associated companies indemnifying them out of the assets of
the company to the full extent allowed by law aganst hatyhtes
incurred by them in the course of carrying out therr duties

Following recent changes in company law, the board will propose
at the forthcoming annual general meeting that shareholders
approve an amendment to the articles to make clear provision

for the dectors to participate in the approval of such indemnity
arrangemenis, notwithstanding the fact that they may benefit from
those arrangements Any such ndemnities would be implemented
in compliance with the applicable imitaticns provided by company
law The changes to the articles do not parmit the provision of an
indemnity in favour of auditors, which reflects market practice




Purchase of own shares

At the annual general meeting held on 28 July 20086, the company
was authonsed by shareholders to purchase, In the market, up to
87,557,542 of ts own ordinary shares of £1 each No shares were
purchased pursuant to this authorty during the year This authonty
1s normally renewable annually and approval will be sought from
shareholders at the 2007 annual general meeting to renew the
authonty for one year

Political and charitable donations

Chantable donations by the group in the year amounted to
£3,080,070 (2005/06 £1,324,308) The group's policy 18 not to
maxe any donations for political purposes However, the Politicat
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 authonty was
taken to cover such expenditure Pursuant to that authonty, n the
year, the company incurred costs of £nit (2005/06 £22,499) as part
of the process of talking to government at ali levels Resolutions to
renew this authonty for the company and its pnncipal subsidiaries
will be put to the 2008 annual general meeting

Substantial shareholders and related party transactions
The company 1s not directly or indirectly owned or controlled
by ancther corparation or by an indvidual or government and
there are no arrangements the operation of which may, at a
subsequent date, result in a change in control of the company

At 4 June 2007, the directors were aware of the fcllowing notifiable
beneficial interests of greater than three per cent in the company’s
1ssued ordinary share capital

Table 11

Company Date notified No of shares %
Pictet ASSET

Management S A 20/03/2007 57,889,156 6597

Holders.of alf ordnary shares, including those held through
Amencan Depository Shares, have the same voting nghts

Other than with respect to employment agreements and
compensation arrangements, there 15 no matenal Indebtedness
owed to, or by, and there have been no matenal transactions
between, the company and management dunng the company’s
two most recent financial years, nor are there presently proposed
to be any such indebtedness or any matenal transactions, or any
transactions that are unusual in ther nature or condtions to wihich
the company or any of its subsidianes was or 15 a party and in
which any director or executve officer, or five per cent shareholder,
or any relative or spouse thereof or any associate of the company
or any enterpnse that directly or indirectly controls, 1s controlled
by or 1s under common control with the company, had or is to
have a direct or indirect matenal interest

For detalls of related party transactions see note 27 to the
consolidated fnancial staterments on page 116

Approach to technology development

The company 1s committed to using iNnovatve, cost-effective and
practical solutions for provding high quality services It recognises
the mportance of ensunng that it property focuses its nvestment

in the development of technology, that it has the nght skills to apply
technology to achieve sustanable competitive advantage and that
it continues to be alert to emerging technotogical opportunites

Fulfillng social and environmental responsibilities

As descnbed in the corperate responsibiity review on pages 34
and 35, the company seeks to manage its total mpact on society
as a responsible corporate citizen Full detalls are set out in the
company’s separate stakeholkder report, which i an important
part of the company's Integrated approach to reporting on overall
performance, together with the annual report and the website

Creditor payment policy and practica

Neither the company nor the group follow any specific external
code or standard on payment practice Ther policy 15 normally
to pay suppliers according to terms of business agreed with
them on entenng Into binding centracts 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 23 days (2005/06 45 days) and 99 days
{2005/06 100 days}) respectively of purchases outstanding at
the end of the financial year

Events after the balance sheet date
Detalls of events after the balance sheet date are included In
note 30 to the consolidated financial statements on page 118

Information given to auditors
Each of the persons who 1s a director at the date of approval
of this report confirms that

(1) so far as the director 1s aware, there I1s no relevant audit
information of which the company’s auditors are unaware,
and

(2) the director has taken all the steps that he/she ought to
have taken as a director in order to make himself/herself
aware of any relevant audit information and to establish
that the company's auditors are aware of that information

This confirmation 1s given and shoukd be interpreted in
accordance with the provisions of $234ZA of the Companies
Act 1985

Independent auditors
The board 1s proposing to reappont Deloitte & Touche LLP
as audttors at the forthcoming annual general meeting

Approved

behalf by
13

Paul Davie
Secretary

ard on 4 June 2007 and signed on its
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Governance: Corporate governance report

Corporate governance report

The Combined Code

Urited Utiities PLC 1s subject to the Combined Code on
Corperate Governance 2003 (the '‘Combined Code’} Throughout
the year, the board has complied fully with the revised provisions
of Section 1 of the Combined Code Thus report, together with
the remuneration report on pages 52 to 68, gives details of

how the principles of the Combined Code have been applied

The board of directors

The board 1s scheduled to meet ten times each year with
additional meetings called ff required Additionally, the board
met duning the year specifically to consider and develop the
company's strategy and long-term plan 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 Inaddition, 1t 18 respeonsible for busingss planning and
nsk management and for the development of group palicies in
such areas as health and safety, directors’ and senior managers’
remuneration and on social, environmental and ethical 1ssues
Attendance by indwvidual directors at scheduled meetings of the
board and its committees dunng the year ended 31 March 2007
15 shown in table 12 and full blographical details of the directors
can be found on pages 40 to 42

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 unnecessanly
delay progress The board has formally delegated specific
responsibilties to board committees, including the audit

(see page 49), remuneration {see page 53), nomination

(see ‘Appointments to the board’ below), approvals and
treasury committees All board committees are prowided
with sufficient resources to undertake ther duties

The approvals committee considers and approves expenditure
and investment prepesals within imits 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 facilties within
lmits set by the board Its members are the chairman and the
executive directors together with, for more significant or complex
transactions, cne other non-executive director

The directors of subsidiary companies are legally responsible
for those business entiies 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 policy across
ther businesses United Utiihies Water PLC, for example, 15 a
substantial business 1 its own nght and s board includes two
tndependent non-executive directors (Phillida Entwistie and
Deborah Maorton)

The charman hokds meetings with the non-executive directors
without the executive directors present Led by the senior
independent director, the non-executive directors meet without
the chairman present at least annually to appratse the charman's
performance Directors have a nght to ensure that any concerns
they have which cannot 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 to provide a wntten statement addressed to the chairman,
for cireulation to the board, If they have any such concerns

United Utilties Annual Report & Accounts 2007

The company mantains an apprepriate level of drectors’ and
officers’ nsurance

Charman and chi:ef executive

Separate individuals have been appointed to the positions of
charman and chiet executive The board has agreed clearly
defined responsibilities for the roles and has adoptec a set of
guiding pnnerples to govern the refationship between them The
charman 1s pnmanly respensible for the working of the board and
for ensunng that the non-executive directors are fully engaged

In ther role and that they prowide an effective contnbution to the
board and the management of the company The charman and
non-executive directors mest informally before scheduled board
meetings The chief executive 1s responsible for running the
group’s business and for Implementing board strategy and policy

Board batance and independence

The board ams to mantain a balance of exscutive and non-
executive drectors and, at the date of adoption of this statement,
compnses the non-exacutive chairman, four executive directors
and seven non-executive directors determined by the board

to be Independent In accordance with the Combined Code

The Combined Code does not regard the charman as being
independent i view of his unigue role N cerporate governance,
although Sir Richard Evans was independent upon first appointment

Taking nto account the provisions of the Combined Code, the
board has determined that ak of the non-executive directors are
Independent and free from any busingss or other relationship
which could compromise therr independent judgement In
particular, the beard has determined that Sir Peter Middleton
remains independent, notwithstanding that he has served on

the beard for more than nine years In making this determination,
the board took inte account Sr Peter's breadth of expenence,
his financial iIndependence and his other busingss Interests

It also confrmed its view that Norman Broadhurst 1s independent
notwithstanding a close family tre with one of the company's
adwvisers, his daughier bemng a tax partner In Deloitte & Touche's
Brrmingham office, because Delaitte & Touche have confrmed

n wnting to the company that she had not, and would not,

be involved with the United Utiities account in any way

Senior independent director

Sir Peter Middleton has been appointed as sentor iIndependent
director The senior Independent director 1s avallable to
shareholders f they have concerns which contact through the
normal channels has falled to rescive or for which such contact 1s
inappropnate The terms of reference for the senior independent
director are avallable on the company’s website and include the
authonty to call a meeting of the non-executive directors if, In his
opian, it 15 necessary, to lead a meeting of the non-executive
directors without the chairman present at least annually to
appraise the charman’s performance, and to attend sufficient
meetings with a range of major shareholders to hsten to ther
views In order to help develop a balanced understanding of

therr issues and concerns

Appaintments to the board

The board has constituted a normination commuttee which
meets at [east once each year and otherwise as required The
committee considars and makes recommendations to the board
on the composition, balance and membership of the board




Table 12 Attendance by indwvidual directors at scheduled meetings of the board in the year ended 31 March 2007

Board Audit Nominabon Remuneration

Possible Actual Possible Actual Possible Actual Possibia Actual

Philip Green 10 10 n/a n/a 2 2 na n/a
Simon Batey 4 4 n/a n‘a n/a n/a a n/a
Charlie Corrush 10 10 n/a n/a n/a n/a wa n/a
Tom Drury 10 10 n/a na n/a n/a n‘a n/a
Gorden Waters 7 7 n/a n/a n/a n/a n/a n/a
Tim Weller 6 6 n/a n/a n/a n/a n‘a n/a
Sir Richard Evans 10 10 n/a n/a 2 2 na n/a
Dr Cathenne Bell 1 1 0 0 n/a n/a n/a n/a
Nerman Broadhurst 10 10 5 5 2 2 4 4
Paul Heiden 10 8 5 5 1 0 4 4
Dawvid Jones 10 10 5 5 2 2 51 6
Sir Peter Middleton 10 7 5 3 2 1 4 3
Jane Newell 4 4 2 1 1 1 3 3
Andrew Pinder 10 ] 1 4} 2 1 <] 5
Nick Salmon 10 10 3 2 2 2 6 [

Notes

= Simon Batey and Jane Newell retirad on 28 July 2008

= Tim Weller was appointed as a dirsctor on 1 August 2006

* Gordon Waters died on 24 December 2006

* Tom Drury resigned his directorship on 27 March 2007 following the disposal of Vertex
* Dr Cathenne Bell was appointed as a non-executive ciractor on 19 March 2007

lts members are the non-executive directors, ncluding the chairman
{who I1s also chairman of the committee, although the charman
will not char the committee when the committee deals with the
appointment of & successor to the charmanship) together with
the chief executive As such, the majonty of the members of the
committee are non-executive directors determined by the board
to be ndependent In accordance with the Combined Code

The nomination commiitee’s terms of reference are avallable to
shareholders on request and are also available on the company’s
website The nomination committee evaluates the balance of
skills, knowledge and expenence on the board and, in the light

of this evaluation, prepares a descnption of the roles and capabiliies
required for a particular appontment

The nomination committee leads the process for board
appointments and makes recommendations to the board about
filling vacancies on the board, apponting additional persons to
the board and the re-election by shareholders of any director
under the retirement by rotation provisions in the company’s
artictes of association The committee considers and makeas
recommendations to the board from time to time on the board's
composition and balance Dunng the year, the committee
prepared a descnption of the roles and capabilities required

for the appomntment of an executive 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 appointments of Tim Weller as chief
financial officer and Dr Cathenne Bell as a non-executive director

The letters of appointment of non-executive directors are made
avallable for nspection and are avallable on the company’s website
They set out the expected tirme commitment and non-executive
drectors undertake that they will have sufficient tme to meet what

Is expected of them Non-executve directors’ other significant
commitments are disclosed to the board befare appointment,
with the board being notified of any subsequent changes

The board's policy 1s that no full-time executive director should
take on more than one non-executive directorship of a FTSE 100
company or the charmanship of such a company

Information and professional development

The chairman 1s respensible for ensunng directors receive
comprehensive information con a regular basis to enable them
to perform ther duties property

Board papers are normally distnbuted five or so days in advance
of scheduled board mestings to enable directors to obtain a
thorough understanding of the matters to be discussed, and
seek clanfication If required

The board has established a governance framework which
encourages all directors to bring an independent judgement to
bear on 1ssuas of strategy, performance and resources, including
key appointments and standards of conduct

New directors recewe appropnate induction on joining the
board, typically including mesting with members of the semior
management team and visits to operational sites Major
shareholders are invited to meet with new non-executive
directors As part of this, major shareholders will have the
opportunity to meet Dr Catherine Bell, as a new non-exacutive
director, at the annual general mesting in July

All directors have access to the advice and services of the company
secretary, who is responsible to the board for ensunng that board
procedures are complied with The appomtment and removal of the
company secretary are matters for the board as a whole

Untted Utitties Annual Report & Accounts 2007
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Governance: Corporate governance report continued

The board has adopted a protocol under which directors

have access, through the company secretary, t0 independent
professional advice at the company’s expense where they judge
it necessary to discharge ther responsibilities as directors

All board committees are provided with sufficient resources

to undertake ther duties

Performance evaluation

Dunng the year, the board conducted an evaluation of its own
performance and that of ts committees and indnadual directors
The process involved the completion by each directer of a
confidential questionnaire in a form consistent with last year's

and which was modelled on the Charrmen’s Guide to the Beard
Performance Review published by the Chairmen's Forum and s
consistent with guidance published by the Institute of Chartered
Secretanes and Administrators  Each director was required to score
the board's perforrmance on 64 i1ssues, such as contnbution to
strategy, nsk management, financial and operational reporting,
board committees, matters reserved for the board, communication,
company and board advisers, relations with the group's regulators
and board procedures

In addtion, the members of the audit, nomination and remuneration
commitiees completed additional confidential questionnaires about
the functioning of thoss committees, as did those managers and
advisers who deal with those committees frequently For example,
in the case of the audit committee, the auditors and the group audit
manager each completed confidental questionnaires about the
audit committee

The company secretary analysed the completed questionnares
and summansed the findings N a report for the chairman,
which highlighted and pnontised the key areas of feedback and
provided a companson with the previous year's evaluation The
charman 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 hoard on the
evaluation process Tha board has developed a plan to improve
succession planning, the management of external financial
adwvisers and the gquality and frequency of board reports on
regulatory and poltical iIssues

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

The chief executive conducts annual appraisals with executive
directors and has regular one-to-one discussions about

ther performance with them, as does the chawrman with

the chief executive

Reappointment of directors

The board ntally appoints all new directors, upon the
recommendation of the nomination committee and following an
appropnate recrutment process Following the appontment of a
new director, he or she s required to retire and seek appaintment
at the next annual general meeting The company's articles of
assocation include provisions requinng one third of all directors
to retire and seek reappointment at each annual general meeting,
and ensunng that no director serves for more than three years
without retinng and being proposed for reappointment at an

United Utdties Annual Report & Accounts 2007

annual general meeting Biographical detalls of directors being
submitted for appointment ¢r reappointment are set out in the
notes accompanying the relevant notice of meeting

Non-executive directors are appointed for specified terms subject
to reappointment under the company’s articles of association
and to Companies Acts’ provisions relating to the removal of

a director The board explains to shareholders, in the papers
accompanying a resolution to elect a non-executive director, why
they believe that that non-executive director should be elected
The chairman will confirm to shareholders when proposing
reappointment that, following formal performance evaluation, the
indvidual’s performance continues to be effective and that they
demonstrate commitment to the role Any term beyond six years
for a non-executive director will be subject to particuarly ngorous
review, and will take into accourt the need for progressive
refreshing of the board Any non-executive director serving
longer than nine years will be subject to annual reappomntment

Fmnancial reporting

In presenting the annual and intenm financial statements and smilar
signficant publications, the drrectors am to present a balanced and
understandable assessment of the group's position and prospects
The compary produces a UK compliant annual report n June each
year Shareholders who elect to recenve a summary financial
staterment will also receve a stakeholder report which summanses
the mast mportant features of the group's actmty dunng the vear

The directors have adopted the going concern basis in prepanng
these financial statemerts This 1s based upon a review of the
group's budget for 2007/08, the five-year business plan and
Investment programme, together with the cash and committed
borrowing facilities avallable 1o the group The board also took
into account potential contingent llabilities and other nsk factors
as interpreted by the ‘Guidance on Going Concern and Financial
Reporting for Directors of Listed Companies registered in the
Urited Kingdom?®, published in November 1894

Statement of directors’ resporsibilities

The directors are responsible for prepanng the annual report,
directors’ remuneration report and the financial statements in
accordance with applicable law and regulations

Cormparyy law requires the directors to prepare financial
statements for each financial year The directors are required

by the IAS Regulation to prepare the group financial statements
under International Financial Reporting Standards (IFRSs) as
adopted by the European Urion and have also elected to
prepare the parent comparny financial statements in accordance
with IFRSs as adopted by the European Union The financial
staternents are also requied by law to be properly prepared in
accordance with the Companies Act 1885 and Article 4 of the
IAS Reguiation

International Accounting Standard 1 requires that financial
staternents present fairty for each financiat year the company's
financial position, financial performance and cashflows This
requires the fathful representation of the effects of transactions,
other events and conditions in accordance with the definitions
and recognition cnterta for assets, labilities, ncome and
expenses set out in the International Accounting Standards




Board’s ‘Framework for the preparation and presentation of financial
statements' In vitually all crcumstances, a far presentation will
be achieved by compliance with all applicable IFRSs However,
directors are also required to

* select and apply accounting policies properly,

« present information, ncluding accounting policies, N a manner
that prowvides relevant, reliable, comparable and understandable
information, and

* provide additional disclosures when compliance with the specific
requiremants in IFRSs 18 nsufficient to enable users to understand
the iImpact of particular transactions, other events and condtions
on the entty’s financial postion and financial performance

The directors are responsible for keeping proper accounting
records that disclose with reasonable accuracy at any tme the
financial position of the company and enable them to ensure that
the financial statements comply with the Comparnies Act 1985
They are also responsible for safeguarding the assets of the
company and hence for taking reasonable steps for the
prevention and detection of fraud and other rregulanties

The directors are responsible for the mantenance and integrity
of the corporate and financial information iNcluded on the
company's website Legislation in the United Kingdom governing
the preparation and dissemination of financial statements may
differ from legislation in other junsdictions

Internat control

The board i1s responsible for the group’s system of internal controls
and for reviewing 1ts effectiveness Throughout the year under
review and up to the date of this report, the board has operated
procedures meeting the requirements of the Combined Code
relatng to internal control as set out in the September 1999
guidance ‘Internal Control Guidance for Directors on the Combined
Code' publshed by the Instiute of Chartered Accountants in
England and Wales Each year the board reviews all controls,
including financial, operational and compliance controls and nsk
management procedures The internal control system is designed
to manage, rather than to elminate, the nsk of falure to achieve the
company’s business objectives and can only provide reasonable,
and not absolute, assurance aganst matenal misstaternent or loss

The key features of the nternal control system are

= a control ervironment with clearly defined organisation
structures operating within a framework of policies and
procedures covenng every aspect of the business,

+ comprehensive business plannming, nsk assessment and
financial reporting procedures, INcluding the annual preparation
of detated cperational budgets for the year ahead and
projections for subsequent years,

* a menthly board review of financial and non-financial
performance to assess progress towards cbjectives,

= monthly meetings prior to each board mesting of the executive
leadership team, a forum in which the executive directors,
the managing directors of the group’s businesses, the group
functional directors and the company secretary exchange
information and discuss strategic and operational issues
which are of group-wide importance,

+ regular monttonng of nsks and control systems throughout the
year by the operating businesses, supported by the use of nsks
and 1ssues databases,

* a self-certification process whereby the operating businesses
are required to confirm that the system of nternal controb 1s
operating effectively,

an internal audit function to provide independent scrutiny of
Internal control systems and nsk management procedures,

a quarterly review of group-wide nsks by the executive
leadership team, a forum in which the executive directors, the
group functional directors and the company secretary scrutinise
key nsks, miigating actions and controls, '

an annua! nsk assessment exercise Invoiving self-assessment
by management of all business nsks in terms of impact,
Iikehhood and control strength and an objective challenge

of that assessment by the internal audt team,

health and safety performance reviews carmed out by our
In-house safety professionals in addition to the normal health
and safety nsk assessment and management processes
camed out within each of the operating businesses,

centralised treasury operations operating within defined imits
and subject to reguiar reporting requirements and internal audit
reviews, and

established procedures, set out in a group internal control
manual, for ptanning, approving and monitonng major capstal
expenditure, major projects and the development of new
business which includes short and long-term budgets, risk
evaluation, detaled appraisal and review procedures, defined
authonty levels and post-investment performance reviews

The audit committee and the auditors

The audit committee’s members are Norman Broadhurst
(charmany, Dr Cathenne Bell, Paul Heiden, David Jones and

Srr Peter Middleton They are all non-executive directors who are
deterrminad in accordance with UK corporate governance rules to
be independent The board 15 satisfied that Norman Broadhurst
has recent and relevant financial experience The committes met
five trmes n the year to 31 March 2007 The terms of reference
of the audrt committee are available to shareholders on request
and are alse avaiiable on the company's website

The committes has prmary responsibility for making a
recommendation t¢ the board, for consideration by shareholders
In general meeting, of resolutions on the appointment,
reappointment and removal of the external auditor The committee
also keeps under review the scope, results and effectiveness of
the audt, and the ndependence and objectmty of the auditor
The committee has established policies and procedures to pre-
approve the engagement of the auditor to provide any audrt or
non-audit senices and keeps the nature and extent of non-audit
services under review

The board has decided that if it does not accept the audit
commitiee’s recommendation in respect of the position of the
external auditor, it should include in the annual report, and In
any papers recommending appointment or reappointment,
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Governance: Corporate governance report continued

a statement from the audit committee explaining the
recommendation and should set out reasons why the board
has taken a different position

The audit committee reviews the half-year and annual financial
statements and any formal announcements relating to financial
performance before submission to the board, reviews penodically
the scope, remit and effectiveness of the internal audit function
and the effectiveness of the group’s internal control system

The audit committes reviews, at least annually, arrangements

by which staff may, n cenfidence, raise concerns about possible
mpropneties n matters of financial reporting or other matters
The board has a disclosure policy which provides a confident:al
maikbox for employees who want (o report any concerns which
they may have The committee’s objective is to ensure that
arrangements are in place for the proportionate and independent
investigation of such matters and for approprate follow-up action

Fees

Audtt and audit-related services are pre-approved annually by
the audit committee Audit-related services generally are highly
correlated with the role of iIndependent auditors Such services
nclude assurance on non-statutory iINformation, assurance work
carned out n connection with reporting to a statutory regulfator,
analysis and interpretation of accounting principles and thair
application, support for debt 1ssues and similar transactions,
and other services that have a beanng on the group’s financial
statements on which the external auditors provide their opinion

Non-audit services are allowed under the procurement of
audt and non-audit services' policy and do not affect the
ndependence of the external auditors, but do require the
pre-approval of the audit committee prior 1o 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 1s required to
consider the cumulative proportion of fees paid for such work
compared with the statutory audit fees In the financial year
2006/07, all services were pre-approved by the audit committee

The group also maintains a list of prohiited services that cannot
be provided by the group's auditors as they are considered by
statute or in the group’s opinion to be INncompatibte 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 13

United Utikties Annual Report & Accounts 2007

Table 13 Fees to Deloitte & Touche LLP

2007 2008

Year ended 31 March €000 £ 000
Audtit services

Statutory audi 1,179 12

Audtt related regulatory reporting® 2,463 687
Further assurance senvices

Compliance services® 850 850

Adwisary services® 100 15
Taotal 4,592 2,464
Notes

{1) Audtt related regulatory reporting fees are fees billed for work on regulatory returns and
assurance work reasonably related 10 the statutory audit nciuding due dihgence and
assurance work work asscoiated with raising debt and equity finance and secunties
filng work

{2) Comgliance services fees manly relate to transaction support

{3) Adwisory services fees ara fees incurred for tax compliance tax advice and related
tax work

In addrtion to the above fees relating to nt vertures of the group were pad to
Deloitte & Touche LLP vy 2007 totaling £41 900 (2005/06 £52 400)

Dialogue with institutional shareholders

There 15 a programme of investar meetings and presentations
which take place throughout the year, both in the UK and
overseas Dunng the year, the board met or offered to meet with
87 different funds, representing 38 per cent of the company’s
Issued share capital This, together with regular announcements
of significant events affecting the group and frequent updates
on current trading, emphasises the board’s commitment to
keeping the company’s equity and debt investors informed

of developments affecting the group The board regards this
programme as important continually to improve investors’
awareness of the business and for the board to mamtan

an understanding of investors’ prionties

All members of the board, and in particular the non-executive
directors, are informed of the views of major shareholders
about therr company through an annual survey of sharsholder
opinion produced for the company by Makinson Cowell Non-
executive directors have the opportunity to attend meetings
with major shareholders and would attend them if requested
by magor shareholders

Constructive use of the annual general meeting

The board encourages shareholders 1o exercise ther nght
to vote at the annual general meeting The notice calling the
meeting and related papers are sent to shareholders at least
20 working days before the meeting




At annual general meetings, voting on all resolutions takes place
by means of a poll which ensures that all shareholders' votes are
taken into account, whether lodged in person at the meeting, or
by proxy The poll vote 1s scrutinised by Lioyds TSB Registrars
and the results are released to the Stock Exchange and posted
on the company's website the next business day Separate
resolutions are proposed on each substantialty separate issue
and the company always proposes a resciution at the annuat
generat meeting relating to the report and accounts For each
resolution, proxy appointment forms provide shareholders with
the option to direct their proxy to vote either for or aganst the
resolution or to withhold ther vote The proxy form and any
announcement of the results of a vote will make 1t clear that

a ‘vote withheld' 15 not a vote In law and will not be counted

1 the calcutation of the proportion of votes for and against

the resolution Presentations are made on the progress and
performance of the business pror to the formal business of

the meeting

Shareholders are encouraged to participate through a question
and answer session and indwvidual directors or, where
appropriate, the charman of the relevant commuitee, respond

to those questions directly Normally, the chairmen of the audit,
nemination and remuneration committees will be available at the
annual general meeting to answer questions relevant to the work
of those committees All directors normally attend the annual
general meeting

The intenm report, the annual report, the stakeholder report

and summary financial statement remain the primary means

the board has of communicating dunng the year with all of the
company's shareholders However, the board recognises the
importance of the mternet as a means of commuricating widely,
quickly and cost-effectively A lot of Information about the
company 1s avaltable on its website Financial news releases are
made available on the site at the same time as being released
through other news channels and anyone with an email address
can register free of charge to receve an email alert upen the
posting of each new release
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Governance: Directors’ remuneration report

Approach to reward

The group arms to ensure that Its remuneration arrangements
attract and keep people of the nght calbre in order to achieve
corporate success and to enhance shareholder value Its
overall approach is to attract, develop, motivate and keep
talented people at all levels, pay competitive salanes and
benefits to its staff and encourage its staff to hold shares in
the company When pay levels are set, account 1s 1aken of
the work that an employee does and what 1s paid in other
companies for that work The company seeks to reward

its pecple farly and give them the opportunity to Increase
garrings by Iinking pay to achieving business and indmvidual
performance targets

Aggregate remuneration

Dunng the year, the aggregate remuneration paid to all directors
was £5,536,159 (2005/06 £4,376,580) This includes salanes,
annual bonuses earned and accrued in the year ended 31 March
2007 but paid after the year end, the value of long-term
ncentives earnad for the penod ended 31 March 2006 and

paid dunng the year and benefits in kind

Non-executive directors (including the chairman)

A committee of the board decides the remuneration of the non-
executive directors (other than the chairman) Its members are
the charman (Sir Richard Evans) and the executive directors,
Philiy Green, Simon Batey {to 28 July 20086), Charle Cornish,
Tom Drury (to 27 March 2007), Gordon Waters (to 24 December
2006) and Tim Weller {from 1 August 2006) The committes may
take independent advice It 1s also advised by the group’s human
resources director The committee met once dunng the year to
review the fees paid to non-executive directors The remuneration
committee decides the remuneration of the chayman

Terms of appointment

Non-executive directors' appointments are for an imnitial penod of
three years They are subject to reappointment at the first annuat
general meeting after therr nitial appointment and at an annuat
general meeting at least every three years thereafter if they are

Table 14 Non-executive directors’ terms of appointment

to be reappointed After nine years in office a non-gxecutive
drrector 1s 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 to compensation

Non-executive directors’ letters of appointment can be inspected
at the company’s registered office and on the company's website
at www unitedutiities com The letters set out the expected time
commitment and non-executives agrea to devote sufficient time
to meet what 15 expected of them Table 14 summanses the
terms of appointment for each non-executve director

Policy statement on non-executive directors’ remuneration
The company's policy 1 to pay annual fees that reflect the
responsiilities placed upon the non-executive directors Fees
are reviewed gach year when account I1s taken of the level of
fees paid n companies of similar size and complexity There

are separate annual fees for the charman, deputy charman

and the other non-executive directors Additional fees are pad
to the charmen of the audit committes (Norman Broadhurst) and
remungration committee (David Jones) Non-executive directors
do not participate in any annual bonus or ncentive plan, the
pension scheme, healthcare arrangements, the company's long-
term incentive plans or employee share schemes The company
repays the reasonable expenses non-executive directors incur n
carrying out therr duties as drectors

Non-executive directors’ remuneration

Non-executive directors’ fees were Increased on 1 September
2006 The base fee 1s £50,000 a year (2005 £47,250} The
annual fee paid to Sir Peter Middleton, deputy charman, is
£90,000 (2005 £84,000) The additional fees pad to the
chairmen of the audit and remuneration committees are
£10,000 a year

The chairman’s fee increased to £220,000 a year (2005
£210,000) The next review of non-executive directors’ fees will
be in September 2007 Non-executive directors' remuneration
for the year ended 31 March 2007 1s set out In table 15

Date first Date oflast  Reappont no Compensabion

appointed  appointment later than upon earty

1o board AGM in AGM In  Notice pencd terminaton

S Richard Evans 0109 1987 2004 2007 None None

Sir Peter Middleton 0101 1994 2006 2007 None None

Dr Cathenne Bell 19 03 2007 va 2007 None None

Norman Broadhurst 0104 1929 2005 2008 None None

Paut Hexden 05 10 2005 2006 2009 None Nong

David Jones 03012005 2005 2008 None Nona

Jane Newell 0108 1996 2003 n/a None None

Andrew Pnder 01 09 2001 2005 2008 None None

Nick Salmon 04 04 2005 2005 2008 Nene None
Notes.

= Jane Newsll ressgned from the board at tha AGM on 28 July 2006
« Sr Pater Middlston will not be standing for re-alection at the 2007 AGM
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Table 15 Non-executive directors’ fees (audited information)

Total fees

2007 2006

£'000 £ 000

Sir Richard Evans 2158 2050
Dr Cathenne Bell 17 -
Norman Broadhurst 589 563
Paul Heiden 489 231
Dawid Jones 578 514
Si Peter Middleton 875 823
Jane Newell 154 463
Andrew Pinder 489 938
Nick Salmon 489 459
John Seed - 17 2
Total 5838 8213

Notes.

« Nick Salmon was apponted te the board on 4 Apnl 2005

+ Paul Haiden was apponted to the board on 5 October 2005

+ Dr Cathenna Bad was appointed to the board on 19 March 2007
+ John Seed resignod from the board on 29 July 2005

+ Jane Newell resgned from the board on 28 July 2006

* Batween August 2004 and March 2008 Andraw Pinder recenvixd additional fees n his
capacity s a non executive drrector of Vertax Data Science Lmited Dunng the year to
31 March 2006 fees of £47,500 became due Thess are inciuded in the 2006 figures
above He resigned as a director of Vertex Data Science Limited on 31 March 2006

Executive directors

The remuneration committee

The remuneration commitiee makes recommendations to the board
on the group's framework of executive remuneration and ts cost It
approves, on the board's behalf, the general recruitment terms,
remuneration benefits, employment conditions and severance terms
for executive management it decides the specific recrutment
terms, remuneration benefits, employment conditions, pension
nghts, compensation payments and severance terms for the
executive board directors and other directors who form the
executive leadership team

The committee's members are Dawvid Jones, Andrew Pinder
and Nick Salmon All are non-executive directors determined

by the board to be independent in accordance with the
Combined Code The committee’'s members have no personal
financial interast in the company other than as shareholders and
the fees pad to them as non-executive directors They have no
conflicts of interest ansing from cross-directorships and are not
involved in the day to day running of the group's busingsses
Jane Newell was a member of the committee until 28 July 2006
Norman Broadhurst, Paul Heiden and Sir Peter Middleton

were members until 31 October 2006 Sir Richard Evans
attends meetings but 1s not 2 member of the committee The
committee'’s terms of reference are availlable to shareholders

on request and are on the company's websits at

www unitedutilities com

The committee has retained New Bndge Street Consultants LLP
to advise it on executive remuneration They alse advise the
company on the remuneration of a imited number of senior
executive managers whose specific terms of employment do

not fall within the remit of the remuneraton committee This is

to ensure consistency In the application of the board’s policies
on executive remuneration and the generai terms of employment
approved by the remuneration committee Mercer Human
Resource Consulting advise the committee on pensions matters
They are also the actuanes to ong of the company’s pension

schemes {United Utiiies Pension Scheme) and advise the
company on matters relating to s operation Eversheds LLP
provide legal advice on the operation of the group's share
incentive and share option plans, including drafting the rules

and adwsing on therr interpretation and may adwise on ndwdual
termination arrangements They also provide general legal advice
to the group

The committee 1s assisted by the chief executive, who 1s
consulted on proposals relating to the remuneration of the other
executve directors and senior executives and by the group's
human resources director They and the company secretary,
attend meetings except when the committes discusses matters
relating to therr own remuneration Tne committee can and
does also seek advice directly from other specialist staff within
the group

The committae follows the pnnciples of good governance and
the code of best practice It met six times in the year ended

31 March 2007 Individual attendance at the mestings is stated
in the corporate governance report in table 12 on page 47
Dunng the year, matters considered by the committee mcluded

* the 2006 salary review for executve directors and other
Senior executives,

s awards payable under the 2005/06 annual benus plan and
the measures and targets for the 2006/07 plan,

* the size of and performance conditions to apply to the 2006/07
grant of awards under the performance share plan and its
equivalent for overseas participants, the international plan,
monitonng ongoing performance aganst the conditions applying
1o previous grants and the vesting of the 2003/04 awards,

« pension provision for executives,
* monitoring of executive shareholdings against target,

* the terms of appointment and departure of executive directors
and other serior executves,

* revisions to share plans to take account of age discnmination
legislation, and

* the form and content of the remuneration report i Iight of
developments in stakeholder views and evolving best practice
on disclosure

The committee also reviewed the incentive arrangaments for
executive directors and members of the executive leadersnip
team Details of revised annual bonus arrangements, proposed
changes to be made in 2007/08 to the level of performance
shars plan awards for executive directors and the total
shareholder return performance measure and the proposed
ntroduction of a matching share award plan are given later

in this report The proposed introduction of a matching share
award plan 1s subject to shareholder approval at the annual
general meeting on 27 July 2007 Dunng the yvear matched
investment awards wera made to Philip Green and Tim Weller
and a special long-term incentive award was granted to Charlie
Corrush Details of the awards made to Tim Weller and Charlie
Corrush are gven later in this report Philip Green's award was
made on the basis disclosed In last year's report

The board accepted the committea's recommendations without
amendment The chaiman of the board ensures the company
talks to its major shareholders, when appropnate, about matters
relating to remuneration
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Governance: Directors’ remuneration report continued

Policy statement on executive directors’ remuneration
The board's policy for executive directors’ and senior
axecutives' remuneration s to

e pay a basic salary which compares with other companies
of comparable size and complexity,

* use short and long-term ncentives to encourage executives
to out-perform key targets, thereby Inking ther rewards to the
nterests of shareholders and other stakeholders and giving
them the opportunity to Increase thewr earnings,

= encourage executives to hold shares in the company, and

= overall, reward executives farly and responsibly for their
contribution to the group's short and long-term performance
and avaid paying mare than 1s necessary for achieving
this objective

In deciding the executive directors’ total remuneration package
and indvidual etements of it, the remuneration committee
assesses both the performance of the ndwdual and the
company as well as the range of pay In similar companies

In making these compansecns it considers the results carefully
The company ams to pay within a range of the mid-market rate
over time but may pay higher salangs and total remuneration
for out-performing indviduals {or to attract or retain executives
of the nght calibre) and where the company dself out-performs
The company also takes account of a range of other factors,
including the general Increases in base salanes taking place
within the company Below mid-market pay may result from
under-performance by an individual and/or the company or
wherg an indvidual 15 new to the role

Fixed rewards nclude basic salary, a car allowance or company
car and fuel for private mileage, Ife, medical and permanent
heaith msurance and pensicn benefits Vanable 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 Iink between pay and performance by encouraging and
rewarding out-performance in both the short and long-term
They are based on buainess and ndivdual performance, Inking
executives' rewards directly to the interests of shareholders
and other stakeholders Annual and long-term awards ara
non-pensionable

The committee ams to achieve an appropnate balance between
fixed and vanable rewards It recogrises that the group operates
In both & regulated and non-regulated environment and therefore
needs {o ensure that the structure of executive remuneration
reflects the practices of the markets in which iis executives
operate and stakeholder expectations of how the group should
be run The board reviews its policy in the hght of emerging
best practice

Dunng 2006/07, the committee reviewed the operation of the
group's Incentive arrangements in the light of evolving market
practice and to ensure that rewards remamed competitive and
algned 1o stakeholder interests It considered that changes
were needed to annual and long-term incentives to make a
greater proportion of the reward package perforrance related,
brnging it more 0 ine with market practice to faciltate the
recrutment and retention of key executives With effect from
2007/08 the annual bonus maximum for executive drrectors
will be 100 per cent of salary (ncreased from 75 per cent)

and performance share plan awards will be up to 100 per cent
of salary (previously 80 per cent)

United Utilities Annual Report & Accounts 2007

It 1s the board’s policy that shareholders wilt be invited to
approve all new long-term incentive schemes {as defined in

the Listing Rules) and significant changes to existing schemes,
save In the crcumstances permitted by the Listing Rules
Information on and a resolution seeking shareholder approval to
the intreduction of a matching share award plan are included n
the shareholders’ circular and notice for this year's annual
general meeting and there I1s a brief summary of its principal
terms contaned in pages 61 to 62 of this report The plan's
rules will be available for inspection by shareholders Under

the plan, participants will be able to invest, initally, up to

50 per cent of the annual bonus paxd In respect of the previous
financiat year in company shares which will be matched by the
company The vasting of the matched shares will depend upon
the achievement of corporate performance targets over a three-
year penod

The group operates a defined contnbution pension scheme

which newly appointed directors {and senior executivas) can
jon Three former executive directors were members of the

defined benefit section of the pension scheme which 1s now
closed to new enirants

Chart 1 sets out the impact of the board'’s policy on an
exacutve director’s annual total reward it shows both the
current and the revised or proposed arrangements, effective
from 2007/08, assuming shareholder approval 1s ebtaned
where necessary it 1s expressed in terms of the maximum
reward opportunity The changes will Increase the proportion
of the maxumum reward opportunity that (s 'at nsk’ from about
56 per cent In 2006/07 to 69 per cent from 2008/09

Chart 1 Executive directors’ annual total reward

MNotes

* Tha shading represents the value of aach alement of the reward package relatve to
base pay {pase pay = 100}

= Pangon refers 10 the defined contabution section of 1he pension scheéme with 2
company contnbution of 25 per cent of basic pay

+ The maxmum values apply onty whera maximum annual bonus 18 achieved and the
performancs share plan and matehing share award plan have pad out fully

« The valugs for the performance share plan and matching share award plan assume &
dnadend renvestment value of six per cent a year for each of the three years of the
performance penod and in the case of the matchung share award plan  that a drector
has wvested 1o the axtent mtally allowed 1 8 50 per cant of annual borws pad for the
Prevous year

The company expects executive directors and other senior
axecutives to acquire and hold shares at least to the value
of ther basic salary within five years of appointment




Detailled paolicy n refation to executive directors’ remuneration is set out below

Executive directors' remuneration 2006/07

Executive directors’ emoluments and the value of the long-term incentive vesting dunng 2006/07 are set out sn table 16

Table 16 Executive directors’ emoluments and long-term incentive payments (audited information)

Long tem

ncentve

o oy

Gross salary Annual bonus Other bensfits Tolal emoluments 31 March

2007 2006 2007 2006 2007 2006 2007 2006 2007 2006

£°000 £000 <000 £000 £'000 £000 £'000 £ 000 £:000 £ 000

John Roberts - 5250 - 2297 - 368 - 7915 217 2 465 1

Philip Green 686 7 743 488 2 - 284 24 1,203 3 767 - -

Simon Batey 1207 3608 784 1795 3361 184 5352 5587 148 2 3101

Charlie Corrish 3400 2733 2417 142 0 175 254 599 2 4407 107 5 -

Tom Drury 3120 2775 1317 1038 6675 145 1,111 2 3959 - -

Gordon Waters 2353 3063 166 7 143 5 263 288 428 3 4786 1105 2377

Tim Weller 266 7 - 1851 - 401 - 491 9 - - -

Total 1,961 4 18172 1,291 8 798 6 1,1159 126 3 4,369 1 2, 7421 5834 1.0129
Notes.

= Phiip Green was apported to the board on 20 February 2006

* Tim Weller was apponted to the board on 1 August 2006 His other benefits inchude £30 435 in redation to rembursement of relocation ¢osts

* Tom Drury was appointed 1o the board on 9 May 2005 resigned from the board on 27 March 2007 and left the company on 31 March 2007 His other benefits include payments totaling
£319 300 v relation to the disposal of Vertex Data Science Lirnited and £329 712 made in connection with his loss of office

= Simon Batey resigned from the board on 28 July 2006 and laft the company on 31 July 2006 His other benefits include payments totaling £331 003 mada in connection with his loss of office
* Gordon Waters died on 24 Decembar 2006 An ax-gratia payment was made to his widow with a net valua of £9 410 afler offsatiing amaunts due to Gordon

= The value of the long-term INcentive plan vesting dunng the year ended 31 March 2007 15 based on the share pnce when the awards under the 2003/04 performance share plan wera
exercised The awards ralate 1o the three-year performance pencd which ended on 31 March 2006

» Other banefits include the taxabla value of the car or ¢ar allowance pavata fuel and medcal msurance

A - Salary

The remuneration committee reviews salanes each year taking
account of group and personal performance It commissions
Independent assessments of market rates based on the
practice of other utiity companies and companies of a similar
size and complexity and takes account of the levels of pay
awards elsewhare In the group In this way it ams to establish
whether an increase should apply and, if so, what it should
be It also considers whether there should be any departures
from the norm, for example, {0 ensure that salanes are
competitive and consistent with the application of board policy
on executive remuneration

The following changes were made 1o the annual salangs of
executive directors dunng the year

Table 17 Executive directors’ salanes

STMmeh o1 v

2007 2008 Date of

£000 £ 000 change
Philip Green 6950 8750 1 Sept 2006
Simon Batey - 3710 -
Charlie Cormish 3400 2900 1 Apnl 2006
Tom Drury 3193 3100 1 Sept 2006
Gordon Waters - 3150 -
Tim Weller 400 0 -1 July 2006
Notes.

« Gordon Waters salary was increased to £330,750 on 1 September 2008 He cied on
24 December 2006

B - Annual bonus

The annual bonus I1s designed to motivate executive directors

and other senior executives to achieve the group's key financial,

operational and strategic objectves Drrectors are rewarded
according to the company’s financial and operational
performance for the year and the achieverment of indmdual
targets Targets are set each year The operational and indmidual
targets may include performance against key stakeholder
measures and personal objectives Annual bonus awards are
normally paid in cash

(a) 2007/08

The remuneration committee has decided that, for the 2007/08
annual bonus plan, the maximum bonus will be 100 per cent of
salary for executive directors and 80 per cent for other members
of the executwve leadership team For executive directors (except
Paul Capell), group financial measures will account for bonus
payments worth up to 50 per cent of satary For Paul Capell, group
financial measures will account for 30 per cent The measures
will be group profit before restructunng costs, cther non-recurmng
items, rvestment ncome and finance expense (PBEIT) and profit
before restructunng costs, other non-recurnng items and taxatton
(PBET) {(weighted equally)

For each of the financial measures, one quarter of the
maxmum award allocated to that measure becomes payable
once the threshold target is met Awards increase in value on
a straight-ine basis until half of the maxmum award 13 payable
for achieving an intermediate target between the threshold

and stretch targets Awards continue to increase N value on

a straight-ine basis between the interrmediate and stretch
targets, at which pont the maximum award 15 payable The
stretch targets are demanding and achiavement represents
results which exceed expectations

Executive directors’ annual bonus payment will also depend on
operational performance in other areas of the group’s activities
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Governance: Directors’ remuneration report continued

The measures include operational targets n the water,
wastewater and electneity distnbution businesses, maintaning
the company's corporate responsibiity performance in the
Business in the Community’s {BitC) Corporate Responsibility
Index, an authontative and broad external benchmark of
responsible busmess practice in relation to the environment
and soctety, for mproving the group’s score In the Dow Jones
European and World Sustanabilty Index, and achieving
improvements In employee satisfaction measured by responses
to questions in an externally conducted and venfied employee
opinion survey

Personal objectives account for the balance of the bonus
opportunity Paul Capell’'s personal obyjectives include financial
measures relating to the international business

The executive directors” annual bonus plan measures for 2007/08
are summansed n table 18

(b) 2006/07

The financial measures to determine annual bonuses for 2006/07
were PBEIT and PBET (weighted equally) Targets were set for
the financial performance of the group and the major businesses
The maximum bonus opportunity totalled 50 per cent of salary
with the allocation between group and business performance
varying between executives Non-financial targets accounted

for up to a further 25 per cent of salary Five per cent was based
on achieving a water and wastewater customer service targst of
65 per cent of respondents to an externally conducted survey
sconng four or five, 1 e being very or extremely satisfied with
how the company dealt with therr query or contact Two and

a haf per cent was based on achieving a score In the BitC
Corporate Responsibility Index of 96 per cent, two and a half
per cent on scores In the 2006/07 employee opinion survey and
15 per cent on the achievement of ndwidual objectives

A breakdown of achievernent against financial, custorner service,
corporate responsibility and employee satisfaction targets, the

achievernent of personal objectives and the outcome of the
2006/07 annual bonus plan for executive directors 15 shown in
table 19 The comorate responsitlity performance was 96 per
cent The customer service performance was 74 per cent

Neither of the employee related targets {(pased on the results
of the employee opinion survey) was achieved resulting in no
bonus being payable for that element

C - Other benefits

Directors are paid a car allowance of £14,000 a year or have
the use of a company car, are reimbursed the cost of fuel for
business and prnvate use, and are provided with medical and life
Insurance and, If not a member of the defined benefit pension
scheme, permanent health Insurance

D - Long-term incentives

) Performance shara plan

Executive directors and other senior executives participate in the
performance share plan Awards are granted at the discretion of
the plan's trustee (United Utilitres Employee Share Trust Limited)
on the recommendation of the remuneration commiitee Each
year, particpants may be awarded a nght to acquire a maxmum
number of shares worth up to a percentage of therr annual salary
at the date of the award, at no cost to them The number of
shares awarded I1s based on the market price of a share at that
time Tha plan's rules provide for a maximum award of 100 per
cent of annual salary However, annual awards made to date to
directors have been Imited to 80 per cent of salary Awards to
other executives range between 15 and 60 per cent of salary
Grants are normally made within 42 days of the publication of
results The main grant normally occurs after the publication of
the preliminary results A subsequent grant may be made after
the publication of the intenm results for executves who have
become eligible after the main grant has been made

The proportion of the award that will vest depends upon the
group's performance aganst specified targets over a performance

Table 18 Executive directors' annual bonus plan measures 2007/08

Finanaial performance Personal
measures Operational performance measures obyectives
Grou Groy, Operational Corporate Employee
PBEI PB| targets  rasponsibiity satisfaction Total
Philip Green 25 25 20 25 25 25 100
Tin Weller 25 25 20 25 25 25 100
Charlie Cornish 25 25 20 25 25 25 100
Paul Capell 15 15 5 25 25 60 100
Notes.
* Figures are a percentage of base earmengs dunng the year
Table 19. Executive directors’ annual bonus plan outcome 2006/07
Financial performance Parsonal
measires Operavenal performance measures obyactives
Corporata
Customer  rasponsibibity Emgloyes
SEMVICS performance satisfaction Total
Award Max Actual Max Actual Max Actual Max Actual  Max  Actual  Max  Actua
Philip Green 80 495 5 S 25 25 25 - 15 141 75 711
Simon Batey 50 485 5 5 25 25 25 - i5 80 75 850
Chartie Corrush &5 495 5 5 25 25 25 - 15 1414 75 711
Tom Drury S50 245 5 5 25 25 25 - 15 102 75 422
Gordon Waters 50 483 5 5 25 25 25 - i5 150 75 708
Tim Weller 50 495 ] 5 25 25 25 - 15 124 75 694
Notes.

* Figures are a percentage of base earrungs dunng the year
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penod This penod 1$ not less than three years, beginning at the
start of the financial year dunng which the award 1s made There
1S no re-testing if the performance cntena ars not met

To date, the performance ¢ntena have been the company's total
shareholder return (TSR) performance when compared with the
TSR performance of a comparator group of other companies,
and undertying business performance

TSR 1s widely used as an externally verfiable measurs of a
shareholder's return Relating awards to the company’s relative
TSR performance supports the policy objectives of Inking
executives’ rewards directly to the group’s performance and
shareholders' interests and gives executives the opportunity

to increase ther earmings by meeting and out-performing key
long-term measures

The remuneration commuttee has the discretion to make
adjustments to the comparator group or the period over
which relative TSR 1s measured dunng the performance penod
to maintain the integnty of the plan, for example, following a
takeover bid or activity or merger/demerger announcemsant
Curing the year, the remuneration committee considered the
treatment of changes affecting companies in the comparator
groups for awards made in 2004/05, 2005/06 and 2006/07

No award will vest If the company’s TSR performance 1s below
the median for the comparator group If performance 1s between
median and upper quartie, the proportion of the maximurm
number of shares in the award which will vest will be calculated
on a straight-line basis between 25 per cent and 100 per cent
External advisers regularly assess and report to the committee on
the company's TSR perfermance and ranking in the comparator
group Their report at the end of the performance period enables
the committee to determme the extent to which this performance
condition has been met

The vesting of awards 1s also subject to the remuneration
committee being satisfied that the company’s recorded TSR
performance s consistent with undertyng business performance
The committee tests whether this condition has been satisfied after
the end of each performance penod in accordance with the terms
of each award Reference may be made to actual against planned
performance i key corporate financial measures The committes
takes account of the impact of the transiion to International
Financial Reporting Standards when assessing underlying

business performance aganst the performance measures

There 15 No automatic wamng of performance conditions If there
1s a change of control, capttal reconstruction or winding up of the
company The extent {f any) to which awards will vest and any
modffications of performance conditions are at the trustee's
discretion, with the consent of the remuneration committee

When a participant’s employment terminates dunng a performance
penod and the reason falls within the ‘good leaver’ provisions

of the plan, the vesting of an award s at the trustee's discretion
If discretion i1s exercised, the maximum number of shares in an
award 15 pro-rated to service in the performance penod and
vesting I1s subject to satisfying the performance conditions
{modified if appropnate) Except in the case of the death of a
participant, there 18 normally no early vesting of awards Awards
lapse where terminations during the performance penod do not
satisfy the good leaver provisions

Participants normally have three months from the date the award
vests n which to exercise therr nght to acquire the numbser of

shares that have vested Awards are nommally satisfied by the
transfer of shares from the trustee 1o participants The trustee
may penodically buy shares in the market to ensure that it can
satsfy ts habities when an award vests These purchases are
nomally financed by the company making a lcan to the trustee
The company takes account of the vesting timetable and lkety
scale of vesting n determining the financial assistance t prowides
for the trustee The company reviews this arrangement from time
to time to ensure its cost effectveness Awards may also be
satisfied by allothing shares Details of the number of shares held
by the trust at 4 June 2007 are given in the notes to table 9 on
page 44

The performance share plan was amended durng the financial
year n the manner approved by shareholders at the 2006 annual
general meeting Full detalls of the amendments made were
given In the annual report 2006 but pnncipally they included

the introduction of notional dividend reinvestment on the number
of shares compnsed In awards, a reduction In the scale of
vesting for medran performance and minor changes to aid the
admnistration of the plan Details of how the notional dvdend
reinvestment provisions have affected directors’ ndmidual awards
are set out in table 24 on pages 59 and 60

(a) 2007/08 grant

During the year, the committee reviewed the operation of the
comparative TSR performance condition It concluded that

for the 2007/08 award United Utilties' TSR performance over
three years would be measured aganst a TSR index rather
than a comparator group ranking The nclusion of appropnate
companies in a comparator group 1s cntical for relative
performance to be meanmingful However, 1t 1S also important
that the group should be of a reascnable 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 avoid too high a
leverage between the company’s relative position and the
proportion of the award that vests The comparator group
approach has become increasingly inappropnate as the number
of comparable companies has declined Using an index allows
for a meaningful companson of performance to be made and

a smoother shiding scals of vesting of awards The index will be
constructed by assessing the TSR performance of the following
companies with therr influence on the index being weighted
according to therr relevance and size

Table 20 TSR - weighting of comparator companies

Cormpany Wewghting
Kelda 100%
Natonal Gnd 25%
Northumbnan Water 75%
Pennon Group 75%
Scottish & Southern Energy 25%
Severn Trent 100%

It 15 proposed that none of the award will vest f United Utiities'
performance 1s below the index 25 per cent of the award will
vast for a performance equal to the index and 100 per cent for
outparforrming the index by 12 per cent over the three-year
performance penod to 31 March 2010 Vesting will be on a
shding scale for performance between these points The vesting
of awards will also be subject to the remuneration committee
being satisfied that the company’s recorded TSR performance
1s consistent with undertying business performance
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Governance: Directors’ remuneration report continued

(b) 2006/07 grant

Dunng the year, option awards to a maximum value of 80 per
cent of annual salary were made to directors In respect of the
2006/07 performance share plan The extent to which awards
vest will be based on the company’s TSR performance relatve to
the comparator group of companies over the penod 1 Apnl 2006
to 31 March 2009 The TSR comparator group comprises the
following 16 companies in addition to United Utiiies AMEC,
AWG, Batfour Beatty, BG Group, Bntish Energy, BT Group,
Centneca, International Power, Kelda Group, National Gnd,
Northumbnan Water, Pennon Group, Scottish & Southern
Energy, ScottishPower, Severn Trent and Vindian The
commmittee has taken account of corporate events affecting
AWG, ScottishPower, Severn Trent and Vindian since the start

of the performance penod Awards will vest after the end of the
performance pericd prowided that the remuneration commitiee

18 satisfied that the company's recorded TSR performance 1s
consistent with the company’s underlying business performance

The vesting scale ts shown in table 21

Table 21. 2006/07 Performance share plan vesting scale

Comparater group size (No of companies) 17
% of max
award
Rankang in comparator group vesing % of satary
1to4 100 80
5 92 736
6 75 60
7 63 46 4
8 58 336
9 42 20
10 or below - -

The group’s total shareholder return of 18 7 per cent from
1 Apnl 2006 to 31 March 2007 placed 1t 1n 15th position

(c) 2005/06 grant

Directors have awards to a maximum value of 80 per cent of
annual salary in respect of the 2005/06 performance share plan
The extent to which awards vest will be based on the company’s
TSR performance relative to the comparator group of companies
over the penod 1 Aprl 2005 to 31 March 2008 The TSR
comparator group compnses the following 16 companies in
addition to United Utilies AMEC, AWG, BAA, Balfour Beatty,

BG Group, BT Group, Centnca, International Power, Kelda Group,
Nationat Gnd, Northumbnan Water, Pennon Group, Scottish &
Southern Energy. ScottishPower, Severn Trent and Vindian The
committee has taken account of corporate events affecting AWG,
BAA, ScottishPower, Severn Trent and Vindian since the start

of the performance penod Awards will vest after the end of the
performance penod provided that the remuneration committee

15 satisfied that the company's recorded TSR performance 1s
consistent with the company’s undertying business performance

The vesting scale 1s shown in table 22

United Utiities Annual Report & Accounts 2007

Table 22- 2005/06 Performance share plan vesting scale

Comparator group size {No of companies) 17
% of max
Ranking In comparator group v:sw;?rg % of salary
1to 4 100 80
5 a3 74 4
6 78 624
7 63 504
8 48 384
9 264
10 or below - -

The group’s total shareholder return of 39 7 per cent from
1 Apnl 2005 to 31 March 2007 placed it in 17th position

{d) 2004/05

Diractors have awards to a maximum value of 80 per cent of
annual salary in respect of the 2004/05 performance share ptan
The extent to which awards vest will be based on the compary's
TSR performance relative to the comparator group of companies
over the penod 1 Apnl 2004 to 31 March 2007 The TSR
comparator group comprnses the following 16 companies In
addiion to United Utiities AMEC, AWG, BAA, Balfour Beatty,
BG Group, BT Group, Centnea, International Power, Kelda
Group, National Gnd, Northumbnan Water, Pennon Group,
Scottish & Southern Energy, ScottishPower, Severn Trent and
Vindian In addition, three smaller companies, Bnstol Water, East
Surrey Holdings and International Energy Group, were included
as a notional combined 17th company made up In proportion to
therr market capitalisations at the start of the performance penod
The commitiee has taken account of corporate events affecting
AWG, BAA, ScottishPower, Severn Trent, Vindian and the
notional 17th company since the start of the performance penod
Awards will vest after the end of the performance penod provided
that the remuneration committee 1s satisfied that the company's
recorded TSR performance 1§ consistent with the company’s
underlying business performance

The vesting scale 1s shown In table 23

Table 23 2004/05 Performance share plan vesting scale

Comparator group size (N0 of companies) 18
% of max
Ranking in comparator group vgmg % of satary
1t04 100 80
5 97 776
5] 82 656
7 68 544
8 54 432
] 40 32
10 or below — -

The group's total shareholder return of 99 3 per cent from
1 Apnil 2004 to 31 March 2007 placed it in 15th position
As a result none of the 2004/05 awards will vest




Detalls of executive directors’ continuing scheme interests in the performance share plan, ncluding those awarded dunng the year, are

set out In table 24

Table 24 Executive directors’ continuing scheme interests in the performance share plan {(audited information}

Contingent schema

Contingent schame

Contingent scheme

nterest at interest awardad interast at
Award details 1 Apnl 2006 gunng the year a1 March 2007
Market pnce
Value of a share
Award  Performance % of  at award date ataward  Max no Max no Valua No Value Max no Valua
date perodt  salary £ 000 pence  of sharas  of shares £000  of shares £000 of shares £'000
John Roberts
2004/05 Ocdinary 18804 1404t 80 3840 5270 51,885 73,447 506 4 (24,483) na 48964 3599
A shares 31307 34125 28,825 - - - - - -
2005/C6 Crdinary 30605 1405t0 80 403 2 6575 61,324 61,324 4228 (40 902) nfa 20,422 1543
31308 -
Total 787 2 134,771 9202 (65,385) - 69,386 524 2
Philip Green
2005/068 Ordinary 13208 1405t0 80 5400 6885 78432 78432 5408 - - 78,432 592 6
31308
2006/07 Ordinary 8906 1406 to 80 5560 6760 B2 249 - - 87,489 5573 87,489 661 0
31309
Total 1,096 0 78,432 5408 87,489 5573 165921 1,2536
Simon Batey
2004/05 Ordnary 30604 1404 10 80 264 0 5470 35658 50,477 3480 (11,202) na 39,275 2967
A shares 337 34775 19,810 - - - - - -
2005/06 Ordinary 30605 140510 80 277 2 6575 42160 42,160 2907 (23.427) nfa 18,733 1415
31308
Total 541 2 92,637 6387 (34,629 - 58,008 438 2
Charlie Cormish
2004/05 Ordinary 30604 140410 B0 183 0 5470 25,407 35965 2480 - - 35,965 217
A shares 31307 34775 14,115 - - - - - -
2005/06 Ordinary 30605 140510 80 2000 6575 30419 30419 2007 - - 30,419 22938
31308
2006/07  Ordinary 8906 140610 80 2720 676 C 40,237 - - 42,799 2726 42,799 3233
31309
Total 660 0 66,384 4577 42,709 2726 109,183 8248
Tom Drury
2004/05 Ordinary 30604 140410 80 162 0 5470 21,888 30084 2136 - - 30,984 2341
A shares 31307 34775 12,160 - - - - - -
2005/06 Ordinary 30605 140510 80 2480 6575 37,7119 37719 2600 - - 3779 2850
31308
2006/07  Ordinary 8906 1406 to 80 255 4 6760 37,787 - - 40,194 2560 40,194 3037
31309
Total 665 4 68,703 4736 40,194 256 0 108,897 8228
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Governance: Directors’ remuneration report continued

Table 24 continued. Executive directors’ continuing scheme interests in the performance share plan (audited information)

Contingant schemea Contingent scheme Contingent scheme

ntorast at nterest awarded interest at
Award detals 1 April 2008 dunng the year 31 March 2007
Market pnce
Value of a share
Award  Pedformance % of at award date ataward  Max no Max no Valus No Vaue Max. no Valus
date penoc  salary £ 000 pence  of shares  of shares £000 of shares £'000  of shares £'000
Gordon Watars
2004/05 Crdinary 30604 140410 80 224 ¢ 5470 30258 42832 2053 - - 42,832 3236
A shares 31307 34775 16810
2005/06 Ordinary 30605 140510 B0 2352 6575 35772 35,772 2466 - - 35772 2703
31308
2006/07 Crdinary 8906 1406to BO 2648 676 0 39,143 - - 41,636 2652 41,636 46
31309
Total 7238 78,604 5419 41636 2652 120,240 908 5
Tim Weller
2006/07 Ordinary 8906 1406 to 80 3200 6760 47,338 - - 50354 3208 50,354 380 4
31309
Total 3200 - - 50,354 3208 50,354 3804
Notes

s The values shown for 4 Apnl 2006 have beon calcuiated using the msc market pnce of a share at close of business on 31 March 2006 of 689 5 pence
* The values shown for 31 March 2007 have been calcitated using the nmud-market pnca of an ordinary share at close of business on 30 March 2007 of 755 5 pence

» The contingent scheme interast at 1 Apr 2008 for the 2004/05 awards incorporate an adjustment in the number of shares i awards to take account of the sacond stage of the rights
issue The number of ordinary sharas Incraased by a factor of 1 41559048 and the number of A sharas reduced to zero This rafiects the position of shareholders taking up ther nghts and
takes account of the subscripticn cost

« The market pnce of a share at award 18 the mid market price of an ordinary or A share at close of business on the last tracing day immedately pnor to the award date This 1s used to
calcutate the maxmum number of shares compasing the award

= John Roberts 2004705 award was part of a specid grant 10 five axecuives whose awards could not be made untl a nue change relating $o retrement had been approved at the 2004
annual general meating The market pnces of an ordinary and A share at tha cate of ther awards wera 527 0 pence and 341 25 pence respectively However as disclosed in the note
accompanying the rasolution to the annual general meeting to ensure that the beneficiaries of the rule change were treated neither more nor less favourably than participants in the mam
grant the maximum number of shares In their awards was calculated using the market prices of 547 0 pence (ordinary share) and 347 75 pence (A share) applicable to the man grant

* Phifip Green's 2005/06 award was granted on the date be joned the group

*» Tho contngent scheme interest awarded dunng the year in raspect of the 2006/07 plan compnses the number of award sharas granted and additional shares resulting from the notonat
rainvestment of notonal dmdend payable dunng the year on the number of shares subject to the award The value of contingent scheme nterest awarded dunng the year is the value of
the iniat award plus the value of notional dwdends payable dunng the year

* The reduction in contingent schema interest dunng the year and the consequential reduced contingent schemes interest at 31 March 2007 in respect of tha 2004/05 and 2005/06 awards
for Jahn Roberts and Simea Batey are based on the assumpbon that the plan s trustess will exercise ther discretion after the end of the respective perfomance penads and allow the
awards 1o vest with the maximum nuember of shares in thesr awards beng ume pro-rated to they dates of leaving

= Dotads of the cntena used for grants under the perlormanca share plan are on pages 57 1o 58 Tom Drury s 2004/05 award was granted priore to hig jowung the boand The performance
conditions for the 2004/05 award sat out on page 58 epply to 50 per cent of his award The vesting of the other 50 per cent 18 subject to performance against cumulatve eamungs before
ntérast tax and amartisation (EBITA) and average retum on capital employed (ROCE) targets over the threa years from 1 Apnl 2004 to 31 March 2007 sat out 1n the business plan for
Veniex Data Science Limited agreed immediately bafore the start of the performance penod There s a sliding scale of vesting
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(e} 2003/04 grant

During the year, awards granted under the 2003/04 plan vested The exient to which awards vested was based on the company’s
TSR performance relative to the comparator group of companies over the penod 1 Apnl 2003 to 31 March 2008 At the beginning of
the performance peneod the comparator group comprised the following 15 companies in addition to United Utiities  BAA, BG Group,
Boots Company, Brtish Energy, Centnea, International Power, J Sainsbury, Kelda Group, Mornsons, National Grid Group, Scottish &
Southern Energy, ScottishPower, Severn Trent, Tesco and Vindian During the performance penod Bntish Energy delisted It was
retained in the comparator greup and United Utilires’ TSR performance relative to it was compared from the beginning of the
performance penod until the day before the delisting United Utiities” TSR for the performance penod was 66 5 per cent which
placed it eighth out of 16 The remuneration committee was satsfied that the TSR performance was consistent with the company’s
undertying business performance In particular, performance exceeded the earnings per share, dvidend cover and interest cover
targets for 2005/06 set out In the group's five-year busingss plan to 2007/08 41 per cent of the maximum award, therefore, vested
In accordance with the company’s relative TSR performance, 59 per cent lapsed Further details of directors' scheme interests in
the performance share plan, vested durnng the year, are set cut in table 25

Table 26 Executive directors’ scheme interests in the performance share plan vested dunng the year (audited information)

Cont
Schame e
Contingent Intersst interest
scheme lapsed vasted Valua of
nterest at dunng dunng award at
Award datails 1 Apnl 2006 the yoar the year axercies
Market Market
Value at prce of & pncaof a
awad share at share at
Award  Performanca % of date awad  Max no Max no Value Na of No of Valus axeicisa Value
date penod salery £000 pence ol shares  of shares £ 000 sharas shares £000 pence £000
John Roberts
2003/04 29903 1403t0 80 3600 Ordinary 4690 57,843 81,882 5646 48,311 33,571 222 4 647 0 2172
31306 Ashare 2760 32,135 - - - - - - -
Simon Batey
2003/04 29903 1403to B0 2400 Ordnary 4690 36,556 54,579 3763 32,202 22377 1482 662 5 148 2
31306 Ashare 2760 21,420 - - - - - - -
Charlie Cormish
2003/04 29903 1403t0 80 1880 Ordinary 4690 28,710 40641 2802 23979 16662 1104 6450 1075
31306 Ashare 2760 15950 - - - - - - -
Gordon Waters
2003/04 29903 1403to 80 1840 Ordinary 4690 29,5685 41,851 2886 24,693 17,158 1137 644 Q 1105
31306 Ashare 2760 16,425 - - - - - - -
Notes.

* The market pnce of a share at award 1s the mid markat pnce of an ordinary or A share at closa of busingss on the last trading day immediately priore to the award date This s used 1o
calculata the maxmum number of shares compnsing the award

* The maxmum number of shares compnsing the contingent scheme interest at 1 Apnl 2008 incorporates an adiustment 1o take account of the nghts ssue The values of shares
compnsing awards based on the last quoted cum-rights sharg pnce of 531 § pence was dwvided by the theoretical ex rights pnce of 458 54 pence to datermine the remsed numbers
of shares shown above

= The values shown for 1 Apnl 2006 have been cakutatad using the mid-markst pace of a share of 688 5 pencea at close of busness on 31 March 2006

* Awards vastad on 6 June 2006 1n respect of 41 per cant of the maxmum number of shares under option and lapsed in respect of 59 per cent The values for scheme interests vesting
cunng tha year have been calcutated using the mid market pnce of a share of 662 5 pence on close of business on that date

= The above awards were granted as opbon awards’ wheraby the partaipant 1s granted an option to acguire the number of shares whch vests under the plan Tha options were exercesable
over a penad of three months from the vesting date No considerabon was payable oy tha exacutivas aither upon grant of the option award or upon the subsaquent exercise of tha option

() Proposed matching share award plan

Full detalls of the proposed matching share award plan are
included in the shareholders’ circular and notice for the 2007
annual general meeting at which approval of the plan's rules

determunant of success, particularly n view of the regulatory
framework 1N which United Utilities operates

To participate in the plan, executve directors will be required to
invest 20 per cent of ther previous year's annual bonus In shares

will be sought The rules will be available for Inspection

The decision to seek shareholder approval for the adoption of
the new matching share award plan follows a detalled review of
long-term incentives It was considered necessary to bnng the
incentive potential nto ine with the market Partcipants must
make a fong-term investment i United Utilities by acquinng
shares with therr bonus to benefit from the plan These will

be matched by the company after three years subject to
achieverment of a balance of performance measures so ensunng
that executives are encouraged to deliver shareholder returns
as well as improving the undertying financiat and operational
performance Operational performance 1S seen as a key

There will also be the opportunity to voluntanty invest addtionat
bonus into shares The total investment in the plan will intally
be limited to 50 per cent of annual bonus Other selected senior
exacutives will be invited to voluntanly invest up to 50 per cent
of therr bonus In shares In all cases, iInvested shares must be
retaned for the duration of the performance penod which will
be three years It 1S proposed that the first awards will be based
on the cutcome of the 2006/07 anrwal bonus plan

Participants who have invested part of ther bonus in shares
will receive a corresponding matching award over shares with
a value at the award date equal to 2 1 for any compuisorily
invested bonus and 1 1 for any voluntanly invested bonus
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Governance: Directors’ remuneration report continued

All matching ratios are calculated on a ‘gross of tax' basis

The number of matching shares subjact to an award will be
augmented by the notional reinvestment of any dividends
payable on them from the beginning of the performance penod
untll the date the awards vest The plan’s rules imit the total
value of matching shares subject to an award to 100 per cent
of base salary

Matching awards will normally vest subject to satisfying
performance conditions which will be measured over a fixed
three-year penod with no retesting and the participant remaring
n employment throughout the performance penod If an event
occurs which causes the remuneration committee reasonably
to consider that the targets and/or measures are no longer
appropnate, it may recommend the trustee to wawve, vary

or replace any or all of the targets and/or measures in such

a way as, In the reasonable opinion of the committes, produces
a fairer measure of performance for the performance penod

(or any abbreviated part of it}, prowided that the variad or
replacement targets and/or measures are not matenally more
difficult to satisfy than the onginal targets and/or measures {as
the case may be) would have been had the event In question
not occurred

If there 1s a change of control or voluntary winding up of

the company, the award may be exercised at the trustee's
discretion and the number of shares over which the award may
be exercised will depend on the extent to which the trustee
determines the performance conditions {amended or otherwise)
have been achieved and taking into account any other cntena
{such as the tme pro-rating of awards) as the trustee considers
relevant If there 15 a reconstruction or demerger, the frustee may
vary the terms and/or allow the early vesting of the award having
due regard to the object and purposes of the award

If a participant ceases to be an employee because of death,

il health, retirement on or after reaching contractual retirement
age or redundancy at any tme dunng the performance penod,
the award may be exercised at the trustee's discration and the
number of shares over which the award may be exercised will
depend on the extent to which the trustee determines the
performance conditions (amended or otherwise) have been
achieved and will be reduced on & time pro-rating basis

Initally, half of the shares under a matchirng award will be
subject to the relative TSR measure and scale of vesting that

it 15 proposed to apply to awards made under the performance
share plan from 2007

Vesting of the remaining half of the shares in the matching award
will be subject to key operational measures For the first awards,
there will be 17 measures in four operational areas A quarter

of this partion of the award (12 5 per cent of the total award)

will vest for satisfying all of the measures in an operational area

All 17 measures will need to be achieved for the whole of this half

of the award to vest

The scale of vesting 15 set out in table 26

United Utilities Annual Report & Accounts 2007

Table 26, Vesting scale

Number of measures to be acheved
for vasting under gach maasure

Total

no of 0% 25% 50% 100%
Operational areas maasures vesting vesting vestng vesting
1 Qualty & environment 5 <3 3 4 5
2 Customer service 4 <2 2 3 4
3 Finance & efficiency 4 <2 2 3 4
4 Employee related 4 <2 2 3 4
Value of vesting per
operational area
(% of total matching award) 0% 3125% 625% 125%

Notes

Vasting under each operational area t3 not dependent upon achiewng a cantain level of
performance across the other thiee measures

The targets will be set by the remuneration committee before
awards are granted and, depending on the measure, will require
maintenance or mprovement of the company’s performance

The measures N each operational area for which targets wilt be
set are

1 Qualty & environment
11 OPI water quality index performance - a comparative
index of performance across all water companies
1 2 Bactenological falure ncidents
1 3 Wastewater complance
1 4 Pallution incidents
1 § Leakage

Customer service - all measures as reported by the
relevant regulator

2 1 Customer minutes lost

2 2 Customer nterruptions

2 3 Customer satisfaction (Electncity)

2 4 Customer satisfaction (Water)

3 Finance & efficiency

3 1 Water - improvement in the relative efficiency band as
published by the regulator

3 2 Wastewater — improvement in the relative efficiency
band as pubhshed by the regulator

3 3 Electnoity — mprovement in the relative efficiency
ranking as published by the regulator

34 PBET

4 Employee related all measures venfied against
employee survey results published by the company's
external consultant
4 1 Qverall job satisfaction
4 2 Overall satisfaction with therr business as an employer
4 3 “Directors and senior managers in tharr part of the

business don't just talk about our values, they Ive
by them”
4 4 Employee engagement

The performance penod for the first awards will be 1 Apnl 2007
to 31 March 2010




Performance graph

Chart 2 compares the company's annual TSR performance for
the past five years aganst the FTSE 100 Index This index was
chosen as it 1s the most appropnate broad equity market index
This companson also supplements the information on the
group's TSR performance relative to the comparator groups n
the performance share plan The TSR indices used In the chart
have been calculated in accordance with the Directors’
Remuneration Report Regulations 2002 relatve to a base date
of 31 March 2002

Chart 2 Total shareholders rotum
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Notes.

» This graph shows the value by 31 March 2007 of £100 invested in United Utkues
on 31 March 2002 comparad with the valua of £100 investad in the FTSE 100 index
The other points plotted are the values at Interverung financial year ends

Share options

Grants of executive share options were made under the company
share option plan 1998 up te and Including 2002 From 2003,
awards under the performance share plan have replaced further
grants of executive share options

Executive directors are ehgible to participate in the all-ermployee
SAYE scheme (ShareSave) Neither the award nor the exercise

of ShareSave options is dependent upon the satisfaction of
performance conditions The last grant of options was ShareSave
2004 Detalls of thew interest In ShareSave options are shown

in table 27

Table 27 Directors’ interests in options {(audited information)

Executive directors’ shareholdings

Executive directors are expected to buld up and retan a target
shareholding equal to the value of therr basic salary, normally
within five years of appontment Performance share plan awards
are delivered In shares and executives can retain all the shares
that vest If they make a cash payment to meet therr PAYE
statutory labilities The company prefers a flexible approach

to the accumulation of a shareholding, which takes account

of indvidual circumstances, and has decided not to require
executives to retam a proportion of shares that vest under its
ncentive plans Executive directors’ interests in shares, as at
31 March 2007, are listed in table 9 of the directors’ report on
page 44 The value cf these interests relative to ther yearly
salanes are shown in table 28

Tabte 28 Executive directors' shareholdings

Valua
sharer% - relamsalaa{a “ Target to ba
%?% £ 08 aﬁ’%eved
Phiip Green 6950 758 5 1091 13021
Charlie Cornish 3400 783 230 27 0109
Tim Weller 4000 294 4 738 0107 11
Notes

= Tha value of the shareholding 1s based on a share pnce of 754 5 pence Thes Is the
share pnce averaged over the final three months of the finarnaal year

Matched share investment scheme for Philip Green

Full details of the matched share investment scheme for Philip
Green, introduced as part of his terms of appointment, were
disclosed in the remuneration report for 2006 In accordance with
the rules of that scheme, Philp Green invested in 100,000 shares
and a condiional matched award of 100,000 shares was made
to him on 18 January 2007 which wailt transfer to tum at the end
of the five-year retention penod on 12 February 2011, subject

to his still being employed by the company at that date The
number of shares subject io 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 retention
penod Detals of his scheme interests are shown in table 29

Exercised Exorcise pnce

A 12%%? G(Tna;;:gd) thgt;r:ana?' a3t Mzaécog perpﬂaé: ex%?ts:\tsg?ﬂt: esti(S;:sgfl;tlg
Simon Batey
ShareSave 2004 1,751 {1,751) - - 3860 - -
Total 1,751 (1.751) - -
Gordon Waters
ShareSave 2002 2,648 (217) - 2,43 4323 2512068 241207
Total 2,648 217 - 2,43
Notes.

*» The mud-market pnce of a shame on 30 March 2007 was 765 5 pence and the range in the year was 628 0 pence to 799 0 pence

* No amount 1s payabis by a partcipant for the grant of an option

 For SharsSave 2002 the number of shares under opbion at 1 Aprl 2008 and 31 March 2007 and the exercise paca reflect adustiments to take account of the nghts issue
* The partal lapsing of and the first ard k23t dates exerasable for Gordon Waters ShareSave opuon reflact the applicaton of the plan s nilas in respact of hes death
= The aggregate nolional gain made by directors on the exercise of opbons duing the year (based on tha differance between the mid-market pnce of a sharg on the day on whwch oplions

were axercised and the exercise price) was Enil (2006 £7 852)
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Governance: Directors’ remuneration report continued

Table 29- Philip Green’s continuing scherne interests in the matched share investment scheme (audited information)

Contingent scheme Contingent schemea interest Contingent scheme

Award dotals interest at 1 Apnl 2006 awarded dunng the year interest at 31 March 2007
Markat
pnce of 8
share at
Retention award Value Value Value Value
Award date penaod pence No of shares £ 000 No of shares £ 000 No of shares £ 000 No of shares £'000
16107 132060122 11 7610 100,000 7610 - - 106,371 8059 106,371 8036
Notes

* The market pnce of a share at award 15 the mid-market pnce of a sharg at dose of businass on the award date
* The contingent scheme interest awarded dunng the year compnses the meal award of 100 000 shares and 6 371 shares added in respect of nobonal dradends payable on the shares

aunng the year

* The value of contingent schema nterest awarded dunng the year s tha value of the mnitial award plus the value of notonal dradends payable dunng the year
= The valug of the contingent scheme interest at 31 March 2007 has been calculated using the mid-market pnce of a share of 755 5 pence at close of busness on 30 March 2007

Matched share investment scheme for Tim Weller

Tim Weller commenced employment with the company on

1 July 2006 and was appointed to the board of the company

on 1 August 2008 As part of the terms of his recrutment and
retention, the company agreed to establish a matched share
investment scheme This 18 a leng-term ncentive scheme under
which Tim Weller 1s the sole participant Full details of the
scheme are set out below The arrangement was introduced
specifically to faciitate Tim Weller's recruitment The company
considered the circumstances of his recruitment were such that it
was important and necessary to introduce these arrangemeants (o
attract him as the new chief financial officer and to retain him up
to and beyond the implementation of the next regulatory reviews

Tim Weller first became eligible to participats in the scheme upon
commencement of his employment on 1 July 2006 The pnncipal
terms are

+ he agreed to acquire, at the start of his contract and at his
expense, shares in the company to the value of £250,000
and has invested in 39,000 shares in the company

{Investment Shares),

* the company has maiched the Investment Shares on a one-
for-one basis by making a matching share award in the form
of a nil cost option over 39,000 shares in the company
(Matched Shares),

* tha exercise price payable under the option shall be zero,

« in nomal circumstances, the option will be capable of being
exercised by Tim Weller at the end of a five-year penod
commencing from the date he joined the company prowided that

a) he has mantained throughout this perod a shareholding
in the company of at least the number of Investment
Shares, and

b} he remains an employee within the group for the whole
of the five-year penod,

+ the number of shares subject to the matching share award will
be ncreased by the notional reinvestment of dvdends payable
on the Matched Shares over the course of the five-year penod,

+ In the event that Tim Weller ceases to be an employee because
of ill health, death or any reason at the discretion of the trustee,
at any time dunng this five-year penod, or he 1s dismissed
without cause dunng years four and five, the number of shares
over which his matching share award {(including those noticnally
added by way of dvidend renvestment as mentioned above)
may be exercised will be reduced on the basis of a tme
pro-rating depending on how much of the five-year penod
has elapsed as at the date of such cassation of employment

United Utilites Annual Report & Accounts 2007

As the arrangernent has been ntroduced in lieu of making a
campensatory payment to Tim Weller for losses incurred In
leaving his previous employer and as he was required to make
an immediate and sustained investrment i the company, t was
constdered inappropnate to Impose performance conditions N
addition to the other conditions applying to the exercise of the
matching share award For the same reascns, If there 18 a
change of control or voluntary winding up of the company in
the five-year pencd, the award may be exercised and there will
be no time pro-rating If there 1 a reconstruction or demerger,
the trustee may vary the terms and/or allow the early vesting of
the matching share award having due regards to the object and
purposes of the award,

» the matching award will be exercisable for a perod of six
months after the end of the five-year perod and will lapse If not
exerctsed by then This penod may be extended f Tim Weller
15 prevented from exercising because of restnctions n place
under the model code operated by the company,

» the matching share award will not be capable of assignment and,
until it 1s exercised, Tim Weller will have no nght 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 pan passu in all respects with the shares in the
company aready in 1ssue, and in the event of any increase or
vanation in the share capital of the company, the remuneration
committee may recommend such adustment to the matching
share award as It considers reasonable

The provistons under the scherme for Tim Weller which relate to
* the person to whom the matching share award may be made,

* the limits on the number of shares which may be used under
the scheme,

* the maximum entitement of Tim Weller,

» the basis for determining Tim Weller'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 scheme following any ncrease or
vanation In the share capital of the company

cannot be amended to the advantage of Tm Weller without
the prior approval of the shareholders in a general meeting
(except for minor amendrments to benefit the admirustration
of the long-term incentve scheme, to take into account any
change in legislation or to obtain or mantan favourable tax,
exchange control or regulatory treatment for Tim Weller or
the company or members of ts group)




The benefits to Tim Weller undler the scheme are not pensionable The company believes that this arrangement and particularly the tme
pencd it refates to, which extends beyond the implementation of the next regulatory reviews, 1s a forceful alignment of interests
between Tim Weller and shareholders The matched award of 38,000 shares was made to Tim Weller on 14 February 2007 Detalls of his

scheme interest are shown in table 30

Table 30 Tim Weller's continuing scheme interests in the matched share investment scheme {audited information)

{Contingent schems Contingent scheme intersst Contingent scheme

Award detals Interest at 1 Apnl 2006 awarded dunng the year interest at 31 March 2007
Market pnce
of a share
Ratention at award Valug Vakue Value Value
Award date penod pence No of shares £ 000 No of shores £ 000 No of shareg £ 000 No of sharea 000
14207 1706t0306 11 77256 39,000 3013 - - 41,484 3188 41,484 3134
Notes.

* The market pnce of a share at award 1s the mid market prce of a share at close of business on the award date
* The contngent scheme nterest awarded dunng the year Compxises the iubal award of 39 000 shares and 2 484 shares added n naspect of notional dmdends payable on the shares dunng

the year

« Tha value of contingent scheme interest awardad dunng the year 5 tha value of the mxtial award plus the valua of notional dvidends payabile dunnyg the year
* The value of the contingent scheme interest at 31 March 2007 has been calculated using tha micd-market pnce of a shara of 755 5 pence at close of business on 30 March 2007

Special long-term incentive scheme for Charlie Corrish

In order to facihitate s retention up to and beyond the next
regulatory reviews, a special long-term incentive scheme has
been introduced for Charlie Cornish He 1s the sole participant
Under the scheme an award equal In value to hs annual salary
was granted to Charlie Cornish on 16 March 2007 The award
15 1N the form of an option over 47,027 shares

The principal terms are
* the exercise price payable under the option shall be zero,

* in normal circumstances, the option will be capable of being
exercised by Charlie Corrish at the end of a four-year
performance penod from 1 Apnl 2006 to 31 March 2010
provided that he remains an employee within the group for
the whole of the four-year penad,

the number of shares subject to the award will be increased
by the notional reinvestment of dvidends payable on them
dunng and until the date that the award vests after the end
of the four-year performance penod,

the number of shares over which the option may be exercised
will depend upon the extent to which the performance
conditions attached to the award have been satisfied over
the four-year performance penod,

the performance conditions are the same as those set out for

the operational performance conditions for the 2007 award under
the proposed matching share award plan disclosed in this report,
including the facility to warve, vary or replace any or all of the
targets and/or measures if an event occurs which causes the
remuneration committee reasonably to consider that the targets
and/or measures are no longer appropnate,

in the event that Charlie Cormish ceases to be an employee
because of death, Ill health or redundancy or for any reason at
the discretion of the trustee, at any time dunng the performance
penod, the award may be exercised at the trustee’s discretion
and the number of shares over which the award may be
exercised will depend upon the extent to which the trustee
determines the performance condiions (amended or otherwise)
have been achieved and the number of shares may also be
reduced on a time pro-rating basts If there i1s a change of control
or voluntary winding up of the company the award may be
exercised over such number of shares determined by reference
to the extent to which the performance condiions have been
satisfied and any time pro-rating reduction which may be applied

If there 1s a reconstnuction or demerger, the trustee may vary
the terms and/or allow the early vesting of the award having due
regard to the object and purposes of the award,

= the award will be exercisable for a penod of six months after
the 1ssue of a certificate by the company specifying the extent
to which the performance conditions have been met following
the end of the performance penod and will lapse If not
exaercised by then This penod may be extended if Charlie
Cornish 1s prevented from exercising because of restnctions
in place under the model code operated by the company
The company shall arrange for such certificate to be 1ssued
within nine months after the end of the performance penod,

+ the award Is not capable of assignment and, uniil it 15 exercised,
Charlie Corrush will have no nght to vote In respect of the shares
subject to the award,

* shares transferred pursuant to the exercise of the award will
rank pan passu in all respects with the shares in the company
already 10 1ssue, and In the event of any increase or vanation
in the share capital of the company, the remuneration
commitiee may recommend such adjustment to the award
as it considers reasonable

The provisions under the scherme for Charlie Cornish which relate to

» the person to whom the award may be made,

* the bmits on the number of shares which may be used under
the scheme,

+ the maximum entitliement of Charlie Cormigh,

* the basis for determining Charlie Cernish’s entitlernent to the
award or shares pursuant to it, and

+ the basis for determining the adjustment of the award granied
under the scheme following any increase or vanation in the
share capital of the company cannot be amended to the
advantage of Charlie Cormish without the pnor approval of the
shareholders in general meeting (except for minor amendments
to benefit the administration of the long-term incentve scheme,
to take Into account any change in legislation or to obtain or
mantain favourable tax, exchange contro! or regulatory
treatment for Charlis Cornish or the company or members of its
group) The benefits to Charlie Cormish under the scheme are
not pensionable Detals of Charlie Corrisn's scherne interest are
shown In table 31
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Governance: Directors’ remuneration report continued

Table 31 Charlie Cornish’s continuing scheme interests in his special long-term incentive scherne (audited information)

Contingent scheme Centingent scheme interest  Contmgent schoms t
Award detals nterest at 1 Apnl 2006 awarded dunng the year at 31 March 2007
Markat
pnce of a
share at
Performance award Value Value Value Value
Award date penod perce No of shares €000 Neg of shares £000 No of shares €000 No of shares £'000
16 307 1406 to31310 7230 47,027 3400 - - 50,022 3611 50,022 3779
Notes

* The market pnce of a share at award 15 the mid-market prce of a shere at closa of business on the day before the award date
* Tha contingent schame interast awartiad dunng the yaar compnses the intial award of 47 027 shares and 2 995 shares addad in respect of notional dividends payable on the shares dunng the year
= The value of contingent scheme interest awarded dunng the yoar 15 the value of the mital award plus the value of notional dmdends payable dunng the year

* The value of tha contingent scheme interest at 31 March 2007 has been calculated using the mid market pnca of a share of 755 5 pence at close of business on 30 March 2007

Pension arrangements

Several pension schemes operate within the group The group,
with trustee agreement whers required, has made the rule
changes necessary to ensure that the schemes qualify as
registered pension schemes under the new legislative regme
The executive directors are all members of the United Utilitres
Pension Scheme (UUPS)

The remuneration committee recogrises that pension Is an important
but potentially costly elerent of remuneration Decisions have
previously been made to close entry to the defined benefit section

of UUPS to newly recruted directors and other senior executives,
not to introduce 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 prowides enhanced benefits for exssting scherme members)

Newly recruted executive directors may join the defined contnbution
section of UUPS They may make a regular contnbution of up to
seven per cent of basic pay and may make addiional voluntary
contributions The company contnbutes up to 25 per cent of
basic pay

When scheme members reach the Ifetime allowance thay are
gven the choice of continuing to accrue benefits within the
pension scheme (and pay the tigher tax charge far which no
compensation will be paid) or be paid a cash allowance nstead
of accruing further pension benefits The cash allowances are
calculated as a percentage of salary and do not exceed the cost
of the company’s pension contnbutions A cash allowance of

12 per cent 15 payable in lieu of the standard defined contrbution
rate of 14 per cent, 22 per cant in lieu of the enhanced defined
contnbution rate of 25 per cent and 25 per cent in lieu of the
company’s contnbution for members in the defined benefit section
of the pension scheme As at 31 March 2007, no executive had
taken the cash alternatve

Directors’ regular contnbution rates are levied on therr pensionable
pay. provided the amount for the year, when added to the
company's contnbution, does not exceed the annual allowange

Dunng the year the company made avallable to all members of
the company's pension schemes, the opportusity to participate in
a ‘salary sacnfice’ arrangement The arrangement allows pension
scheme members to cease making their regular pension
contnbutions Their gross salary 1s correspondingly reduced by
the value of the regular contnibutions they would havs made to
the pension scheme For members of the defined contnbution
section, the company makes an additional contnbution equal to
the regular contnbution that would have been paid by the member
The arrangement does not affect accrued or the future accrual

of benefits for members of defined benefit plans
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Directors’ pension arrangements

Philp Green, Charlie Cornish and Tim Weller are members of the
defined contribution section Prior to participating In the salary
sacnfice arrangement, Philip Green's regular contnbution rate was
three per cent of basic salary The company contnbuted six per
cent of basic salary to the pension scheme and an additional

19 per cent to his private pension plan Charlie Cormish and Tim
Weller contnbuted seven per cent and the company 25 per cent
of their basic salary to the pension scheme The normal pension
age 1s 65

Simon Batey's, Tom Drury’s and Gordon Waters' pension
arrangements fell within the defined bensfit section which 18 now
closed to new executives The scheme provides a pension for
them on normal retrement at age 60 based on a maximum accrual
rate of 1/30th of pensionable earnings for sach completed year

of service Tha maximum pension 1S two thirds of pensionable
earnings Early retirerment 1s possible from age 50 if the company
agrees In the event of early retirement, pension benefits are
actuanally reduced The regular contnbution rate to the scheme
for Simon Batey was five per cent and for Tom Drury and

Gordon Waters six per cent of therr pensionable pay Simon Batay,
Tom Drury and Gordon Waters participated in the company’s
salary sacnfice scheme They, therefore, all ceased making regular
contnbutions to the pensicn scheme

Pension benefits are calculated on bastc salary only Tom Drury
and Gordon Waters previcusly had a confractual entitement to

a pensionable borws Ther bonus 1s no longer pensicnable

To pertially offset the reduction in their pensicnable pay calculation,
ther pension benefits are based on notional pensionable pay of
1225 and 1 3 times therr basic pay respectively

Employer funded retirernent benefit scheme (EFRBS)

Anging from previous policy, the company had in place unfunded
unapproved arrangements (now known as employer funded
retrement benefit schemes) for Smon Batey, Torn Drury and
Gordon Waters (and a imited number of other semior executives),
the intention of which was to provide pension benefits calculated
on the same basis as for executves whose pensionable earnings
were not Iimited by the former sarnings cap

The committee decided to offer to deferred pensioners and those

In recaipt of pension benefits the option to transfer within three
months from 6 Apnl 2006 part or alt of their unfunded arrangement to
tha registered pension scheme Those In receipt of pension benefits
werg also offered until 6 July 2006 the facility to exchange therr
ongoing unfunded benefits for a cash lurmp sum Dunng the year this
offer was extended to current executives and deferred members with
EFRBS arrangements




Current executves with unfunded arrangsments (all of whom were
members of the defined benafit section of UUPS) wers given the
choice of transfernng the value of part or all of tharr accrued
unfunded benefit nto the registered pension scheme or to retain it
under the EFRBS or to exchange it for a cash lump sum They were
also given tha choice of whether all future pension accrual should be
within the registered scheme, or whether any benesfits generated In
excess of the Iifetime allowance should accrue under EFRBS

reduce that to a roling one-year notice period after the imiial period
has expired At 31 March 2007, all current executive directors had
one-year nolice penods

Contracts terminate autormatically upon the director reaching age
65 unless the company agrees that a director may continue o
work after attaming that age No special arrangements apply if
there 1s a change of control .

As at 31 March 2007, sernce contracts did not provide explicitty
for termination payments (other than for holidays due but not
taken), lqudated damages or payments in lisu of notice If a
contract is to be terminated, the remuneration committee will, in
each crcumstance, determine the compensation that will be paid,
normally by reference to fixed elements of remuneration and the
notice pencd Thers 1s ne automatic entitlement to payments
under the annual bonus or performance share plan Any annual
bonus payment 1s at the discretion of the company Performance
share plan vesting 1s at the discretion of the trustees based on a
recommendation frorm the remuneration committee and an award
will not normally vest unless the termination 1s for a 'good leaver’
reason such as retiremant 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 appropnate} beng satisfied

At 31 March 2007, there were exght EFRBS arrangements in place
One related to a current executive, two to deferred pensioners
and five to pension benefits in payment Further information on
payments made dunng the year and the total cost of the unfundad
arrangements IS given in nota 19 to the accounts

Directors’ accrued pension benefits

The pension benefits earned dunng the year by directors who were
members of the defined benefit sechon of the pensions scheme
are shown In table 32

Dunng the year ended 31 March 2007, the company paid
contributions totalling £182,349 (2005/068 £nil) to the defined
contribution section of the pension scheme and to a personal
pension plan for Philip Green in respect of 2006/07 Contrbutions
totalling £96,900 (2005/06 £56,875) for Charlie Corrish and
£85,073 (2005/08 £nil} for Tim Weller were made to the defined
contnbution section of the pension scheme Thase figures include
amounts of £12,163, £11,900 and £186,333 respectively for Philip
Green, Charlie Cormsh and Tim Weller in substitution for their

The committee will apply such muhgation it considers 1s 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

regular pension scheme contnbutions and for which there was a
corresponding reduction in the amounts shown as therr gross
salanas in table 16 In addition, contnbutions totaling £24,442
wers made in respect of 2005/06 for the penod of Phiip Green's
employment dunng that year

Contracts of service and compensation for terrmination

The company's policy is that the executive directors normally have
one-year notice periads The company may offer a longer notice
pencd if it considers that necessary to recruit a new director If it
offers an initial notice penod of more than one year, it will usually

liability to pay compsnsation Its policy 1s to take a robust line
on reducing compensation It may phase payments to refect a
departing employea’s obligation to mitigate Joss The committee
reviews this policy sach year Nog changes were made dunng the
year However, after the end of the year, the committee reviewed
its policy on compensation for termination and introduced a
Iguidated damages provision for future contracts

Simon Batey left tha company on 31 July 2006 Detalls of his
lsaving arrangaments were disclosed i the 2006 remuneration
report, except for the benefit ansing from calcuiating his pension

Table 32 Executive directors’ pension benefits (defined benefit scheme) (audited information)

Accumutated total accrued
pension &t 1 Apnl 2006

Accumulated total accrued

Pension accrued dunng the year pengion at 31 March 2007

Increase net Directors Transter valus of Total changs
Transfer valug of nflatontl contnbutions net ncrease’?  n transtar valuetd Transfer value
£000pa £ 000 £000pa £000 €000 £ L000pa. £'000
Simon Batey 722 11614 17 155 1768 2112 846 1,3881
Tom Drury 1233 15243 74 232 6879 1354 136 1 16829
Gordon Waters 132 4 26510 127 184 2405 3817 1491 3,051 1
Nates.

= Pensson acoruals shawn are the amounts that would be paid annually on retirement tased on service to the eng of the year or date of leaving employrent or death if earier
« Transfer values have been caculatad in accordance with version B 1 of guidance nota GN11 1ssued by the actuana profession

* Tha transter valug of the net increase in panston (2) represents the INcremental value to tha dector of his senace dunng the year, calculated on the assumption that senace terminated at
the year end or at the data of leavng employment or death f earker [t 18 based on the accrued pension mcreasa net of nflation {1} and 18 calcutated after deducting the drectors
contnbuton and/or salary sacnfice

* Tha 1otal changa n the transfer valua {3) ncludas the effect of fuctuations i the transfer value cus to factors beyond the control of the comparnty and drectors such as stock market
mavements |t 1s calculated after deducting the director's contnbution

* Tha transfer value represents a liabiity of the comparny to make pension payments N the future but Not a sum pad to the Ndvdual

* Simon Batey teft the company on 31 Julty 2008 The increasa iy hs accrued pansion net of inflation of £11,718 a year includas £6,673 a year n raspect of an augmentation to his deferred
pensan grantad by the comparty as part of the compensation for hig koss of office The transfer value of the net increase n pension accrued of £176 843 includes the value of tha
augmentation of £109 530

*» Simon Batay Tom Drury and Gordon Waters participated in the companty's *salary sacnfice scheme nstead of makong member contnbutons 1o the pension scheme ther grass salanes
desclosed in table 16 were recuiCed by the respecive armounts shown as directors contnbutions i tablg 32 These amounts arg equrvalent 1o what woud have been thesr member
contnbbutons based on thar pensnabla pay

= Voluntary contnbutions paid by directors and resuiting benefils are not shown
= Gordon Waters died on 24 December 2008
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Governance: Directors’ remuneration report continued

on service to 31 January 2007 18 as If he had worked for the
company untit the end of his notice penod  This infarmation (which
was not available at the time of last year's report) 1s included in the
notes to table 32 on page 67

Tom Drury was the managing directer of Vertex Data Science

Lirmited He left the group on 31 March 2007 following the disposal of
that company After miigation, he receved a payment of £328,712
as compensation for loss of office No allowance was made for loss
of pension benefit accrual or loss of other benefits Details of
directors’ contracts as at 31 March 2007 are set out n table 33

Table 33 Executive directors’ service contracts
as at 31 March 2007

Date of contract (L{lg%?r?g;:ﬁgnay} Natice penod
Philip Grean 130206 120518 12 months {roling)
Tim Weller 010706 0806 28 12 months {roling)
Charte Cornish 050104 301124 12 months {roling)
Tom Drury 020505 - 12 months {rolking)
Notes.

+ Tom Drury left the comparty on 31 March 2007

* No explicit contractual compensation for earty termination {other than payment for
autstanding holidays)

Paul Capell joined the company and was appointed to the board
on 1 May 2007 His salary 15 £350,000 a year As at the date of
this report, he was not a member of the pension scheme His
coniract has an unexpired term to 20 January 2022 (hus 65th
tirthday) and provides for an initial notice penod of 24 months,
reducing to 12 months (roling) after one year's service The
contract contains a iqudated damages provision whereby if it 1s
terminated other than for specified causes related to misconduct
or capabity, the company will make an inihal fump sum payment
aquivalent to one half of his notice entitliemeant In relation to his
basic salary, employer pension contribution and car allowance
payable under his contract In addibon he will receive further
payments by instalments which in total will equate to the remaring
half of his notice entitement in relation to his basic salary, employer
pension contnbution and car allowance The instaliments wall

be made monthly beginring seven months from the date of
termination of his employment and ceasing on the first anruwversary
of his termination date The amount of the monthly payment will ba
reduced by the value of any salary, pension contnbution and car
allowance earned by him in new pad employment in that month

Non-executive directorships

The company recognises that ts executive directors may ba
invited to become non-executive directers of companies cutside
the group and exposure to such non-executive duties can broaden
expensnce and knowledge, which will be to the benefit of tha
company Subject to board approval (which will not be given if
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the proposed appointment 1s with a competing company, woutd
otherwise lead to a confict of nterest or could have a detnmental
effect on a director’s performance), executive directors are allowed
to accept one non-executive directorship and to retain the fee
Simon Batey served as a non-exscutive director of Arrva ple, for
which he earned and retained a fee of £13,333 from the start of
the year up to hus resignation on 31 July 2006 Simon Batay also
representad the group as a non-executive director of THUS Group
plc due to the group’s investment in this company This directorship
was unpad On 17 Novemnber 2008, Tim Weller resigned from his
non-executive drectorship of Stanley Leisure pic From the dats

of his appointment to the board of United Utiies PLC to the date
of his resignation Mr Weller sarned and retained £10,333 in respect
of this directorship Philp Grean was apponted as a non-executive
director of Lioyds TSB Bank plc on 10 May 2007

Employee share schemes

The board believes that share ownership 1s an effective way

of strengthening employaes' nvolvement in the development
of the business and bnnging together therr nteresis and those
of shareholders It offers employees the opportunity to build up
a shareholding in the group

The main all-employee scherne 1s the Inland Revenue approved
share incentive plan, 'ShareBuy’ This 1s a flexible way for smployees
to acquire shares 1n the company by buying ‘partnership’ shares

up to the tower of £1,5C0 or ten per cent of taxable pay each year
The funds are deductsd from pre-tax pay and passed to an
independent trustes who makes a monthly purchase of shares at full
market pnce Employeas can reinvest the dwdends on partnership
shares to buy maore shares under the plan In 2004, the company
Intreduced ‘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 retan the meaxarmum tax advantages

Grants have also been made to employees through the SAYE share
option savings scheme, 'ShareSave', whereby an employee s
granted an option to buy shares at the end of a thres or five-year
term dunng which they can save up to £250 each month from therr
net pay The option prce 1s fixed at a pnce not lower than 20 per cent
below the market pnce at the data of grant The number of shares
that can be bought 1s determined by the amount saved by

the employee over the term In addition to the executive directors,
a himited number of senior executives also have the opportunity to
acquire shares by participating in the group’s performance share
plan Thss plan has replaced the grant of executive share options
Further information on the aperation of the group’s share schemes
can be found 1in note 26 1O the accounts on page 114

Approved by the board of directers on 4 June 2007 and signed
on its behalf by

Dawvid Jones
Remuneration committee charman




Independent auditors’ report

Independent auditors’ report to the members of

United Utilities PLC

We have audited the group and parent company financial
statements (the “financial statements’) of Urited Utiities PLC for
the year ended 31 March 2007 which compnse the consolidated
Income statement, the consolidated and parent company balance
sheets, the consolidated and parent company cashflow
statements, the consolidated and parent company statements

of recognised income and expense, statement of accounting
policies and the related notes 1 to 30 These financial statements
have been prepared under the accounting policies set out
theren We have also audited the information in the directors’
remuneration report that 18 descnbed 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 required to state to
them n an auditors” report and for no other purpose To the fullest
extent permitted by law, we do not accept or assume responsibility
to anyone other than the company and the company’s members
as a body, for our audit work, for this regort, or for the opinions we
have formed

Respective responsibilities of directers and auditors

The directers' responsibilities for prepanng the annual report,
the directors’ remuneration report and the financial staterments
N accordance with applicable law and International Financial
Reporting Standards (IFRSs) as adopted by the European Union
are set out in the statement of directors’ responsibiities

QOur respensibility 1s to audit the financial statements and the part
of the directars’ remuneration report to be audited in accordance
with relevant legal and regulatory requirements and Internatsonal
Standards on Auditing (UK and Irefand)

We report to you our opinion as to whether the financial
statements give a true and farr view and whether the financial
statements and the part of the directors’ remunaration report

to be audited have been properly prepared in accordance with
the Companies Act 1985 and, as regards the group financial
statements, Article 4 of the IAS Regulation We also report to
you whether in our opinion the nformation given in the directors'
report 18 consistent with the financial statements

The information given In the directors’ report ncludes the
information suppled in the charman’s and chief executve
officer’s reviews and the business review as cross-referenced
from the business review section of the directars’ report

In addition we report to you If, In our opinien, the company has
not kept proper accounting records, if we have not receved alt
the information and explanations we require for our audit, or if
information specified by law regarding directors’ remuneration
and other transactions 1s not disclosed

We review whether the corporate governance statement reflects
the company’s compliance with the nine provisions of the 2003
Combined Code specified for cur review by the Listing Rules of
the Financial Services Authonty, and we report If it does not We
are not required to consider whether the board's statements on
wtemal control cover all nsks and controls, or form an opirion on
the effectveness of the group's comporate governance procedures
or its nsk and control procedures

We read the other information contained in the annual report

as descrnibed in the contents section and consider whether it 1s
consistent with the audited financial statements We consider the
implications for our report if we become aware of any apparent
misstatements or matenal inconsistencies with the financial
staterments Qur responsibilities do not extend to any further
information cutside the annual report

Basis of audit oplmon-

We conducted our audit in accordance with International
Standards on Auditing (UK and {reland} issued by the Auditing
Practices Board An audit includes examination, on a test basis,
of evidence relevant to the amounts and disclosures in the
financial staternents and the part of the directors’ remuneration
report to be audited It also includes an assessment of the
significant estimates and judgements made by the directors in
the preparation of the financial statements, and of whether the
accounting policies are appropnate to the group's and company's
crecumstances, consistently appled and adequately disclosed

We planned and performed our audit s as te obtan 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 to be audited are free from
matertal misstatement, whether caused by fraud or other
wregulanty or error In forming our opinion we also evatuated the
overall adeguacy of the presentation of information in the financial
statements and the part of the directors’ remuneration report to
be audited

Opmnion
In our cpinion

* the group financial staterments give a true and fair view, In
accordance with IFRSs as adepted by the European Union,
of the state of the group’s affars as at 31 March 2007 and
of its profit for the year then ended,

* the parent company financial statements give a true and far
view, In accordance with IFRSs as adopted by the European
Urion as applied n accordance with the provisions of the
Compantes Act 1985, of the state of the parent company’s
affars as at 31 March 2007,

* the financial statements and the part of the directors’
remuneration report to be audited have been properly prepared
in accordance with the Companies Act 1985 and, as regards
the group financial statements, Article 4 of the IAS Regulation,
and

+ the information given N the directors’ report 15 consistent with
the financial statements

"Deloi

Deloitte & Touche LLP
Chartered Accountants and Registered Auditors
Manchester, England

4 June 2007
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Consolidated income statement

for the year ended 31 March

Continuing operations Nota 20&:?-.71 2090116
Revenue 1 23230 20880
Other ncome 222 211
Employee benefits expense 2 {280 3} (257 3)
Depreciation and amortisation expense 3 {288 5) (282 B)
Infrastructure renewals expenditure (101 2} (70 6)
Other operating costs 847 7} (766 9)
Total operating expenses {1,495 5} (1,356 5)
Operating profit 1,3 8275 7295
Investment income 4 1382 685
Finance expense 5 (308 4) (352 9)
Investment income and finance expense {170 2) (284 4)
Share of results of assoctated company 13 187 -
Profit before taxation 6760 4451
Taxation 8 {175 3) (122 0)
Profit for the year from continuing operations 5007 323 1
Discontinued operations
Loss for the penod from discontinued operations 7 (67 2) (114 9}
Profit for the year 4335 2082
Attnbutable to
Equity holders of the company 4335 2079
Minosnty interest - 03
4335 208 2
Eamings per share 9
From continuing and discontinued operations
Basic 49 4p 24 3p
Diluted 49 2p 24 2p
From continuing operations
Basic 5T 1p 37 8p
Diluted 56 9p 37 6p

The results of the group's business process outsourcing business, Vertex, have been disclosed within discontinued operations in 2007
{see note 7) Corresponding amounts for 2006 have been re-presented accordingly

Operating profit and investment income for 2006 have been re-presented, as the group has changed its presentation of interest
Income and expenditure associated with its defined benefit penston schemes (see note 4)
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Balance sheets

o
at 31 March g
2
a
Group Company @
2007 2006 2007 2008 i
Mote €m 2m £m Em 2
ASSETS
Non-curment assets
Property, plant and equipment 10 8,894 6 8,543 9 06 08
Goodwill 11 50 1531 - -
Cther intangible assets 12 1155 2362 - -
Investments 13 218 1707 5,268 3 55017
Trade and other receivables 15 216 220 - -
Retirernent benefit surplus 19 622 193 101 -
Deferred tax asset 20 - - 73 74
Dervative financial instruments 18 152 408 - - L
8,315 9 9,186 C 5,286 3 5,509 9 a
[=]
Current assets 5
Inventones 14 243 282 - - a
Trade and cther recevables 15 4182 490 1 9936 113086 §
Investments 13 385 297 - -
Cash and short-terrm deposits 16 2,403 3 1,5135 3367 1204
Denvative financial nstruments 18 610 489 188 -
29453 21104 1,3491 1,251 0
Total assets 12,261 2 11,296 4 6,635 4 6,760 9
LIABILITIES
Non-current habiities
Trade and other payables 22 (414.3) (383 7) - -
Borrowings 17 {4,854 9) (5,081 1) (765 2) (880 9)
Retirement benefit cbligations 19 - - - (12 —
Deferred tax abiities 20 {1,550 8) (1,426 6) - - -
Provisions 21 (304 {16 6) 125 - 3
Denvative financial instruments 18 (173 5) (57 6) (100 1} @327 o
(7,023 9) {6,965 6) {877 8} (914 8) Z
Current hiabihties g
Trade and other payables 22 {749 2} 855 1) (502 5) (550 8) o
Borrowings 17 (1,509 5) 619 1) (928 0) (478 2) -
Current income tax labilities {168 0} {112 8} - -
Provisions 21 (8 5} (36 5) 20) -
Dervative financial instruments 18 (67 3} (76 4) {73 {5 8)
{2,502 5) (1.699 9) (1,439 B) (1,034 8)
Total hlabilities {9,526 4) (8,665 5) {2,317 6) (1,949 6)
Total net assets 2,734 8 2,6309 4,3178 48113
EQUITY —
Capital and reserves attnbutable to equity g..
holders of the company 3
Share capital 23 8798 8754 8798 8754 =
Share premium account 23 1,4219 1,407 8 14219 1,407 8 8
Revaluation reserve 23 1588 158 8 - - g
Treasury shares 23 {03) 03 03 03 §
Cumulative exchange reserve 23 (42) 22 1N 52 @
Retaned earnings 23 2788 1853 2,018.1 2,523 2 i
=y
Shareholders’ equity 2,7348 26292 4,317.8 48113 5
Minority interest - 17 - -
Total equity 2,7348 26309 43178 48113
Appydved bye board of dirggtors on 4 June 2007 and signed on half by
) /
Sir Richard Evans - Tim Weller
Chairman Chiet financial officer
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Statements of recognised income and expense

for the year ended 31 March

Group Company
2007 2006 2007 2006
Note £m m £m Em
Actuanal gains/(losses) on defined beneftt pension schemes 19, 23 465 1192 (21 4) 52
Revaluation of nvestments 13,23 89 146 - -
Farr value gain/(loss) on cashfiow hedges 23 28 08} - -
Foreign exchange adjusiments 23 {6 4} (15} 69) 41
Tax on tems taken drectly to equity 23 (14.8) 356) 64 18)
Net income/(expense) recognised directly in equity 370 958 {21 9) 77
Profit/(loss) for the year 433.5 2082 {106 7} 3150
Total recognised income and expense for the year 470.5 3040 (128 6} 3227
Attnbutable to
Equtty holders of the company 470.5 3037
Minority interest - 03
4705 3040
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Cashflow statements

for the year ended 31 March

Group Company
2007 2006 2007 2006
Nota £m £m £m £m
Operating activities
Cash generated from/{used n) operations 28 1,0358 997 2 622 (25 3)
Interest pad (385 3) (345 0} {812} {66 5)
Interest receved and similar ncome 1116 66 2 136 125
Tax paid (35 2) {2 5} (30 6) -
Net cash generated from/{used ) operating activities
(continuing operaticns}) 7269 7159 (36 0) (79 3)
Net cash generated from/{used in) operating activities
{discontinued operations} 28 284 {45) - -
7553 7114 {36 0) (793)
tnvesting activities
Acquisition of subsidianes (net of cash
and cash equivalents acquired) 24 - - - (25 3)
Financial restructunng of subsidianes - - - (559 0)
Disposal of subsidianes 7.28 206 4 - 22786 -
Purchase of investments - (853) - -
Purchase of property, plant and equipment (659 3) {598 1) - -
Purchase of other intangible assets 59 (3186) - -
Proceeds from sale of property, plant and equipment 343 291 - -
Financeal restructunng of joint ventures - 132 - -
Net cash (used in)/generated from investing activities
{continuing operations) {424 5) 672 7) 2276 (584 3)
Net cash used in investing activities
{discontinued operations) {207} (106 5) - -
(4452} (779 2) 2276 (584 3)
Financing activities
Proceeds from i1ssue of ordinary shares 23 185 5283 185 5283
Proceeds from structured financing 814 - - -
Proceeds from borrowings 1,700 8 8438 6299 458 6
Repayment of borrowings (825 4) {472 6) (236 4) (212 1)
Dwvidends paid to equity holders of the company {387 3) {344 7) (387 3) {344 7)
Net cash generated from financing activities
(continuing operations) 5880 654 8 247 4301
Net cash used in financing activities
{discontinued operations) @77 o7 - -
580 3 654 1 247 430 1
Effects of exchange rate changes {continuing operations} 64 B0 - -
Net increase/{decrease) in cash and cash equivalents
[continuing operations) 896 8 8900 216 3 {233 5)
Net decrease in cash and cash equivalents
(chscontinued operations} - {111 7 - -
Cash and cash equmwalents at beginning of the year 16 1,443 9 865 6 1204 3539
Cash and cash equnvalents at end of the year 16 23407 14439 3367 120 4

Unrted Utiities Annual Report & Accounts 2007
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Accounting policies

The pancipat accounting policies adopted in the preparation of
these financial statements are set out below

a) Basis of preparation

The financial statements have been prepared in accordance with
Internaticnal Financral Reporting Standards (IFRSs} as adopted for
use in the European Umoen (EU), including international Accounting
Standards {|AS) and Interpretations 1ssued by the International
Financial Reporting Interpretations Committee (IFRIC)

The financial statements have been prepared on the histoncal cost
basis, except for the revaluation of financial nstruments

The preparation of financial statements, In conformity with
generally accepted accounting principles {(GAAP) under IFRS,
requires management to make estimates and assumptions that
affect the amounts of assets and labilites at the date of the
financial statements and the amounts of revenues and expenses
during the reporting penod Although these estmates are based
on management’s best knowledge of the amount, event or
acttons, actual results ultimately may differ from these estimates

b) Basis of consoldation

The group financial statements consolidate the financial
statements of the company and entities controlled by the
company {ts subsidianes), made up to 31 March each year, and
incorporate the results of its share of jointly controlled entities
using proportionate consolidation

The results of subsidianes and joint venturas acquired or
disposed of dunng the year are included in the consolidated
income statement from the effective date of acqussition or up to
the effective date of disposal, as appropnate

Where necessary, adjustments are mads to the financial
statements of subsidianes to bring the accounting palicies
used under the relevant local GAAP Into ine with those used
by the group

Subsidianes

Control 1s achieved where the comparny has the power to govern
the financial and operating policies, generally accompanied by

a shareholding of more than one half of the voting nghts, of an
Investee entity so as to obtan benefits from its activities

On acquisition, the assets and labiltes and contingent habiities
of a subsidiary are measured at therr far values at the date of
acquisiton Any excess of the cost of acquistion over the far
values of the identrfiable net assets acquired 1s recognised as
goodwill Any deficiency of the cost of acquisition below the farr
values of the identifiable net assets acquired 1s credited to the
income statement in the penod of acquistion The interest of
minorty shareholders I1s stated at the minonty’s proportion of
the far values of the assets and llabilties recognised Minonty
interests N the net assets of consohdated subsidiaries are
dentified separately from the group’s equity therem Mingnty
nterests consist of the amount of those Interests at the date

of the onginal business combination and the minonty’s share

of changes in equity since the date of the combination Losses
applicabla to the minonty in excess of the minonty’s interest

in the subsidiary’s equity are allocated against the interests

of tha group except to the extent that the minonty has a binding
obligatton and 1s able to make an additional investment to cover
the lossas

All intra-group transactions, balances, income and expenses are
elminated on consolidation

Ursted Utilies Annual Report & Accounts 2007

Associates

An associate 1S an entity over which the group, either directly
or indirectly, 1s n a position to 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 ncurred obligations In respect of the
associate Unrealised profits and losses recognised by the group
on transactions with an associate are eliminated 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 controiled with one

or more parties under a contractual arrangement The group's
share of joint venture Income, expenses, assets, labiities and
cashflows arg included in the consclidated financial statements
on a proportionate consolidation basis using the same accounting
methods as adopted for subsidianes

¢) Non-current assets held for sale

Non-current assets (and disposal groups) classiffied as held
for sale are measured at the lower of carrying amount and
far value less costs to sell

Non-current assets and disposal groups are classified as held
for sale if thew camying amount will be recovered through a sale
transaction rather than through continuing use This condition
1S regarded as met only when the sale 1s highly probable and
the asset (or disposal group) 1s avalable for mmediate sale in
its present condition Management must be committed to the
sale which should be expected to qualfy for recognition as a
completed sale within one year from the date of classification

d} Intangible assets
Goodwill
Goodwill ansing on consolidation 1s recognised as an asset

Following initial recogrition, goodwill 1s subject to impairment
reviews, at least annually, and measured at initial value

less accumulated impairment losses Any imparment Is
recognised immediately in the income statement and 1s not
subsequently reversed

On disposal of a subsidiary, or jointly controlled entity, the
attnbutable amount of goodwill 1s included n the deterrmination
of the gain or loss on disposal

Goodwill wntten off to reserves under UK GAAP pnor to 1998
has not been reinstated and s not Included in determining any
subsequent profit or loss on disposal

Other intangible assets

Other intangible assets are measured intially at cost and are
amertised on a straight-line basis over ther estimated useful

Ives Carrying amount IS reduced by any prowsion for impaiment
where necessary

On a business combination, as well as recording separable
intangible assets already recognised in the balance sheet of the
acquired entrty at ther far value, identifiable intangible assets that
anse from contractual or other legal nghts are also included i the
acquisition balance sheet at far value

Amortisation penods for categones of intangible assets are

Computer software 3-10 years
Other ntangible assets 2-20 years




¢) Property, plant and equipment

Property, plant and equipment comprises infrastructure assets
(mans, sewers, impounding and pumped raw water storage
reservoIrs, dams, sludge pipelines and sea outfalls) and other
assets (including properties, overground plant and equipment
and electricity operational assets)

Water and wastewater infrastructure assets

Infrastructure assets comprise a network of water and wastewater
systems 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 of the network In accordance with defined standards of
sarvice are expensed in the year n which the expenditure 1s
incurred  Infrastructure assets are depreciated by writing off therr
deemed cost, less the estmated residual value, evenly over ther
useful Iives, which range from 15 to 300 years

Employse costs incurred In implementing the capital schemes of
the group are capitalised within infrastructure assets

Other assets
All other property, plant and equipment 1s stated at histoncal cost
less accumulated depreciation

Histoncal cost includes expenditure that 1s directly attnbutable

to the acquisition of the iterms Subsequent costs are iIncluded in
the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it 18 probable that future ecorncmic benefits
associated with the tem will flow to the group and the cost of the
item can be measured reliably All other reparrs and mantenance
are charged to the ncome statement durng the financial penod n
which they are incurred

Freehold land and assets in the course of construction are
not depreciated Other assets are depreciated by writing off
thesr cost less therr estimated residual value evenly over therr
estimated useful Ives, based on management’s judgement
and expenence, which are principally as follows

Buildings 30-60 years
Operational assets 5-80 years
Fixtures, fittings, tools and equipment 3-40 years

Depreciation methods, residual values and useful Iives are
reassessed annually and, if necessary, changes are accounted
for prospectively

The gain or loss ansing on the disposal or retirement of an asset
Is determined as the difference between the sales proceeds and
the carrying amount of the asset and I1s recognised In income

f) Impairment of tangible and intangible assets

excluding goodwill

Intangible assets with definite useful Iives and property, ptant and
equipment are reviewed for mpairment at each reporting date to
determine whether there 1s any Indication that those assets may
have suffered an imparrment loss If any such indication exists,
the recoverable amount of the asset 1s estmated in order to
determine the extent of the mparrment loss, f 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 1s the higher of farr value less costs to sell,
and value In use Value 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 nsks specific to the asset for which the estimates
of future cashflows have not been adjusted

If the recoverable amount of an asset (or cash generating unit) 1s
estimated to be less than its carryng amount, the carrying amount
of the asset (or cash generating untt) 1s reduced to ts recoverable
amount Imparment losses In respect of non-current assets are
recognised in the iIncome statement within operating costs

Where an impaiment loss subsequently reverses, the reversal 1s
recognised In the income statement and the carrying amount of
the asset I1s Increased to the revised estmate of its recoverable
amount, but not so as to exceed the carrying amount that would
have besn determined had no impairment loss been recognised
N prior years

g) Financial instruments

Fnancial assets and financial habilties are recogrised on the
group’s balance sheet when the group becomes a party to the
contractual provisions of the instrument

Cash and short-term deposits

Cash and short-term deposits include cash at bank and in hand,
deposits and other short-term highly lgud investments which
are readily convertible into known amounts of cash, have a short
maturtty of three months or less from the date of acguistion

and which are subject to an nsgnificant nsk of change in value
In the consoldated cashiflow statement and related notes, cash
and cash eqguivalents include cash and short-term deposits and
bank overdrafts

Financial investments

Investments (other than interests in associates, subsidiaries,
Joint ventures and fixed deposits) are recognised and
derecognisad on a trade date and are intially measured at far
value, including transaction costs Investments are classified

as avallable-for-sale and are measured at subsequent reporting
dates at far value Gains and losses ansing from changes in
farr value are recognised directly in equity, until the sscurty is
disposed of or 1s determined te be impared, at which time the
cumulative gan or loss previously recognised in equity s included
in the net profit or loss for the panod

Trade receivables
Trade recevables are stated at nominal value less allowances
for estmated rrecoverable amounts

Trade payables
Trade payables are stated at ther nominal value

Financial habilibes and equity

Financial habilities and equity instruments are classified according
to the substance of the contractual arrangements entared into An
equity Instrurnent 1s any contract that evidences a residual interest
In the assets of the group after deducting all of its labilities

Equity instruments
Equity instruments 1ssued by the group are recorded at the
proceeds receved, net of direct issue costs

Bank borrowings

Interest bearng bank loans and overdrafts are recorded at the
proceeds receved, net of direct Issue costs Finance charges,
including premiums payable on settlement or redemption and
drrect 1ssue costs, are accounted for on an amortised cost basis
to the income statement using the effective interest method and
are added to the carmying amount of the iInstrument to the extent
that they are not settled in the penod in which they anse
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Accounting policies continued

Denvative financial instruments and hedge accounting

Interest rate swap agreements and financial futures are used to
manage interest rate exposure, while the group enters into cross-
currency swaps to manage s exposure to fluctuations in foreign
exchange rates The group does not use dervative financial
instruments for speculative purposes

All financial dervatives are recognised in the balance sheet

at far value Changes in the far value of all denvative financial
Instruments are recognised In the iIncome statement within finance
expense as they anse, except for denvatives that are designated
and effective In terms of cashflow hedging refationships, in which
case the gans and losses are deferred in equity

Where hedge accounting has not been applied, the group may
elect to designate a financial labilty at inception as far value
through profit or loss provided the financial liability meets the
conditions specified In IAS 39 ‘Financial Instruments Recognition
and Measurement’ Where possible, hedge accounting 1s applied

Far value hedges

For an effective hedge of an exposure to changes in the far
value, the hedged item 1s adjusted for changes in farr value
attrbutable to the nsk being hedged with the corresponding entry
m profit or loss Gans or losses from remeasuring the dervative
are recogriused In profit or loss

Where changes In the farr value of a dervative differ from changes
in the farr value of the hedged rtem attnbutable to the nsks being
hedged, the hedge ineffectiveness 1s recorded N the ncome
statement within finance costs

Hedge accounting 13 discontinued prospectively when the hedging
instrument 1s sold, terminated or exercised, where the hedge
relationship no longer meets the crtena for hedge accounting in
accordance with IFRS, or where the hedge designation 1s revoked
Any adjustment that has been recognised to the hedged tem, for
which the effective interest rate 1s used, 15 amortised to the ncome
statement and 1s based on the recalculated effective interest rate
at the tme at which amortisation commences

Cashflow hedges

Changes in the far value of denvative financial nstruments

that are designated and effective as hedges of future cashflows
are recognised directly in equity and the ineffective portion 1s
recognised immediately in the income statement If the cashflow
hedge for foreign cumrency nsk of a firm commitment results in the
recognition of a non-financial asset or a habilty, then, at the tme
the non-financial asset or lability 1 recognised, the associated
gans or losses on the dervative that had previously been
recognised in equity are included in the nitial recognition of the
nen-financial asset or hability For hedges that do not result in the
recognition of a non-financial asset or liability, amounts deferred n
equity are recogrused In the mcome statement in the same pencd
in which the hedged tem affects net profit or loss

Hedge neffectiveness 1s recognised directly in the income
staternent within finarce costs

Hedge accounting 1s discontinued when the hedge designation 1s
revoked, or the hedging instrument expires or 15 sofd, terrinated, or
exercised, or no longer qualifies for hedge accounting At that time,
any cumulative gain or loss on the hedging mstrument recogrised
N equity 1S retaned in equity untl the forecast transaction occurs

If a hedged transaction i$ no longer expected to oceur, the net
cumulative gain or ioss recogrised in equity s transferred to net
profit or loss for the penod

United Utithes Annual Report & Accounts 2007

Financial 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 a
hedge relationship despite there being significant fair value offset
between the hedged item and the denvatve tseff The otherwise
inconsistent accounting treatment that would have resulted allows
the group 1o satisfy the cntena for this designation The treatment
of financial assets and labilities designated at fair value through
profit and loss I1s consistent with the group’s documented nsk
management strategy

h} Foreign currency translation

Transactions and balances

Transactions in foreign currencies are recorded at the exchange
rates ruling on the dates of the transactions At each balance
sheet date, monetary assets and habilities denorrinated in foreign
currencies are translated into sterling at the relevant rates of
exchange ruling on the balance sheet date Gans and losses
ansing on retranslation are nciuded n net prefit or loss for the
penod Exchange differences ansing on investments in equity
Instruments classified as avallable for sale are ncluded in the
gains or losses arsing from changes i far value which are
recognised directly n equity

I order to hedge Its exposure to certain foreign exchange

ngks, the group enters into forward contracts, options and other
denvative instruments {see denvative financial instruments and
hedge accounting In note g}

Group companies

Cn consolidation, the balance sheets of overseas subsidianes and
Jont ventures (none of which has the currency of a hypennflationary
economy) are translated nto stering at exchange rates apphcable
at the balance sheet date The income statements are translated
INto sterling using the average rate unless exchange rates fluciuate
significantly in which case the exchanga rate at the date the
transaction occurred 18 used Exchange differences resufting

from the translation of such balance sheets at rates ruling at the
begnning and end of the penod, together with the differences
between income statements translated at average rates and rates
ruling at the penod end, are dealt with as movements on the
group'’s cumulative exchange reserve, a separate component of
equity Such translation differences are recognised as income or
as expenses N the penod In which the operation Is disposed of

Goodwil and far value adjustments ansing on the acquisition of a
foreign entity are treated as assets and llabilties of the foreign entity
and translated at the closing rate The group has elected to treat
goodwill and farr value adustments ansing on acquisitions before
the date of mplementahon of IFRS 3 'Business Combinations’

(1 Apnl 1999) as stering denominated assets and liabilies

i) Barrowing costs and finance income
All borrowing costs and finance income are recogrised in the
income statement in the penod in which they are accrued

)} Construction contracts

Where the outcome of a construction contract can be estmated
rehably, revenue and costs are recogrised by reference to the
stage of completion of the contract actvity at the balance sheet
date, as measured by the proportion that contract costs incurred
for work performed to date bear to the estmated total contract
costs, except where this would not be representative of the stage




of completion Vanations in contract work, clams and incentive
payments are included to the extent that they have been agreed
with the customer

Where the outcome of a construction contract cannot be estimated
reliably, contract revenue 1s recogrised to the extent of contract costs
ncumed that it 1s probable will be recoverable Contract costs are
recognised as expenses In the penod in which they are incurrad

When it 1s probable that total contract costs will exceed total
contract revenue, the expected loss 1s recognised as an
expense mmediately

k) Operating profit
Operating profit 1s stated after charging operating expenses
but before investment Income and finance expense

I} 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 current tax and
deferred tax

Current taxation

Current tax, including UK corporation tax and foreign tax, 1s based
on the taxable profit for the penod and 1s 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

Taxable profit differs from the net profit as reported in the Income
statement because It excludes items of iIncome or expense that
are taxable or deductible in other years and it further excludes
temns that are never taxable or deductible

Deferred taxation

Deferred tax I1s the tax expected to be payable or recoverable on
differences between the carrying amounts of assets and liabilities
n the finanoial statements and the corresponding tax bases used
0 the computation of taxable profit Deferred tax liabilities are
provided, using the liability method, on all taxable temporary
differences at the talance sheet date Such assets and liabilities
are not recogrused if the temporary difference anses from
goodwill or fram the inihial recogrution (other than in a business
combination) of other assets and llabilities in a transaction that
affects neither the taxable profit nor the accounting profit

Deferred tax liabiliies are recognised for taxable temporary
differences ansing on invesiments in subsidianes and Interests
In jont ventures, except where the group 1s able to control the
reversal of tha temporary difference and it 1s probabls that the
temporary difference will not reverse In the foreseeable futura

Deferred tax is measured at the average tax rates that are
expected to apply in the penods 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 date

The carrying amount of deferred tax assets 1S reviewed at each
balance sheet date and reduced to the extent that it 1s no longer
more likely than not that sufficient taxable profits will be avalable
to allow all or part of the asset to be recovered

Deferred tax 1s charged or credited in the income staterment,
except when it relates to items charged or credited to equity,
In which case the deferred tax 1s also dealt with within equity

n) Employee benefits

Retirement henefit obligations

The group operates two defined benefit pension schemes, which
are independent of the group’s finances, for the substantial mayorty
of ts employees Actuanal valuations of the schemes are carned
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 adwice of the actuaries, having regard to the
results of these valuations In any intervening years, the actuanes
review the continuing appropnateness of the coninbution rates

Cefined benefit assets are measured at far value while lliabilities
are measured at present value The difference between the
two amounts Is recogrised as a surplus or obligation in the
balance sheet

The cost of providing pension benefits to employees relating to
the current year's service 1s included within the income staternent
within employee costs The difference between the expected
return on scheme assets and interest on scheme liabilitiss I1s
included within the Income statement within iInvestment ncome

All actuanal gains and losses are recognised outside the ncome
statement in retained earnings and presented in the statement of
recognised iIncome and expensa

In addition, the group also operates defined contnbution pension
schemes Payments are charged as employee costs as they fall
due The group has no further payment obligations once the
contnbutions 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 Apnl 2004

The group issues equity-settled share-based payments to certain
employees Equity-settled share-based payments are measured at
far value at the date of grant The far value determined at the grant
date 1s expensed on a straight-line basis over the vesting penad,
based on estmates of the number of options that are expected to
vest Farr value 13 based on both simulation and binomial models,
according to the relevant measures of performance

At each balance sheet date, the group revises its estmate of

the number of options that are expected io become exercisable
with the impact of any revision being recognised in the nceme
statement, and a corresponding adjustment to equity over the
remaining vesting penod The proceeds recenved net of any directly
attnbutable transaction costs ara credited to share capital (nominal
value) and share premium when the options are exercised

o) Provisions

Prowisions are recognised when the group has a present legal

or construciive cbligation as a result of past events, it 1s probable
that an outflow of resources will be required to settle the obligation,
and the amount can be reliably estmated

Erwironmental expenditure that relates to cumrent or future
revenues Is expensed or capitalised as appropnate Expenditure
that relates to an existing condition caused by past operations
that does not contnbute to current or future earnings Is expensed
Liabilities for environmental remediation costs are recognised
when there s a legal or constructive obligation, environmental
assessments or clean up are probable, and the assocrated costs
can be reliably estmated
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Accounting policies continued

p) Revenue recognition

Revenue represents the farr value of the Income recevable in
the ordinary course of business for goods and services provided
Where relevant, this includes an estimate of the sales value of
urits supphed to customers between the date of the last meter
reading and the penod end, exclusive of value added tax and
foreign sales tax

The group recognises revenue generally at the time of delivery
and when collection of the resulting receivable is reasonably
assured Should the group consider that the cntena for reverue
recognition are not met for a transaction, revenus recognition
would be delayed until such time as the transaction becomes
fully earned Payments receved n advance of revenue recognition
are recorded as deferred revenue

q) Grants and contributions

Grants and contnbutions recenvable In respect of property, plant
and equipment are treated as deferred income, which i1s credited
to the income statement over the estimated economic ives of
the related assets

r) Leases

Leases are classified according to the substance of the
transaction A lease that transfers substantially all the nsks and
rewards of ownership to the lessee 1s classifted as a finance
lease All other leases are classified as operating leases

Finance leases

Finance leases are capitalised in the consolidated balance sheet at
ther far value or, If lower, at the present value of the minmum lease
payments, each determined at the Inception of the lease The
comesponding habilty 1s shown as a finance lease obbgation to the
lessor Leasing repayments compnse both a capital and a finance
element Where the lease 1s of a fixed interest nature, the finance
element 1s wntten off to the INncome statement so as to produce an
approximately constant penodic rate of charge on the outstanding
obligation Where the lease s of a floating nterest rate nature, the
finance element wrtten off to the Income statement reflects the
floating interest rate charge incurred dunng the pencd on the
outstanding obligation Such assets are depreciated over the
shorter of therr estimated useful Iives and the pencd of the lease

Onperating leases
Operating lease rentals are charged to the income statement
on a straight-line basis over the penod of the lease

s) Cntical accounting judgements and key sources of
estimation uncertainty

In the process of applyving the group’s accounting policies, the
group Is required to make certain estimates, judgements and
assumptions that it belteves are reasonable based upon the
information available These estimates and assumptions affect
the reported amounts of assets and habilities at the date of the
financial statements and the reported amounts of revenue and
expenses dunng the pencds presented

On an ongoing basis, the group evaluates its estimates using
histoncal expenence, consultation with experts and cther
methods considered reasonable in the particular circumstances
Actual resutts may differ significantly from the estimates, the
effect of which 1s recogrised in the penod in which the facts
that give nse to the revision become known

The following paragraphs detall the estimates and judgements
the group believes to have the most significant impact on the
annual results under IFRS

United Utilites Annual Report & Accounts 2007

Carrying value of property, plant and equipment

The estimated useful economic Ives of property, plant and
equipment (PPE) are based on management's judgement and
expenence When managemsnt identifies that actual useful lves
differ matenally from the estimates used to calculate depreciation,
that charge 1s adjusted prospectively Due to the significance

of PPE investment to the group, varations between actual

and estimated useful Iives could impact operating results both
positively and negatively, although histonically, few ¢hanges

to estimated useful Iives have been required

The group 1s 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 imparrment review requires management

to make subjective jJudgements concerning the cashflows,
growth rates and discount rates of the cash generating units
under review

Revenue recognition

The group recognises revenue generally at the time of delivery
and when collection of the resulting recevable IS reasonably
assured Should management consider that the cntena for
revenue recogrition are not met for a transaction, revenue
recogniticn would be delayed until such time as the transaction
becomes fully earned Payments receved in advance of revenue
recogrition are recorded as deferred revenue

United Utiities North West raises bills and recognises revenus

In accordance with its entitlement to receve revenue in Iine with
the lImits established by the penodic regulatory pnce review
processes For water and wastewater customers with water
meters, the recevable billed is dependent Upon the volume
supplied including an estmate of the sales value of urits 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 biling through to the end of the financial year The estimated
usage 15 based on historical data, judgement and assumptions,
actual results could differ from these estimates, which would
result In operating revenues being adjusted N ths penod that the
revision to the estimates 1s determined For customers who do
not have a meter, the recewable biled 1s dependent upon the
rateable value of the property, as assessed by an independent
rating officer

The customers of the electnety distnbuhon business are the
electncity supply companies that utiise United Utilities Electneity’s
distnbution network to distnbute elecineity from generators {o
the end consumer The recewvable billed 1s dependent upon the
volume of electnoity distnbuted, including estimates of the units
distnbuted to customers The estimated usage 1s based on
histoncal data, judgement and assumptions Operating revenues
are gradually adjusted to reflect actual usage in the penod over
which the meters are read

For the group’s other businesses, revenue s recognised in Ine
with actmty and performance, normally using amounts specified
in contractual obhgations and when collectability 1s reasonably
assured In general

= vanable revenues, for example, revenues dependent upon
customer volumes In the penod, are recognised only when
those vanable activities are performed,

» performance incentives are recognised in revenue only to the
extent that incentives are reasonably considered to have been
earned, and




* revenue received In advance of performance ts recogrised
as deferred ncome When performance occurs, the deferred
income 1s released and simultanecusly reported as revenue

A breakdown of revenues by segment 1s 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 evaluate the collectability of trade recevables and
record provisions for doubtful recevables based on expenence
These provisions are based on, amongst other things,
compansons of the relative age of accounts and consideration
of actual write-off history The actual level of recenvables collected
may differ from the estimated levels of recovery, which could
impact operating results positively or negatively

Accounting for provisions and contingencies

The group is subject to a number of clams 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 likelhood of any adverse
Judgements or outcomes to these matters as well as ranges of
probable and reasonably estmated losses Reasonable estimates
Involve judgements made by management after considenng
infermation including notifications, settlements, estimates
performed by iIndependent parties and legal counsel, avallable
facts, identification of other potentially responsible parties and
ther ability to contribute, and prior expenence A prowvision 1S
recognised when it 13 probable that an obligation exists for which
a reliable estimate can be made of the cbiigation after careful
analysis of the ndwidual matier The required provision may
change in the future due to new developments and as additional
information becomes available Matters that either are possible
obligations or do not meet the recognition cntena for a provision
are disclosed, unless the possibility of transfernng economic
benefits 1s remote

Goodwill

The group records all assets and labiitbes acquired n purchase
acquisitions, including goodwill, at far value Goodwill 15 not
amortised but 15 subject, at a minimum, to annual tests for
smpairment The intial goodwill recorded and subsequent
impairment analyses require mahagement to make subjective
judgements concerning the far value of ¢cash generating units
Estimates of far value are consistent with market information
and the group’s plans and forecasts

Retirement benefits

The group operates two defined benefit schemes, one of which
has a defined contnbution section, which are independent of the
group’s finances Actuanal valuations of the schemes are carned
out as determined by the trustees at intervals of not more than
three years The pension cost under IAS 19 ‘Employee Benefits'
1s assessed In accordance with the adwice of a frm of actuanes
based on the latest actuanal valuation and assumptions
determined by the actuary The assumptions are based

on information supphed to the actuary by the company,
supplemented by discussions between the actuary and
management The assumptions are disclosed in note 19 Profit
before taxation 1s affected by the actuanal assumptions used
These assumptions nclude 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 to changing market and economic conditions and
longer or shorter lives of participants

Denvatives and borrowings

The group's default treatment 1s for borrowings to be carned

at amortised cost, whilst dernvatives are recognised separately
on the balance sheet at farr value with movements in those fair
values reflected through the income statement This has the
potential to intreduce considerable volatility to both the ncome
statement and batance sheet Therefore, for far value hedges,
changes in the recognised value of hedged debt that are
attrbutable to the hedged nsk are adjusted through the income
statement In the case of cashflow hedges, movements in the
fair value of denvatives are deferred within reserves until they

¢an be recycled through the Income statement to offset the
future Income statement effect of changes in the hedged nsk

In order to apply this treatment, it must be demonstrated that the
denvative has been, and will continug to be, an effective hedge of
the hedged nsk within the debt tem Changes in the far value of
all denvatives are recognised In the income statement, except for
denvatwes that are designated and effective in terms of cashflow
hedging relationships, m which case the gans and losses are
deferred in equity The group applies the fair value through profit
or loss option where the compiexity of the swaps means that
they are disallowed from being allocated in a hedge refationship
despite there being significant far value offset between the
hedged item and the dervative tself This policy 1s considered

to be of significance due to the magnitude of the group's level

of borrowings

Recently 1ssued accounting pronouncements

fnternational Financial Reporting Standards

At the date of authonsation of these financial statements, the
following relevant standards and interpretations were In 1ssue but
not yet effective The directors anticipate that the group will adopt
these standards and nterpretations on ther effectve dates

The directors anticipate that the adoption of the following standards
will have a matenal Impact on the group’s financial statements

* |AS 23 Amendment - 'Borowing Costs'
On 29 March 2007, the International Accounting Standards
Board (IASB} 1ssued a revised I1AS 23 ‘Borrowing Costs’ The
main change from the previous version I1s the removal of the
option of mmediatety recognising as an expense borrowing
costs that relate to assets that take a substantial penod of time
to get ready for use or sale The rewised standard 15 effective for
penods commencing on or after 1 January 2008 The group 1s,
therefore, required to capritalise borrowing costs as part of the
cost of qualfying assets from 1 Apnl 2009

-»

IFRS 7 ‘Financial instruments Disclosures’

On 18 August 2005, the 1ASB issued IFRS 7 ‘Financial
Instruments Disclosures’ This standard adds certan new
disclosures about financial nstruments to those currently required
by IAS 32 The standard 15 effective for penods commencing after
1 January 2007 As a result of the adoption of this standard, the
group’s disclosures regarding financial instruments will change
from those cumentty disclosed in the financial statements

The directors anticipate that the adoption of these standards
and interpretations will have no matenal impact on the group’s
financial statements

* |AS 1 Amendment — 'Capital Disclosures’, 1s effective for
penods commencing on or after 1 January 2007

» [FRS 8 'Operating Segments’, 1ssued In Novermnber 2008, I1s
effective for penods commencing on or after 1 January 2009

United Utiities Annual Report & Accounts 2007
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Accounting policies continued

* [FRIC 8 'Scope of IFRS 27, 1ssued in January 20086, 1s effectve
for penods commencing on or after 1 May 2006 subject to
endorsement by the EU

¢ |[FRIC 9 ‘Reassessment of Embedded Denvatives’, issued i
March 20086, 1s effectve for penods commencing on or after
1 June 2006

= [FRIC 10 'Intenm Financial Reporting and Impairment’, 1ssued
In July 2006, 15 effective for pencds commencing on or after
1 November 2008

« [FRIC 11 ‘Group and Treasury Share Transactions’, 1ssued
in November 2008, 1s effective for penods commencing on
or after 1 March 2007

= IFRIC 12 '‘Service Concession Arrangements’, issued In
November 2006, 15 effective for penods commencing on
or after 1 January 2008

Interpratations in 1ssue but not considered relevant to the
activitigs of the group are as follows

+ [FRIC 1 ‘Changes in Existing Decommissioning, Restoration
and Srmilar Liabilities’

* |[FRIC 2 ‘Members’ Shares in Cooperative Entities and
Similar Instruments’

* [FRIC 5 ‘Rights to Interests ansing from Decommissioning,
Restoration and Environmental Rehabilitation Funds’

* |[FRIC 6 'Liabilities Ansing from Participating in a Specific
Market — Waste Electncal and Electronic Equipment’

* IFRIC 7 ‘Applying the Re-statement Approach under IAS 29
Financial Reporting in Hypennflationary Economies’

United Wilitles Annual Report & Accounts 2007




Notes to the consolidated financial statements

1

1 Segment reporting
The group's revenue predominantly anses from the sale of senaces

Dunng the year, for management purposes, the group’s business was dwvided into United Utiities North West, United Utiities Contract
Solutions and Vartex, which 1s disclosed as a discontinued operation {see note 7} These divisions form the basis on which the following
primary segment information 1s reported

Since the pravious financtal statements, management has reviewed the apprepnateness of United Utliies’ segment reporting in ight

of the continuing evoluton of the group  As a result, management dentfied the above segments, which it believes align the analys:s more
closely with the way in which the business I1s now managed, In accordance with IAS 14 'Segment Reporting’ The main impact has been
the reclassification of the results of United Utiities Property Solutions from United Utilies Contract Solutions {formerty called Infrastructure
Management} to Other actvities The 2008 segments have been re-stated for the impact of this change

The group was also previously involved in telecommunications (Your Communications) This operation was discontinued with effect from
26 February 2006 (see note 7)

Trading between segments 1s carned out on an arm's length basis and transactions are priced accordingly External market pnces are used
where avallable, where not avallable, margins generated are compared to those generated from external sales and adjusted where necessary

Urited Utilitias United Utlites

Voar ended 31 March 2007 North Wse:ﬁ: Contract Solutuonn: Other achwtéar: Grog
Continuing operations

Total revenue 1,636 2 T422 530 24314
Inter-segment revenue (6 5) (937 82 (108 4)
External revenue 16297 G485 44 8 2,323 0
Segmental operating profit 7501 691 83 8275
Investment income 1382
Finance expense (308 4)
Share of resuits of associated company 187
Profit befaore taxation 6760
Taxation (175 3)
Profit for the year from continuing operations l 5007

' United Utilities United Utilties

North West  Contract Solutions Other actvities Group
Year endad 31 March 2006 (re-stated) £m £m £m £€m
Continumg operations
Total revenue ‘ 1,502 9 6545 399 2,197 3
Inter-segment revenue 81) (94 4) (8 8} {111 3)
External revenus 1,494 8 5601 31t 2,0860
Segmental operating profit 637 5 885 235 7295
Investment income 685
Finance expense (352 9)
Profit before taxation 445 1
Taxation (122 0
Profit for the year from continuing operaticns 3231

Unrted Utiities Annual Report & Accounts 2007
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Notes to the consolidated financial statements continued

1 Segment reporting continued
Um?:d Utilibes United Utthbes

orth West Contract Selutons Vertex Other actvities Group
Year ended 31 March 2007 £m em £€m £m £m
Cther information
Capital addtions 646 7 418 225 19 7129
Depreciation and amortisation 2597 273 - 15 2885
Balance sheet
Segment assets 10,700 8 6302 - 930 2 12,261 2
Segment liabihes (7,875 6) {5839) - (1,066 9) {9,526 4)

United Utilities United Uthties

NorthWest  Contract Solutons Vertex Other actvities Group
Yaar endad 31 March 2006 £m £m £m £m £m
Other information
Capital addticns 5119 489 2050 60 7718
Depraciation and amortisation 2653 175 - - 2828

Balance sheet
Segment assets 94266 647 9 3211 9008 11,296 4

Segment habilies (6,406 5) (465 3} (175 3) (1.618 4) (8,665 5)

Depreciation and amortisation in respect of the group s cis¢ontnued operations 15 disclosed i note 7
Of the group’s consolidated revenus and assats for continuing operations, greater than 90 per cent s denved from customers located In the
United Kingdom, for both of the years ended 31 March 2007 and 31 March 20086, and hence no geographical analysis 1s presented

2 Directors and employees
Exrectors’ remuneration

2007 2006

£m £m

Fees to non-executive directors 06 06
Salanes 20 18
Benefits 11 01
Bonus 13 08
Share-based payments 06 10
56 43

Benefits of £1 1 milion (2006 £0 1 millon) include £0 7 millon (2008 £nil) in respect of compensation for loss of office

Further information about the remuneration of Individual directors and details of tharr pension arrangements 1s provigded In the directors’
remuneration report on pages 52 to 68

Remuneration of key management personnel
2007 2006
£m

on

Salanes and short-term employee benefits 61 49
Post employment benefits 03 29
Share-based payments 09 23
73 101

Key managament personnel compnses all executive dirsctors and certamn senior managers who are members of the executive leadership taam
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2 Directors and employees continued
Employee benefits expense

Group Company
2007 2006 2007 2006
£m £m £m £m
Wages and salanes 2958 2699 121 100
Social secunty costs 249 233 13 11
Post employment benefits 593 540 19 18
3800 347 2 153 129
Caprtal schemes and charges aganst provisions 997) 89 9) - -
Employea benelits expense attnbutable to continuing operations 2803 257 3 153 129
Employee benefits expense attnbutable to discontinued operations 201 7 2167 - -
482 0 4740 153 129
Less employee benefits expense attnbutable o joint ventures 47 43 - -
4773 469 7 153 129

Average number of employees dunng the year (full ime equivalent)
2007 2008
number numbar
Unrted Utiities North Waest 4,831 4,775
United Utilities Contract Soluttons 3,539 3197
Vertex (discontinued operation) 8,277 8,203
Your Commurications {discontinued operation) - 653
Other actvities 221 201
16,863 17.029

3 Operating profit

The following items have been charged/credited) to the income statement In armving at the group’s operating profit from continuing operations

and the profit/loss) from discontinued operations

Continuing operatons Discontinued cperations Total Total
2007 2006 2007 2006 2007 2008
em £m £m £m £m £m
Employee benefits expense
Emptloyee costs (see note 2) 2803 257 3 2017 2167 4820 474 0
Depreciation and amortisation expense
Depreciation of property, plant and equipment
Owned assets (see note 10) 2756 246 9 42 296 2798 27165
Under finance leases (see note 10) 19 17 01 - 20 17
Amortisation of other intangible assets {see note 12) 110 342 99 260 209 602
Other income
Profit on disposal of property, plant and equipment (58) 47 - 1) {5 8) 4 B)
Other operating costs
Other operating leases payable
Property 55 33 4.9 g1 104 114
Plant and equipment 15 32 02 - 17 32
Amortisation of govermment grants (see note 22) (14 Q) (11 4) - - (140} (11 4)
Research and development expenses 24 19 - - 24 19
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Notes to the consolidated financial statements continued

3 Operating profit continued
Dunng the year, the group obtaned the following services from the group's auditors, at the costs detaled below

2007 2006
m £m
Audit services
Statutory audit 11 09
Audit-related regulatory reporting — other 02 05
Audit-related regulatory reporting — Sarbanes-Oxley preparation 23 02
36 16
Further assurance services
Advisory services — tax services . 01 -
Compliance services 09 08
46 25
Compliance services relate manly to fees for transaction support
Included n the above statutory audit fee 1s £50,000 (2006 £50,000) In relation to the company
4 Investment (ncome
2007 2007 2006 2006
£m £m £m m
Interest recenable 822 349
Preference dvidends recevable - 03
Fereign exchange gains on forward contracts 09 1868
Expected return on pension schemes' assets (see note 19) 1380 1228
Interest cost on pension schemes’ obhgations (see note 19) {112 9) {106 3)
Net pension interest Ncome 251 165
1382 685

The group has changed its presentation of intersst income and expenditure associated with its defined benefit pension schemes (see note 19)
The amounts ware previously disclosed within employee benefits expense In armving at operating profit, but have been reclassified 10 Investment
income In the Income statement as the directors beligve this provides a fairer presentation of the nature of the income and costs Corresponding
amounts for 2006 have been re-presented accordingly

5 Finance expense

2007 2006

£m £m

Interest payable on bank borrowings 3082 2781
Interest payable on finance leases 29 35
Fair value (gain)/loss on debt and denvatwve instruments 27 713
3084 3529

The group has changed its presentation of interest on swaps and interest on debt under the far vatue opton The amounts were previously
disclosed within interest payable on bank borrowings but have been reclassified to the farr value movement on debt and denvative instruments
fine as the directors believe this provides a farer presentation of the nature of the interest Corresponding amounts for 2008 have been
ra-presented accordingly
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6 Taxation
7 2006
Continuing operations mé’m £m
Current tax
UK corporation tax 1236 602
Foreign tax 31 23
Pnor year {50 9) (131)
DOeferred tax
Current year 797 646
Pnar year 198 80
Total tax charge for the year 17563 1220
2007 2006
Discontinued operations £m £m
Cuirent tax
UK corporation tax (A 4) 497}
Foreign tax 13 11
Pror year - 112
Deferred tax
Current year 90 (11 6}
Pror year 09 (183)
Total tax charge/(credit) for the penod 78 653)
The tables below reconcile the notional tax charge at the UK corporation tax rate to the effective tax rate for the year
2007 2006
Continuing cperations £m % £m %
Profit before tax 676 0 4451
Adjustment for share of resufts of associated company (187 -
657 3 4451
Tax at the UK corporation tax rate of 30 per cent 197 2 360 1335 300
Adjustments n respect of pror penods (31 1) 47 BNy 02
Net expense/{income) not deductible/{taxable) 92 14 64 {14)
Total tax charge and effeciive tax rate for the year 1753 267 1220 2r4
2007 2006
Discontinued operations €m % £m %
Profit/{loss) before tax 192 (171 1)
Tax at the UK corporation tax rate of 30 per cent 58 300 (513 300
Adjustments n respect of pror penods 09 48 (R} 30
Net expense/(income} not deductible/{taxable) 08) (41) 145 8 5)
Total tax charge/(credtt) and effective tax rate for the pencd
on trading profit/{loss) 59 307 (41 9) 245
Tax on loss on disposal of discontinued operations 19 (23 4)
78 (65 3)

A current tax credit of £31 1 millon (2006 £5 1 million) arose in the year folowing the agreement of prior year tax returns
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Notes to the consolidated financial statements continued

7 Discontinued operations

On 28 March 2007, the group sold the Vertex business as part of its declared strategy of concentrating on its core skills of managng water,
wastewater, electnoity and gas networks The purchaser was a consortium of US based private equity firms led by Oak Hill Capital Partners

and also including GenNx360 and Knox Lawrence International

The results of Vertex have been disclosed within discontinued operations 1 the group's financial staterrents The detailed trading results and
loss on dispesat of Vertex for the penod ended 26 March 2007 and the toss for the year ended 31 March 2006 are shown below Cashfiows

1N relation to discontinued operations are separately disclosed in the group's cashflow statement

Fenod ended Year encled
26 March 2007 31 March 2006
Vertax Vertex
Discontinued operations £m £m
Revenue
External sales 3034 3008
Intra-group sales 885 1196
Total revenue 3929 4204
Depreciation and amortisation (14 2) (37 5)
Other cperating expenses {363 7) {388 9)
Operating expenses {377 9) (426 4)
Operating profit/{loss) 150 60)
Investment income and finance expense 42 02
Profit/(loss) before taxation . 192 {58)
Taxation on (profit)/loss (59) 17
Profit/(loss) for the penod from discontinued operations 133 41
Loss on disposal of discontinued operations befora taxabion and assumption of deferred contingent consideration {65 1) -
Assumption of deferred contingent consideration (135 -
Loss on disposal of discontinued operations before taxation (78 6) -
Taxation on loss on disposal of discontinued operatons 19 -
Total loss for the penod from discontinued operations {67 2) {41)
Revenue from the group's discontinued operations was denved pnncipally from the United Kingdomn
Profit/{loss) before taxation includes profit generated from intercompany trading of £8 7 million (2006 £13 5 millon}
The net assets of Vertex at the date of disposal and at 31 March 2006 were as follows
28 March 3t March
2007 2008
£m £m
Intangible assets 2626 2333
Property, plant and equipment 214 251
Trade receivables 735 776
Retirement benefit obligations 63 -
Trade and other payables (53 4) (161 2)
Non-current abilities {142 5) (24 3)
1553 150 5%
Loss on disposal before taxation 78 6)
Repayment of intercompany debt 107 6
Transaction costs 86
Total fair value of consideration 192 9=

Note:

{1) The comparative net assets of the Vertax business have been presented on a bass consistent with the disposal balance sheet
(2) Total far value of consideration compnses cash of £208 4 millon fess the assumption of daferred contingent consideration of £13 5 million {see note 24)
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7 Discontinued operations continued

On 26 February 2008, the group sold the Your Communications’ business as part of its declared strategy of a progressive exit from the
telecoms market The purchaser was THUS Group plc and the consideration compnsed an intial consideration of 391,532,852 ordinary
shares with a market value of 15 5 pence each (in aggregate £60 7 million), together with the option to acquire up to a further 4 8 per cent
of shares In THUS Group plc dependent upon the future share pnce of THUS Group ple This option was valued at £13 2 rmilion at 31 March
2006 and 15 classified as a denvative asset (see note 18)

Pror to the sale, at 30 September 2005, on recogniion of the assets and liabiities 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 far value was recognised The
adustment to camying valus of £147 7 millon was allocated against praperty, plant and equipment £105 4 millon {see note 10}, goodwill

£24 4 million (see note 11) and other ntangible assets £17 9 millon (see note 12)

The results of Your Communications have been disclosed within discontinued operations in the group’s financial statements  The dstaled
trading results and gain on disposal of Your Communications for the penod ended 26 February 2006 are shown below Cashflows in relation
to discontinued operations are separately disclosed in the group’s cashflow statement

Period endacd
26 February 2006
Your Communications
Discontinued operations £m
Revenue
External sales 1636
Intra-group sales 118
Total revenue 1754
Depreciation and amortisation {181)
Other gperating expenses {162 2)
Operating expenses {180 3}
Operating loss 4 9)
Investment ncome and finance expense {127}
Loss before taxation {17 6}
Taxation on loss aa
Loss for the penod from discontinued operations 90
Adjustment to value before taxation {147 7)
Taxation on adjustment to value 316
Net adjustment to value {116 1)
Loss on disposal of discontinued operations QN
Taxation on loss on disposal of discontinued operations 234
Net profit on disposal after taxation 143
Total loss for the penod from discontinued operations {110 8)

Revenue from the group’s discontinued operations was denved pnncipally from the United Kingdom

The net assets of Your Communications at the date of disposal were as follows

26 February 2008

tm

Other mtangible assets 79
Property, plant and equipment 558
Inventones 74
Trade receivables 403

Retirement benefit obligations @3

Trade payables (25 7)

Non-current iabilities 02
. 772

l.oss on disposal before taxation @1
Total farr vatue of consideration satisfied by ordinary shares and contingent share options less transaction costs 681
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Notes to the consolidated financial statements continued

8 Dividends
2007 2006
£m £m
Amounts recognised as distnbutions 1o equty holders in the year compnse
Ordinary shares
Final dmidend for the year ended 31 March 2006 at 29 58 pence per share (2005 28 €1 pence) 2590 1720
Intenm dmdend for the year ended 31 March 2007 at 14 63 pence per share {2006 14 29 pence) 1283 1248
A shares
Final dvidend for the year ended 3t March 2006 at nil pence per share (2005 14 307 pence) - 47 4
3873 344 2
Proposed final dvidend for the year ended 31 March 2007 at 30 30 pence per share (2006 29 58 pence) 2666 2590

The proposed final dividends for the years ended 31 March 2007 and 31 March 2006 were subject to approval by equity holders of the
company and hence have not been included as liabilities n the financial statements at 31 March 2007 and 31 March 2006 respactively

n July 2005, following completion of the second stage of the nghts issue, the A shares were consolidated and reclassified as ordinary shares
on the basis of one ordinary share for two A shares (see note 23)

9 Earnings per share

2007 2006
£m £m
Profit for the year attnbutable to equity holders of the company - continuing and discontinued operations 4335 207 9
Adjustment for loss for the penod from discontinued operations 67 2 114 9
Profit for the year attnbutable to equity holders of the company - continung operations 5007 3228
2007 2006
pence pence
Earnings per share from continuing and discontinued operations
Basic 49 4 243
Diluted 492 242
Earnings per share from continuing operations
Bast«c 571 378
Diluted 569 376
Earnings per share from discontinued operations
Basic 77 (13 5)
Diluted {77 {13 5)

Basic earnings per share have been calculated by dmding profit for the financial year attnbutable to equity holders of the company by 876 8 million,
being the weighted average number of shares in 1ssue dunng the year (2006 853 9 milion)

Diluted earnings per share have been caiculated by dviding profit for the financial year attnbutable to equity holders of the company
by 880 6 million, being the weighted average number of shares in 1ssue dunng the year including dilutive shares (2006 858 4 mifion)
The dilutive adjustment has not been applied where the result 15 a loss per share due to its ant-dilutive effect

The difference between the weighted average number of shares used in the basic and the diluted earmings per share calculations represents
those ordinary shares deemed to have been 1ssued for no consideration on the cenversion of all potential dilutive ordinary shares in
accordance with IAS 33 'Earnings Per Share'

The weighted average number of shares can be reconciled to the weighted average number of shares including dilutive shares as follows

2007 2006

million mulkon

Average number of ordinary shares 1n 1Ssue — basic 8768 8539
Average nurmnber of potentially dilutive ordinary shares under option 57 91

Number of ordinary shares that would have been 1ssued at far value {19 (46)
Average number of ordinary shares — diluted 8806 858 4
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10 Property, plant and equipment

Fixtures
fithngs Assets in

Land and Infrastructure Operational toois ang coursa of

bundu;:gs asseals assets aqupment construction Total
Group m £m £m m £m £m
Cost
At 1 Apnl 2005 3521 30268 5,476 1 5457 1,207 2 10,6807 9
Additions 97 47 9 1734 387 2697 539 4
Acquistions - - - 48 - 46
Transfers 53) 1367 5016 241 ®727) (15 6)
Disposals {119 {13 4) (286 5) (100 8) (14 Q) (426 6)
Currency translation differences 01 26 032 [} 01 27
At 31 March 2006 3447 32006 5,864 4 512 4 790 3 10,712 4
Additions a0 533 1527 475 4232 6857
Transfers 64 1356 316 5 173 475 8) -
Disposals (13 1) {7} {23 2) {118 0) 67 {162 7)
Currency transiation differances 02 {19 - ©4) - 23
At 31 March 2007 346 8 3,386 9 63104 457 8 30 11,2329
Accumulated depreciation
At 1 Apnl 2005 1052 683 1,670 3 2896 - 21334
Charge for the year 126 273 1925 458 - 27182
Transfers (7 8) - on 20 - 99
Disposals 61} 50 (238 4) B27) 71 {332 3)
Adjustment to value (see note 7) - - 888 95 71 1054
Currency translation differences - 06 ©1) 02 - 07
At 31 March 2006 1039 912 17130 260 4 - 2,168 5
Charge for the year 124 87 192 2 48 5 - 2818
Transfers - 2 1) - 21 - -
Disposals 67 @2 (133 (92 6) - (1128
Curmrency translation differences - 086 - 02 - 08
At 31 March 2007 1096 1182 18919 2186 - 23383
Net book value at 31 March 2007 2372 3,2687 44185 2392 7310 8,894 6
Net book value at 31 March 2006 2408 3,109 4 4,151 4 2520 7903 8,543 9

The carrying amount of the group’s operational assets includes an amount of £66 0 million (2006 £68 1 million) In respect of assets held
under finance leases

At 31 March 2007, the group had entered into contractual commitments for the acqursition of property, plant and equipment amounting to
£370 7 milhon (2006 £183 1 milion}

Fixtures

fittings

toots and

equipment

Company Em

Cost

At 1 Apnl 2005, 31 March 2006 and 31 March 2007 48
Accumulated depreciation

At 1 Apnl 2005 and 31 March 2006 40

Charge for the year 02

At 31 March 2007 42

Net book value at 31 March 2007 06

Net book value at 31 March 2006 08

The company had no contractual commitments for the acquisition of property, plant and equipmant at 31 March 2007 or at 31 March 2006
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Notes to the consolidated financial statements continued

11 Goodwill

Group £m
Cost

At 1 Apnl 2005 1006
Additions 755
Adustment 10 value (see note 7) (24 4)
Currency translation differences 14
At 31 March 2006 1531

Additions 32
Impairment 0 8)
Disposals {(1497)
Currency translation differences 08
At 31 March 2007 50

Goodwill 15 subject to imparrment testing annually, or more frequently if there are indications of impaimeant  The recoverable amounts of cash

generating units (CGUs) are determined from value-n-use calculations that use amounts from approved budgets and plans for the next five years
and extrapolate cashflows for a further five years based on an estimated growth rate of 2 8 per cent The discount rate applied to the cashflow
projections was 12 0 per cent (2006 11 9 per cent) The range of growth rates used of 2 8 to 50 per cent (2006 2 5 to 3 0 per cent) was based

on industry growth rates

Goodwill 1s allocated to the appropnate CGU according to the business segrment The net book vatug of goodwill by these segments was

as follows

Group i N

United Utiities Contract Solutions 50 62

Vertex {discontinued operation) - 148 9
50 1531

Dunng the year, an impasrment of £0 8 millon was recognised within discontinued operations in respect of goodwill related to First Revenus

Assurance LLC, a subsiiary of Vertex (2006 £nil)
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12 Other intangible assets

Computer

software Other Total
Group tm £m m
Cost
At 1 Apnl 2005 3937 107 8 5015
Additons — internally generated 12 - 12
Additions - purchased 517 03 520
Acquisitions 57 834 99 1
Disposals (159 9) (70 6} (230 5)
At 31 March 2006 2024 1309 423 3
Addtions - purchased 222 18 240
Disposals 857} {113 4) {199 1)
Currency translation differences - (o)g} o7
At 31 March 2007 2289 186 2475
Amortisation
At 1 Apnl 2005 2503 58 4 3087
Charge for the year 455 147 602
Disposals (138 4) {61 3) {1997)
Adjustrnent to value (see note 7) - 179 179
Al 31 March 2006 1574 297 187 1
Charga for the year 120 80 209
Disposals 44 5) 3123 (767)
Curency translation differences - ©3 03
At 31 March 2007 1249 71 1320
Net book value at 31 March 2007 104 0 115 1155
Net book value at 31 March 2006 1350 02 2362

At 31 March 2007, the group had entered into contractual commitments for the acquisition of other intangible assets amounting to £nil (2006
£3 0 million) The company had no contractual commitments for the acquisition of other iIntangible assets at 31 March 2007 or at 31 March 2006

The ‘other’ intangible assets category relates manly to customer related intangibles such as customer contracts and customer lists

13 Investments

Non-current asset investments

Other

Assocate Investments Total
Group £m em Em
At 1 Apnl 2005 - 97 7
Addrtions 607 857 146 4
Disposals - {0 4) O 4}
Revaluation - 146 146
Exchange adjustments - 04 04
At 31 March 2006 607 1100 1707
Addnions ) 43 - 43
Disposals - {0 4) ©4)
Revaluation - 289 29
Share of results of associated company 187 - 187
Exchange adjustments - (0 4) {0 4)
At 31 March 2007 837 1181 2018

0On 26 February 20086, the group acquired 391,532,852 ordinary shares in THUS Group pic as constderation for the sale of the Your
Communications’ business (see note 7) This investment, i Iisted equity sscunties, presents the group with opportunity for return through
dmdend income and trading gains  These secunties have no fixed matunty or coupon rate

Dunng the year the number of shares held in THUS Group plc was reduced to 39,153,285 as part of a ten for one share consolidation

On 1 February 2007, the group receved a further 2,274,701 shares with a far value of £4 3 rmuflion in THUS Group plc as a resuit of the
vasting of part of the option recaved as part of the consideration for the sale of the Your Communications’ business
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Notes to the consolidated financial statements continued

13 investments continued

On 1 June 2005, the group acquired a 15 O per cent sharehclding In Northern Gas Networks Holdings Limited In the opinion of the directors,
there 1s no matenal difference between the book and fair values of this investment

The group's 22 6 per cent (2006 21 7 per cent) Investment in THUS Group plc qualifies as an associate in accordance with 1AS 28
‘Investrnents in Associates” Equity accounting has been applied in respect of this mvestment In the group's financial statements for the year
ended 31 March 2007 The group’s share of the post acquisiion results for the five weeks ended 31 March 2006 has not been separately
disclosed In the Income statement or statement of recognised income and expense for the pnor year, on the grounds of matenality

The far values of the group’s financial instruments are shown n note 18

Details of pnncipal operating subsidiary undertalongs, unlisted joint ventures and associates, are set out below These undertakings are
included within the consolidated group financial statements

Clagsof share  Proporton of share capital  Nature of
capital held ownedivoting nghts % busness

Subsidiary undertakings
Great Bntain
United Utilihes Water PLC Ordinary 1000 Water and wastewater services ard

network management
United Utities Blectnesty PLC Ordinary 1000 Electncity distnbution and related services
United Utilties International Lirited Ordinary 1000 Consuting services and project management
United Utiliies Faciites Management Limited Ordinary 1000 Facities management
United Utiltes Waste Management Limited Ordinary 1000 Wastle management
United Utilities Industnal (Gwent) Limited Ordinary 1000 Waste management
Unted Utilbes Industnal Limaed Ordinary 1000 Water treatment operations
United Utites Property Solutions Limited Qrdinary 10007 Property managerment
United Utilities Operational Services Limited Ordinary 1000 Cperaton and manienance of water

and wastewater assets of Dwr Cymn
United Utilitties Operational Services {Hightand) Lienited Ordinary 1000 OCperation and mantenance of wastewater assets
Unitted Utilities Operational Services (Tay) Limited Ordinary 1000 Cperation and maintenance of wastewater assets
Urited Utiibes Cperational Services (Moray) Limited Ordinary 1000 Cperation and mantenance of wastewater assets
United Utilities Networks Lmited Ordinary 1000 Mutti-utity meterng and network operations
United Utilties Operations Limited Ordinary 1000 Operation and maintenance of Northern Gas Networks’

gas assets and management of capial programme
Australia
United Utilites Australia Pty Limited QOrdinary 1000 Water treatment operations, techricat and

management services
United Utiltes Macarthur Cperations Pty Limited Ordinary 1000 Technical and management services
Yabulu Water Pty Limited Ordinary 1000 Technical and management services
UU Victor Harbor Pty Limited Orcinary 1000 Wastewater treatment operations
UL Onkapannga Pty LUmited Ordinary 1000 Technical and management services
Joint ventures
Great Bntain
Catchment Lirmited Ordinary 500 Contract operations and mantenance senvices
Catchment (Tay) Limited Ordinary 330 Contract operations and mantenance semvces
Catchment (Moray) Limied Ordinary 330 Caontract operations and mantenance senvices
Meter Fit (North West) Limited Ordinary 5G0 Metenng installation services
Meter Fit (North East) Limited Ordinary 500 Metenng instaltation services
ULGM Limied Ordinary 600 Consulting services and project management
4Delvery Limded Ordinary 400 Consutting services and project managemenit
Austraha
Yan Yean Water Pty Limited Ordinary 500 Water treatment operations
Macarthur Water Pty Limited Ordinary 500 Water treatment operations
Rrverland Water Pty Limited Crdinary 500 Water treatment operations
Campaspe Asset Managerment Services Pty Limited Crdinary 500 Asset management and water treatment
Estonia
AS Tallinna Vesi Ordinary 265 Contract operations and mantenance sences
Bulgana
Sofiyska Voda AD Ordinary 57 8 Contract operations and mantenance sences
Poland
Agua SA Crdinary 332 Contract operations and mantenance sernvices
Associate
Great Bntain
THUS Group plc Ordinary 226" Telecommunications

Shares are held by subsidiary undertalangs, excapt where marked with an asterisk where shares are held chractly by United Utities PLC
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13 Investments continued

A full st of the company’s subsidiary undertakings IS included within the company's annual return, which will be filed with the Registrar of

Companies by 8 August 2007

In relation to the group'’s interests in joint ventures and the financtal performance of the group's associate, the assets, labilites, gross ncome

and expenses are summarnsed below

Group share ot Group share of

Associate Agsociate jont ventures jaint ventures

31 March 2007 31 March 2006 31 March 2007 31 March 2006

£m £m £m £m

Non-current assets 5104 4440 2746 2638
Current assets 144 4 1868 1103 106 9
Non-current llabilties 51 4) (101 4) (222 6) (215 6)
Current habiies {132 2) (143 8) 81 1%) {69 4)
4712 3856 812 857

Group share of Group share of

Associate Agsociate jomnt ventures ot ventures

2007 2006 007 2006

£m m tm m

Gross income 5327 3500 204 2 1853
Expenses (547 B) {378 3) {188 1) (152 4)
Taxation 696 - (3 4) 28)
Post tax results — continuing 545 (283) 127 101
Pest tax results — discontinued 294 21 - -
Profit/{loss) for the year 839 (262) 127 101

The joint ventures and associate hava no significant contingent labilties to which the group 1s exposed and the group has no significant

contingent liabilities in relation to 1ts interests In the joint ventures and associate

Non-current asset investments

Shares n
subsichary
Associate undertakings Total
Company £m £m m
At 1 Apnl 2005 - 4,8331 4,833 1
Additions 739 5947 668 6
Al 31 March 2006 738 5,427 8 ES501 7
Rectassification to denvatives (132) - (132
Additions 43 - 43
Disposals - (224 5) {224 5)
At 31 March 2007 650 5,203 3 5,268 3

Current asset investments

Current asset investments compnse properties held by the group for development and sale of £38 5 milion (2006 £29 7 midlion)

14 Inventones

2007 2006
Group £m £m
Raw matenals and finshed goods 108 94
Work in progress 135 188

243 28 2
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Notes to the consolidated financial statements continued

15 Trade and other receivables

Group Company
2007 2006 2007 2006
£m £m £€m £m
Trade recewables 1615 2314 17 -
Amounis owed by subsidiary undertakings - - 988 8 1,110 2
Amounts owed by related parties 119 06 - -
Other debtors 06 382 - 183
Prepayments and accrued income 2358 2419 31 21
4388 5121 993 6 1,130 6

Tradse and other receivables have been anatysed betwesn non-current and current as follows
Group Company
2007 2008 2007 2006
m £m £m £m
Non-current 216 220 - -
Current 418 2 490 1 993 6 11306
4398 5121 9936 1,1306

Trade recevables do not camry Interest and are stated net of altowances for doubtful recenvables of £147 7 milion (2006 £155 6 mullion)
The group has no significant concentration of credit nsk with exposure spread over a large number of customers

The directors consider that the carnang amount of trade and other receivables approximates to their far value

The average credit penod taken on sales 15 28 days (2006 35 days)

16 Cash and cash equivalents

Group Company

2007 2006 2007 2006

£m £m €m m

Cash at bank and in hand 733 1270 52 1204
Short-term bank deposits 23300 1,386 5 3315 -
Gash and short-term deposits 24033 15135 3367 1204
Bank overdrafts (included in borrowings, see note 17) (62 6) (69 6) - -
Cash and cash equivalents in the cashflow staterment 23407 1,443 9 3367 1204

The effective interest rate on short-term deposits dunng the year ended 31 March 2007 was 3 91 per cent (2006 4 30 per cant) These
deposits have a weighted average matunty of 27 days (2006 13 days} in the years ended 31 March 2007 and 31 March 2006, short-term
deposits included a signficant ameunt denominated in Japanese yen Excluding the mpact of the Japanese yen deposits, the effective
interest rate on short-term deposits denominated N sterling was 4 91 per cent (2006 4 59 per cent}

17 Borrowings
Group

This note prowdes information about the contractual terms of the group's loans and borrowings For more informatron about the group's
exposure 1o Interest rate and foreign currency nsk, see note 18

2007 2006
Group £m m
Non-current habilities
Bonds 4,080 3 42529
Bank and other term borrowings 7113 7530
Finance lease obligations 633 752
4,854 9 5,081 1
Current ltabihties
Bonds 696 7 197
Eurc-commercial paper 4516 2183
Bank and other term borrowings 286 6 306 2
Bank overdrafts 626 696
Finance lease obligations 120 53
1,5095 6191
6,364 4 5,700 2
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17 Borrowings continued

Terms and debt repayment schedule
The pnncipal economic terms and condiions of outstanding loans and borrowings were as follows

a

2007 2006
o S e
Group Currency matunty £m £m
Borrowings n fair value hedge relationships
5 625% 300m bond GBpP 2027 2959 3176
5% 200m bond GBP 2035 188 4 2024
5 25% 150m bond GBP 2010 1458 1489
5 375% 150m bond GBP 2018 1429 1508
6 625% 1,000m bond EUR 2007 6738 6909
4 875% 600m bond EUR 2009 403 4 4204
4 25% 500m bond EUR 2020 ke B 3376
6 45% 500m bond UsD 2008 2557 217
5 375% 350m bond usD 2019 1706 190 4
4 55% 250m bond usp 2018 1137 1261
5 02% 10,000m reverse dual currency bond JPY 2029 539 608
0 44%+HIBOR 150m {floating) bond HKD 2007 98 11
Bommowings in cashflow hedge relatonships
EIB 90m (floating) loan - 5 6% GBP 2013 900 801
Borrowings designated at fair value through profit and loss
8 875% 250m band GBP 2026 3447 3589
6 875% 400m bond uso 2028 2175 2401
0 705% 3 000m bond JPY 2008 129 147
1 135% 3,000m bond JPY 203 1256 136
0 75% 1,000m band JPY ' 2007 - 49
Bommowings measured at amortised cost
1 97%+RPI 200m IL bond GBP 2016 2007 -
8 875% 200m bond GBP 2026 1949 1949
1 9799%+RPI 100m IL bond GBP 2035 1047 1015
1 7829%-+RP1 100m IL bond GBP 2040 1036 1005
1 5802%-+RP1 100m I bond GBP 2042 1033 1000
1 4746%+RPt 100m IL bond GBP 2046 1030 -
1 847%+API 100m IL bond GBP 2056 1025 -
1 815%+RPI 100m IL bond GBP 2056 1021 -
1 662%+RPI 100m IL bond GBP 2056 1019 -
3 375%+RPI 50m IL bond GBP 2032 554 548
1 3258%-+API 50m I_ bond GBP 2041 517 501
1 397%+RPI 50m IL bond GBP 2046 516 501
1 5366%+API 50m IL bond GBP 2043 515 -
1 7937%+API 50m IL bond GBP 2049 514 -
1 5865%+API 50m IL bond GBP 2056 509 -
1 556%+RP! 50m IL. bond GBP 2056 506 -
1 435%+RPI 50m IL bond GBP 2056 505 -
1 3805%+RPI 35m IL bond GBP 2056 353 -
Commission for the New Towns loan ~ 14 83% GBP 2053 2 314
1 991%+RP| 26m IL bond GBP 2056 254 -
0 24%+LIBOR 6 5m (floating} bond GBP 23 65 65
4 21% 10m bond EUR 2008 68 70
0 385%+LIBOR 10m (floating) bond usD 2008 51 58
0 365%-+L1BOR 10m (floating) bond usD 2009 51 58
0 765% 3,000m bond JPY 2006 - 147
Long-term bank borrowings floating — 5 41%-5 608% GBP 2007-2012 2530 256 0
Long-term bank borrowings - 6 55%-6 89% GBP 2007-2008 2100 2236
Euro-commercial paper — 5 34%-5 65% GBP 2007-2008 659 1900
Euro-commercial paper — 3 8%-3 914% EUR 2007-2008 3828 139
Euro-commercial paper — 5 452% uso 2007-2008 29 144
Long-term debt issued by joint ventures vanous Vanous 2130 20863
Commutted facilities — drawn GBP 2007 - 2518
Other borrowings
Finance lease obhgations - 4 26% GBP 2014 753 805
Bank overdrafts GBP 2007 626 696
6,364 4 5,700 2

Abbreviations used m the above table are defined on page 97

United Utidhes Annual Report & Accounts 2007

M3IAI] SSALISNY |

QIUBUIDACD | |

o
=]
=
>
o.
ER
“a
™
=
T
3
=
o
3
=
o

SI3P|OYaJRYS J0) LOIBLIIOMW| i




o6

Notes to the consolidated financial statements continued

17 Borrowings contnued

Loans and borrowings arg unsecured Funding raised in currencies other than stering 1$ generally swapped to sterking to match funding costs

to Income
The fair values of the group’s financial instruments are shown in note 18

Borrowing facilities

The group had avallable committed bank faciities of £1,300 O million at 31 March 2007 {2006 £1,000 0 million) of which £1,297 2 milkon
was unutiksed (2006 £745 4 milion) The utiisation of £2 8 millon as at 31 March 2007 represents guarantees against off-balance sheet
liabiites dstaded on page 33 As at 31 March 2006, the group had drawn £251 8 milkon in addition to the guarantees of £2 8 milion Of the
amounts unutihsed, £125 0 millon expres within one year (2006 £295 0 milkon}, £100 0 milion expires after one year but In less than two
vears (2006 £125 0 milkon), and the remaining £1.072 2 million expires in more than two years (2006 £325 4 milion) Bank overdrafts are

repayable on demand

Finance lease obhgations
Finance lease liabilities are payable as follows

Prasent value of

Group Minimum lease payments minimum lease payments
2007 20068 2007 2006
Em £m £m £m

Amounts payable under finance leases
within one year 120 53 120 53
In the second 1o fifth years inclusive 54 4 518 438 329
After five years K1l ] 526 195 423
982 1097 753 BOS
Less future finance charges {22 9) (29 2) - -
Present value of lease obligations 753 BOS 753 B80S
Less amount due for settlernent within 12 months (120) 53
Amount due for settlement after 12 months 633 752

Finance lease abligations relate to operational assets Interest rates implicit n the minmurm lease payments were fixed on completion of the
asset bulld when the pnmary penod of the lease cormmenced In addition, contingent rentals are erther payable or recenable, which adust

the minimum lease payments te reflect changes in future market rates of intarest Thesa contingent rentals are recogrised as an increase or
reduction in finance expense In the penod to which they relate Contingent rentals recogrised as a reduction In finance expense in the year total
£3 4 milion {2006 £3 5 milion) The net finance charge for the year, after adjusting for contingent rentals, was £2 9 milion (2006 £3 5 million)
{see note 5) and the sffective borrowing rate (after adjusting for contingant rentals) for the year was 4 260 per cent {2006 4 467 per cent)

The average remaning lease term Is seven years (2006 eight years)

In additron, the minimum lease payments are subject to adjustment for future tax changes Any adjustment to the rentals 1s recognised as an

increase or reduction i the future finance expense over the remarning term of the lease

The group’s obligations under finance leases are unsecured

The mimimum fease payments for 2008 have been re-presented o show separately grass payments and future finance charges

The directors consider the farr value of the group’s lease obligations approximate to therr carrying value

Company
The following analysis provides inferrmanion about the contractual terms of the company’s loans and barrewings
2007 2006
Company £€m £m
Non-current habititias
Bonds 7641 8800
Bank and other term borrowings 11 09
7652 8809
Current habilities
Eurc-commerctal paper 451 6 2183
Bonds 129 81
Bank and other term borrowings - 2518
Amounts owed to subsidiary undertakings 4635 -
9280 4782
1,683 2 1,359 1
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17 Borrowings continued

Terms and debt repayment schedule

The pnncipal economic terms and conditions of outstanding loans and borrowings were as follows

2007 2006
R B
Company Currency matunty £m £m
Borrowings In fair value hedge relationships
8 45% 500m bond usD 2008 2557 2N7
5 375% 350m bond usD 2019 1706 190 4
4 55% 250m bond usD 2018 1137 126 1
Borrowings designated at fair value through profit and loss
0 705% 3,000m bond JPY 2008 129 147
Borrowings measured at amortised cost
8 875% 400m bond uso 2028 2006 240 1
4 21% 10m bond ELR 2008 68 70
0 24%+LiBOR 6 5m (floating} bond GBP 2013 65 6 5
0 385%+LIBOR 10m {floating) bond usD 2008 51 58
0 365%+LIBOR 10m (floating) bond uso 2009 51 58
Long-term bank borrowings floating — 5 41%-5 608% GBP 2009 11 09
Euro-commercial paper - 5 34%-5 65% GBP 2007-2008 659 1900
Euro-commercial paper - 3 8%-3 914% EUR 2007-2008 3828 139
Euro-commercial paper ~ 5 452% Uso 2007-2008 29 144
Committed facilities - drawn GBP 2007 - 2518
Amounts owed to subsidiary undertakings GBP va 463 5 -
1,693 2 1,359 1

Notes

Base interest rates

LIBOR
HIBOR
EB

Currency
GBP
EUR
HKD
UsD

JPY

London Interbank Offered Rate {Source Bntish Bankers Association)

Hong Kong Interbank Offered Rate (Source Hong Kong Association of Banks)

European Investment Bank rate

pound sterling

euro

Hong Kong doltar
United States dallar
Japanese yen

Index-nked debt
Index-inked debt — Tris debt 15 adjusted for movaments n the Retal Pnce index with refarence to a base Retal Pnce Index establishad at trade date
The UK general index of retal pnces (for all tems) as published by the Office for National Statistics {(Jan 1987=100) as published by HM Governmant

L
RPI

Loans and borrowings are unsecured Funding raised in currencies other than sterling 1s generally swapped to sterting to match funding costs

to Income

The far values of the company’s financial instruments are shown in note 18

Borrowing facilities

The company had available committed bank faciites of £850 0 millien (2006 £510 0 milion) of which £847 2 millon was unutiised at

31 March 2007 (2006 £255 4 million) The utiisation of £2 8 millon as at 31 March 2007 represents guarantees against off-balance sheet
llabiities detalded on page 33 As at 31 March 2006, the company had drawn £251 8 million in addition to the guarantees of £2 8 millon Of the
amounts unutiised, £80 0 millon expires within one year (2006 £100 0 milion), £50 O milllon expires after one year but In less than two years
(2006 £55 0 milion), and the remaining £717 2 milion expires in more than two years (2006 £100 4 millon) Bank overdrafts are repayabie

on demand
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Notes to the consolidated financial statements continued

18 Financial instruments

Exposure to credit, interest rate and foreign exchange nsks anses In the normal course of the group’s business Denvatives are used to hedge
exposure to fluctuations In interest rates and foreign exchange rates

Risk management

The prnmary financial nsks faced by the group are interest rate nsk and currency nsk The board has reviewed and agreed policies for
managing each of these nsks, as summansed below The board has also approved all of the classes of fnancial Instruments used by the
group The group’s treasury function, whsch 1s authonsed to conduct the day-to-day treasury actmvities of the group, reports at least annually
to the board The use of financial denvatives 1s governed by the group's policies, which are approved by the board and prowvide wntten
prnciples on the use of finanoal denvatves

All of the group’s actvities involve analysis, acceptance and management of some degree of nsk or combtnation of nsks The most important
types of financial nsk are credit nsk, iquidity nsk and market nsk Market nsk includes currency, interest rate and equity pnce nsks

The group's nsk managemeant policies are desighed to identify and analyse thess nsks, to set appropnate nsk mits and controls and to monitor
the nsks and bmits continually by means of reliable and up-to-date systems The group medifies and enhances its nsk management policies and
systemns to reflect changes in markets and products The board formulates a hwgh level group nsk management policy, menitors nsk and
receives reports that allow 1t to review the effectivenass of the group's nsk management policy

Credit nsk

Credit nsk 15 the nsk that financial loss anses from the falure of a customer or counterparty to meet its financial cbligations under a contract
It anses pnncipally from lending, trade finance and leasing activities The group has dedicated standards, policies and procedures to control
and monitor all such nsks

The counterparties under these actmties consist of financial institutions and cther bodies with good credit ratings  Although the group 1s potsntially
exposed 1o credit loss in the event of non-performance by these counterparties, credit nsk 1s controlled through credit rating reviews and by
Iimiting the total amount of exposure to any one party Management does not anticipate that any counterparty will fail to meet its obligations

The group does not believe that it 1s exposed 10 any matenal concentrations of credit nsk The maximum exposure to credit nsk is represented
by the carrying amount of each financial asset, ncluding denvatives, in the balance sheet

Liquidity nsk

Liquidity nsk 1s the nsk that the group will not have sufficient funds to meet its financial obligations or commitments The group mantans a
strong lquidity position and manages the lquidity profile of its assets, llablites and commitments so that cashflows are appropnately balanced
and all financial obligations are met when due

Market nsk

Market nsk 1s the nsk that movements in market rates, including foreign exchangse rates, interest rates, equity and commodity pnces will
reduce the group’s ncome The management of market nsk 15 undertaken using hmits approved by the chief financial officar under delegated
authenty from the board

The group borrows In the major global debt markets in a range of currencies at both fixed and floating rates of interest, using denvatves,
where appropnate, 10 generate the desired effective currency profile and interest basis

fnterest rate nsk

The group’s fixed rate borrowings are exposed to a nsk of changa in therr fair value due to changes in interest rates The group's floating rate
borrowings are exposed to a nsk of changs in cashflows due to changes in intersst rates Investmenis in equity secunties and short-tarm
receivables and payables are not exposed to interest rate nsk

The group uses interest rate swap contracts and financial futures to hedge these exposures

Under an interest rate swap, the group agrees with another party to exchange at specific intervals the difference between fixed rate and
floating rate interest amounts calculated by reference to an agreed notional pnncipal amount The notional prncipal of these instruments
reflects tha extent of the group’s involvement In the INstruments, but does not represent its exposure o cradit nsk, which 15 assessed by
reference to the far valus

Non-current asset investments, frade and other receivables and trade and other payables are not directly exposed to interast rate nsk

Currency nsk
The group 1s exposed to currency nsk on borrowings that are denominated in currencies other than the respective functional currencias
of group entties The group utilises cross-currency swap contracts o hedge this exposure

Under a cross-currency swap, the group agrees with another party to exchange the pnncipal amount of two currencies, together with
interest amounts # the two currencies agreed by reference to a specific nterest rate basis and the prnaipal amount The pncipal of these
instruments reflects the extent of the group’s involvernent in the iInstruments, but doas not represent s exposure to cradit nsk, which

1S assessed by reference to the far value

As noted above, the group uses denvatives to manage its exposure to currency nsk on its borrowings  Subsidiary undertakings make no
significant sales or purchases in currencies other than therr functional currencies  Accordingly, the group has no matenal unhedged foreign
CUITency exposures

Hedging
The group adopts a policy of ensunng that approximately 80 per cent of its borrowings 15 on a fixed rate basts over the five-year regulatory

penod [nterest rate denvative financial instruments have been entered into to achweve an appropnate mix of fixed and floating rate exposure
The residual short-term interest rate exposure 18 hedged using exchange traded financial futures

Urited Utities Annual Report & Accounts 2007




18 Financial instruments continued
The denvative financial iInstruments utiised by the group to achiave the hedging of these exposures can be summansed as follows

Interest rate swaps
Interest rate swaps are used to manage the interest rate profite of borrowings in order to reduce the financial nsk to the group from potential
future changes n medium-term nterest rates

Interest rate and cross-currency swaps are denominated in sterling, United States dollars, Japanese yen, euro and Hong Kong dofars and
mature betwesn 2007 and 2035 Swaps are executed in conunction with bond 1ssues {0 ensurs that the combined cashfiows equate to
floating stering In these cases, nterest on the swap 1s receved to caincide with bond interest payments which are generally annual on fixad
rate bonds Interest recenved on these swaps will maich the nominal interest paid on the bonds, these rates are detalled in borrowings note 17
“Terms and dabt repayment schedule’ The floating sterling side payable on these swaps will generally occur semi annually Taking into
account the latest fixings prior to year end, rates range from 5 73 ta 7 30 per cent on these floating legs Additonally, swaps are executed to
fix floatng rate cashfiows over the regutatory penod Cashflows on these regulatory swaps will concide with the floating cashflow it 1s intended
to fix Interest receved on these regulatory swaps 1s floating stering and the fixed payable side ranges from 4 81 to 5 67 per cent

Financial futures
Financial futures are used to manage the group’s exposure to possible future changes in short-term interest rates The financial future
contracts are traded on the Londen International Financial Futures and Options Exchange

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 reasonably certain

Cross-currency swaps
The group uses cross-currency swaps to hedge currency exposures where dabt s raised in one currency to fund business activity in a
different currency

The group doses not use denvative financial Instruments for speculative purposes, and has not pledged collateral in relation to any of its
denvative Instruments The denvative financial Instruments do not contain any early settlerment or termination options

Thoss denvatve nstruments that are not part of a designated and effective hedging relationship are classified as held for trading and are
therefore measurad at far value through profit and loss Where farr value hedges exist they are designated as a hedge of interest rate nsk
and/or currency nsk

The cashflow hedge relates to the management of cashflow on a particular floating rate loan over the regulatory penod to 2010 The group
largely manages all of its financing cashflows over the observed five-year regulatory penod, howsver, the majonty of these economic hedges
do not qualify for hedge accounting as they would be overlaid onto transactions which are already within far value hedge relationships

Unnred Utdities Annual Report & Accounts 2007
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Notes to the consolidated financial statements continued

18 Financial instruments continued

Effective interest rate and repncing analysis

tn respect of Interest beanng financial labiities, the following tables Indicate their average effective Interest rates at the reporting date and the

penods in which they mature or, if earlier, repnce

Average
& “m 1 yoer 12 2-3 3-4 4-5 ﬂ:‘;.nmg
Alr:?iuﬁarch 2007 qu Tt;g e yagns yeas::'ns Yo yms:rr:: b
Borrowings in hedge relationships
Fixed rate instruments
5 625% GBP 300m bond due 2027 569 2059 - - - - - 2859
5% GBP 200m bond due 2035 512 188 4 - - - - - 188 4
5 25% GBP 150m bond due 2010 534 1458 - - 1458 - - -
5 375% GBP 150m bond due 2018 544 1429 - - - - - 1429
6 625% EUR 1,000m bond dua 2007 649 673 8 6738 - - - - -
4 875% EUR 600m bond due 2009 510 403 4 - 403 4 - - - -
4 25% EUR 500m bond due 2020 438 a7 - - - - - a7
6 45% USD 500m bond due 2008 664 2557 - 2557 - - - -
5 375% USD 350m bond due 2019 557 1706 - - - - - 1706
4 55% USD 250m bond due 2018 47 1137 - - - - - 1137
5 02% JPY 10,000m reverse dual currency bond due 2029 502 539 - - - - - 539
Effect of swaps “ 613 - 2,0920 (8591) (1458) - - (1,287 1)
Floating rate instruments
EIB 90m loan due 2013 o 560 800 %00 - - - - -
HKD 150m bond due 2007 o 471 98 98 - - - - -
Effect of swaps 499 - (800) - 900 - - -
28656 27756 - a00Q - - -
Borrowings designated at fair value through profit and loss
Fixed rate instruments
8 875% GEP 250m bond due 2026 587 3447 - - - - - 3447
6 875% USD 400m bond due 2028 710 2175 - - - - - 2175
0 705% JPY 3,000m bond due 2008 o7 29 129 - - - - -
1 135% JPY 3,000m bond due 2013 114 t25 - - - - - 125
Effect of swaps “ 659 - 5747 - - - - (5747
5876 5876 - - - - -
Berrowings measured at amortised cost
Fixed rate instruments
8 B75% GBP 200m bond dus 2026 916 194 9 - - - - - 1949
4 21% EUR 10m bond due 2008 426 68 - 68 - - - -
Commussion for the New Towns loan - 14 83% 1140 312 02 02 02 02 03 301
Long-term bank borrowings 672 2100 2050 50 - - - -
Eure-commercial paper a 560 4516 4516 - - - - -
Other debt 631 769 147 - 01 - - 621
Floating rate instruments
USD 10m bond due 2008 574 51 51 - - - - -
USD 10m bond due 2009 573 51 51 - - - - -
Long-term bank borrowings m 5 56 2530 2530 - - - - -
Finance lease obbgations 426 753 753 - - - - -
GBP 6 5m bond due 2013 o 594 65 65 - - - - -
Bank overdrafis @ Vanous 626 62 6 - - - - -
Other debt A Vanous 134 ¢ 1348 - - - - -
Loan notes 4 56 12 12 - - - - -
11,5151 1,2152 120 03 o2 03 287 1
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18 Financial instruments continued

Average
effective More
interast 1 year 1-2 2-3 3-4 4-5 than 5
gtr:?!uﬂamh 2007 m'tag Togrjn i ‘ﬁ Yo Yo yﬁ Yoo ”ﬁ
Borrowings measured at amortised cost (continuad)
index hinked instruments
1 97% GBP 200m iL bank loan due 2016 8 197+API 2007 2007 - - - - -
1 9799% GBP 100m IL bond dus 2035 a 1 9793+API 1047 1047 - - - - -
1 7829% GBP 100m IL bond due 2040 & 17829+RPI 1036 103 6 - - - - -
1 5802% GBP 100m IL bond due 2042 8 15802+RPI 1033 1033 - - - - -
1 4746% GBP 100m IL bond due 2046 ® 1 4746+RAPI 1030 1030 - - - - -
1 847% GBP 100m IL bond due 2056 = 1 847+RPI 1025 1025 - - - - -
1 815% G8P 100m IL bond due 2056 b 1 815+API 1021 102 1 - - - - -
1 662% GBP 100m IL bond due 2056 o 1 662+RPI 10189 1019 - - - - -
3 375% GBP 50m IL bond due 2032 o 3 375+API 554 554 - - - - -
1 3258% GBP 50m IL bond due 2041 a 1 3258+RPI 517 517 - - - - -
1 397% GBP 50m IL bond due 2046 A 1397+RPI 516 516 - - - - -
1 5366% GBP 50m IL bond due 2043 o 1 5366+RPI 5186 515 - - - - -
1 7937% GBP 50m IL bond due 2049 o 1 7937+RPI 514 514 - - - - -
1 5865% GBP 50m IL bond due 2056 A 1 5865+RPI 509 509 - - - - -
1 556% GBP 50m IL bond due 2056 a 1 556+RPt 506 5086 - - - - -
1 435% GBP 50m IL bond due 2056 o 1 435+RPI 505 505 - - - - -
1 3805% GBP 35m IL bond due 2056 8 1 3805+RPI 353 353 - - - - -
1 591% GBP 25m IL bond due 2056 & 1 591+RPI 254 254 - - - - -
1,396 1 11,3961 - - - - -
Effect of a fixed hedge for the term of the regulatory
business plan 521 - (3,378 5) - 2,2397 1,1388 - -
Total borrowings 63644 25960 120 2,3300 11,1390 03 2871
Average
effective More
interest i year 1-2 2-3 3-4 4-5 than 5
Group rate Total or less years years years years years
At 31 March 2006 % £m £m fm £m fm £m m
Borrowings in hedge relationships
Fixed rate instruments
5 625% GBP 300m bond due 2027 569 376 - - - - - 3176
5% GBP 200m bond due 2035 512 202 4 - - - - - 2024
5 25% GBP 150m bond due 2010 534 1489 - - - 1489 - -
5 375% GBP 150m bond due 2018 544 1508 - - - - - 1508
6 625% EUR 1,000m bond due 2007 649 690 9 - 690 8 - - - -
4 875% EUR 60Cm bond due 2009 510 420 4 - - 420 4 - - -
4 25% EUR 500m bond due 2020 4238 3376 - - - - - 3376
6 45% USD 500m bond due 2008 664 2817 - - 2917 - - -
5 375% USD 350m bond due 2019 557 180 4 - - - - - 190 4
4 55% USD 250m bond due 2018 471 126 1 - - - - - 1261
502% JPY 10,000m reversa dual currency bond due 2029 502 608 - - - - - 608
Effect of swaps @ 526 - 28376 {8909 (F121) {1489} - (1,385 7)
Floating rate mstruments
EIB 90m loan due 2013 465 90 1 90 1 - - - - -
HKD 150m bond due 2007 450 11 111 - - - - -
Effect of swaps b 483 - Q0 1) - - 901 - -
30388 29487 - - 901 - -
Borrowtngs designated at fair vatue through profit and loss
Fixed rate instruments
8 875% GBP 250m bond due 2026 587 3589 - - - - - 3589
6 875% USD 400m bond due 2028 710 2401 - - - - - 2401
0 705% JPY 3,000m bond due 2008 07 147 - 147 - - - -
1 135% JPY 3 000m bond due 2013 114 136 - - - ~ - 136
0 75% JPY 1,000m bond due 2007 075 49 49 - - - - -
Effect of swaps - 552 - 627 3 {14 7) - - - (B126)
632 2 6322 - - - - -
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Notes to the consolidated financial statements continued

18 Financial instruments continued

Average
effective Mora
Interest 1 year 1-2 2-3 3-4 4-5 than 5
Group rate Total or less years years years years years
Al 31 March 2006 % £m £m &m £m £m £m £em
Bormowings measured at amortised cost
Fixed rate instruments
8 875% GBP 200m bond due 2026 916 194 9 - - - - - 194 9
4 21% EUR 10m bond due 2008 426 70 - - 70 - - -
Commussion for the New Towns loan — 14 83% 11 40 314 03 02 02 02 02 303
Long-term bank borrowings 689 2236 135 2050 51 - - -
Euro-commercial paper a 459 2183 2183 - - - - -
OCther debt 666 9r 7 220 - - - - 757
0 765% JPY 3,000m bond due 2006 077 147 147 - - - - -
Fileating rate instruments
USD 10m bond due 2008 535 58 58 - - - - -
USD 10m bond due 2009 503 58 58 - - - - -
Long-term bank borrowings 479 2560 266 0 - - - - -
Finance lgase obligations 447 805 805 - - - - -
GBP & 5m bond due 2013 488 65 65 - - - - -
Commuttedt faciities — drawn 479 2518 2518 - - - - -
Bank overdrafts Vanous 696 696 - - - - -
Other debt Vanous 992 992 - - - - -
Loan notes 3585 94 94 - - - - -
15722 10634 2052 123 02 02 3009
Index hnked instruments
1 5802% GBP 100m IL bond due 2042 & 1 5082+RPI 1000 100 0 - - - - -
1 7829% GBP 100m L bond dus 2340 8 1 7829+RPI 1005 1005 - - - - -
1 9799% GBP 100m IL bond due 2035 ® 1 9799+RP! 1015 1015 - - - - -
3 375% GBP 50m IL bond due 2032 8 3375+RPI 548 548 - - - - -
1 3258% GBP 50m IL bond due 2041 A 1 3258+RPI 501 501 - - - - -
1 397% GBP 50m IL bond due 2046 ® 1 397+RPI 501 501 - - - - -
4570 457 ¢ - - - _ _
Effect of a fixed hedge for the term of the regulatory
business plan 521 . — {33784 - - 22396 1,1388 -
Total borrowings 57002 1,712¢ 2052 123 23299 11,1390 3008
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18 Financial instruments continued

atvacns Morg
ﬁ%rrﬂan% 2007 Interest Total 1 3{aar 1-2 2.3 34 4-5 than §
arc 1( or léss oars
s B m o T:m Tm | .
Borrowings in hedge relationships
Fixed rate instruments
6 45% USD 500m bond due 2008 6 64 2557 - 2557 - - - -
5 375% USD 350m bond due 2019 557 1706 - - - - - 1706
4 55% USD 250m bond due 2018 471 1137 - - - - - 1137
Effect of swaps o 597 - 5400 (2557) - - - (284 3)
5400 5400 - - - - -
Borrowings designated at fair value through profit and loss
Fixad rate instruments
0 705% JPY 3.000m bond due 2008 : 07 129 129 - - - - -
Effect of swaps b 611 - - - - - - -
129 129 - - - - -
Borrowings measured at amortised cost
Fixad rate instrumenis
6 875% USD 400m bond due 2028 710 2006 - - - - - 2006
4 21% EUR 10m bond due 2008 426 68 - 68 - - - -
Commercial paper ® 560 4516 4516 - - - - -
Floating rate mstruments
USD 10m bond due 2008 574 51 51 - - - - -
USD 10m bond due 2009 . 573 51 51 - - - - -
Long-term bank borrowings o 359 11 11 - - - - -
GBP & 5m bond due 2013 w 594 65 65 - - - - -
676 8 460 4 68 - - - 2006
Effect of a fixed hedge for the term of the reguiatory
business plan 4 88 - (1900) - 1900 - - -
Total external borrowings 12297 832 3 68 1800 - - 2006
Amounts owed to subsidiary undertakings 4635 463 5 - - - - -
Total borrowings 16832 1,2958 68 1900 - - 2006
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Notes to the consolidated financial statements continued

18 Financial instruments continued

Average

effectve More
Com mtere?et Total Jr ::; 13.;% e%-rg 2:-: e;rg n.Imélr:.é.
At 31p?dngrm 2006 5 £m £m e Y £m yeDm o b
Borrowings in hedge relationships
Fixed rate instruments
6 45% USD 500m bond dug 2008 664 201 7 - - 2017 - - -
5 375% USD 350m bond due 2019 557 190 4 - - - - - 18904
4 55% USD 250m hond due 2018 471 126 1 - - - - - 126 1
Effect of swaps “ 517 - 608 2 - 2917 - - {3165)
608 2 608 2 - - - - -
Bomrowings designated at fair value through profit and loss
Fixed rate instrumenis
0 705% JPY 3,000m bond due 2008 07 147 - 147 - - - -
Effect of swaps - 506 - 147 {147 - - - -
147 147 - - - - -
Borrowings measured at amortised cost
Fuxad rate instruments
6 875% USD 400m bond due 2028 710 2401 - - - - - 2401
4 21% EUR 10m bond due 2008 426 70 - - 70 - - -
Eurc-commercial paper @ 459 2183 2183 - - - - -
Floating rate instruments
USD 10m bond due 2008 535 58 58 - - - - -
USD 10m bond due 2009 503 58 58 - - - - -
Long-term bank borrowings W Vanous 09 09 - - - - -
GBP 6 5m bond due 2013 "o 488 65 65 - - - - -
Committed facilities — drawn 479 2518 2518 - - - - -
7362 4891 - 70 - - 2401
Effect of a fixed hedge for the term of the regulatory
business plan 488 - {1900} - - 1800 - -
Total borrowings 1,3591 9220 - 70 1900 - 2401

Notes.

(1) Where a floating rate 1s quoted tha latast fiang 15 quoted here incluging any appropnate marging

(2) Tius represents a number of bank balances across the group with various floating ratas

{3} This reprasents a number of floating loans where nterest 1s pnead aganst eunbor LIBOR and short term AUD bank rates

{4) Tha rate quotad hera 15 tha last GBP UIBOR fiang plus any rmargin wiweh 1s payable under the relevant swap The interest recenvabla on these swaps wil be the coupon due on the

comesponding debt tem

(5) The debt balance on these ndex Inked items and thus the balance upon which interest 1s pad 2t the quoted coupan, 1$ adjusted for movernents in the Retal Pnce Index established at
ihe rade date The coresponding annualised infiation rata for the year ended 34 March 2007 was 4 8 per cant {2006 2 4 per cent)

(6) Where suro-commercial paper 1g denominated in currency other than GBP the rate quoted hera includes the effect of assaciated cross-Currency swaps converting 10 GEP reference rate

Sensitivity analysis

In managing interest rate and currency nsks the group aims to reduce the impact of short-term fluctuations on the group’s earmings Over the
longer term, permanent changes in foreign exchange and interest rates will have an impact on profit

The analysis i the table below illustrates the sensitivity of the market value of the group’s financial instruments to changes in interest rates
The analysis assumes a general Increass or decrease of ane percentage point in Interest rates for all matunties and currencies from their levels

at 31 March wath all other vanables held constant

Market value +1% movement -1% movement
31 March 2007 In intergst rata n nterest rate
Group £m £m m
Interest rate movement
Long-term debt {4,944 2) 5197 (679 3)
Denvatives {164 6) (1197 1500
Cash and short-term deposits 24070 20 17
Market value +1% movernent -1% movement
31 March 2006 n nterest rate n nterest rate
€m m £m
Interest rate movement
Long-tenm debt (5,289 1) 184 8 (213 9)
Denvatives {44 3} 67 3) 868
Cash and short-term deposits 15135 085 086
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18 Financial instruments continued

Market value +1% movement =1% movement
31 March 2007 In interast rate m interest rate
Company m £m £m
Interest rate movement
Long-term debt (795 7) 480 549}
Dervatives (88 6) (20 8) 235
Cash and short-term deposits 3368 ©1) -
Market valus +1% movement —1% movernent
31 March 2006 v interest rate In wniterest rata
£m £m £m
interest rate movement
Long-term debt (889 5) 66 9 {76 5)
Dervatives (38 5) (27 1) 304
Cash and short-term deposits 1204 - -
Farr values
The farr values of financial assets and liabilities, together with the carrying amounts shown in the balance sheet, are as follows
2007 2007 2006 2006
Carmying Faur Carrying Far
value value value valug
Group £m £m om £m
Financial assets
Non-current assets
Avallable for sale investments 2n s 2018 1707 1707
Trade and other recewvables 216 216 220 220
Denvative financial instruments
Far value hedge denvatives - swaps o 152 152 276 276
Option over THUS Group plc shares - - 132 132
152 152 408 408
Current assets
Trade and other recevatiles 2 4182 4182 490 1 4801
Avallable for sale investments a.s 385 297 297
Cash and short-term deposits a' 2,403 3 2,4070 11,5135 1,5135
Demvatwve financial instruments
Held for trading denvatives - swaps 524 524 439 489
Option over THUS Group plc shares 86 86 - -
610 610 489 489
Fimancial habilities
Non-current habilities
Trade and other payables {414 3) {414 3} {383 7) (383 7)
Borrowings
Financial labdities designated at far value through
profit and loss (574 7) {574 7) 627 3) (8627 3)
Financial habilities n a hedged relationship
Farr value hedge o (2,002 Q) {2,140 2) (2,948 7} 3.0017)
Cashflow hedge @ (90 0) (90 4) 90 1) 90 0)
Other financial iabiities @ (2,098 2) {2,138 9) (1,4150Q) (1,570 1)
(4,854 9) {4,944 2) 5081 1) (5,289 1}
Denvative financial instruments
Fatr value hedge denvatives — swaps (1735) (1735) {57 6) (57 6)
Current habirtres
Trade and other payables a (749 2) {749 2) 855 1) 8551)
Borrowings
Financial habtities designated at far value through
profit and loss (129 (12 9) 49 (49
Financial habilities in a hedged relationship
Far value hedge o (683 6) {7157 - -
Other financial labilities o (813 Q) (820 7) 614 2) 614 2)
(1,509 5) {1,549 3) ©19 1) 619 1}
Denvative financial instruments
Held for trading dervatves — swaps 67 3} (67 3) {76 4) (76 4}
Adjustment for accrued interest wR - 575 - -
{4,609 1) (4,677 0) (4,757 3} (4,965 3}
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Notes to the consolidated financial statements continued

18 Financial instruments continued

In respect of the total change in farr value of financial laklities designated as at far vaiue through profit and loss of £44 6 million gain (2006
£26 8 million loss), £8 3 mullon loss (2006 £3 O midlion Ioss) is attnbutable to changes m credit nsk

2007 2007 2006 2006
Carrying Feur ng Far
valua valug valug valuea
Company £m em £m m
Current assets
Trade and other recevables 993 6 993 6 1,130 6 1,130 6
Cash and short-term deposits 3367 3368 120 4 120 4
Denvative financial nstruments
Held for trading denvatives - swaps 102 102 - -
Option over THUS Group pic shares 86 86 - -
188 188
Financial labilities
Non-current habiities
Borowings
Financial habilites designated at far value through
profit and loss - - (147 147
Financial habilities in a hedged retationship
Far value hedge @ {540 0) {553 3) (608 2) 608 2)
Other financial habilies o {225 2) (242 4) (258 0) (266 6)
(765 2) {7957 {680 9) (889 5)
Dernvative financial iInstruments
Fair value hedge denvatives {100 1) (100 1) 327) (32 7)
Current habilities
Trade and other payables o {502 5} {502 5) {550 8) (550 8)
Bomowings
Financial labilittes designated at fatr value through
profit and loss (129) (12 9) - -
Other financial liabilities a 9151) 915 1) 478 2) (478 2)
{928 0} (928 0) 478 2) (478 2)
Denvative financial instruments
Held for trading dervatives — swaps 7 3) 73 58) 5 8)
Adjustment for accrued interest o - 133 - -
{954 0) 971 1) 697 4) (706 O}

Noter

(1) Included n the group fair value table 15 an asset relating to a cashfiow hedge the notional and far value of which 15 Incoasequental Within the year ended 31 March 2067 a movement n
the far value of the desvatve of £2 8 miion gan (2006 £0 9 mithon loss) was recognised and taken to raserves gross of tax

(2) The far valus prce quoted ncludes £4 ¢ mubon intorest racenable (Cormpany £0 1 mitkon} This mterest recenvabla 15 also includad within the fair value of trede and other recewables The
impact on the total far value of fnancial mstuments has been removed in the adustment for accruad interast

{3) Far value pnces quoted include accrued interest of £61 5 mulllon in respect of the associated borowings [company £13 4 mithon) Thus accrued interest 15 also ncluded in the far valug of
trade and other payables Thae impact on the total farr valus of financial Nstruments has been remaved I the adustment for accrued interest

19 Retirement benefit obligations

The group participates in @ number of pension schemes principally in the UK The two major schemes are funded defined benefit schemes -
the United Utiities Pension Scheme (UUPS) and the United Utiliies Group of the Electncity Supply Pension Scherne (ESPS) (the ‘Schemes’),
both of which are closed to new employees UUPS also includes a defined contnbution section which constitutes less than 0 5 per cent of the
total asset value The assets of these Schemes are held in trust funds independent of the group’s finances

The last actuanal valuations of the Schemes were carned cut as at 31 March 2006 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 2007 by projecting forward from 31 March 20086,
and have been performed by an independent actuary, Mercer Human Resource Consulting

On 31 March 2005, the group mads lump-sum payments of £216 0 millon and £103 5 million to UUPS and ESPS respectively The payments
were in lieu of the estmated company contnbutions that were expected to have been payable for defined benefit members over the five years
from 1 Apnl 2005 Subject to the results of the actuanal valuations at 31 March 2007, company contnbutions are expected to resume from

1 Apnl 2010 in the meantime, the group will continue to pay contnbutions N respect of the defined contnbution members and insurance
premiums Other payments will be made by the group in accordance with the funding agreements between the trustees and the group

The group did not make any significant contnbutions to the Schemes for the year ended 31 March 2007 and does not expect to make any
contnbutions over the year to 31 March 2008 Dunng the year, the group contnbuted to its section of the Essex County Council Pension Fund

The group also operates a senes of unfunded, unregistered retirerment benefit schemes The ¢ost of the unfunded, unregistered retirement
benefit schemes 1s included i the total pension cost, on a basis consistent with 1AS 19 and the assumptions set out below In accordance
with these unfunded arangements, the group made payments directly to former directors, including lump sum payments, of £nil in the year
ended 31 March 2007 (2006 £2 8 milion) However, the group made coninbutions to the Schemes of £5 1 mullon (2006 £nil) on behalf of the
unfunded, unregistered retirement benefit schemes
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19 Retirement benefit obhgations continued

The total defined benefit pension cost for the penod was £11 9 milkon (2006 £19 4 million) A pension surplus of £62 2 milkon 1s included n
the balance sheet at 31 March 2007 {2006 £19 3 million) Information about the pension amangements for executive directors 1s contaned In
the directors’ remuneration report

The main financial assumptions used by the actuary were as foliows

2007 2008
Group and Company % %
Discount rate - UUPS 520 490
Discount rate - ESPS 530 480
Expected return on assets - UUPS 650 620
Expected return on assets - ESPS 630 580
Pensionable salary growth — UUPS 385 375
Pensionable salary growth — ESPS 400 380
Pension increases 300 280
Pnce inflation 300 280
The current male Iife expectancies at age 60 underlying the value of the accrusd habilibes for the Schemes are
2007 2006
Group and Company years years
Retired member 238 225
Non-retired member 259 248

Recent studies have shown faster rates of Iife expactancy improvement than had previously been expected Studies have also illustrated that
mortality rates vary significantly according to the demographics of the Schemes’ members These factors have been taken into account in the
calcutation of the defined benefit cbligations of the group

At 31 March, the farr value of the Schemes’ assets and labilities recogrised in the balance sheet were as follows

Schemes’ assets 2007 Schemes' essets 2006
Group % £tm % &m
Equities 650 1,7593 666G 1,8251
Gilts 204 5507 223 611 1
Bonds 136 3689 1o 301 4
Property - - 01 27
Cash 10 271 - -
Fotal far value of assets 1000 2,706 0 100 ¢ 27403
Present value of defined benefit oblhigation (2,643 8) (2,721 0)
Net retrement benefit surplus 622 183

Schemes’ assats 2007 Schemes' assets 2006
Company % £m % £m
Equities 650 2593 66 6 793
Gilts 204 814 223 265
Bonds 136 542 110 131
Property - - 01 1
Cash 10 40 - -
Total far value of assets 1000 3989 1000 1190
Present value of defined benefit obligation (388 8) (1202)
Net retrement benefit surplus/(obligation) 101 (12)

To develop the expected long-term rate of return on asset assumptions, the group considered the level of expected returns on nsk-free
Investments, the histoncal lavel of the nsk premium associated with the other asset classes in which the portfolio I1s invested and the
expectations for future returns of each asset class The expected return for each asset class was then waighted based on the actual asset
allocation to develop the expected long-term return on assat assumptions for the portfolo The group's actual return on Schemes' assets
was a gan of £107 5 millon (2008 £571 0 milion) and the cormpany's actual return on the Schemes’ assets was a loss of £39 3 millon
(2006 £21 4 milkon gain)
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Notes to the consolidated financial statements continued

19 Retirement benefit obligations continued

Movements in the present value of the defined benefit cbligations are as follows

Group Company
2007 2006 2007 2006
£m £m £m tm
At 1 April (2,721 0} (2,382 3) (120 2) (103 1)
Interest cost on Schemes’ obligations (130 0} {130 4) 6 0) 33
Actuanal gans/(losses) 993 {301 1) 263 (12 4)
Curtallments/setilements 681 626 - -
Member contnbutions {137 (14 5) {0 3) -
Benefits paid 1034 1033 294 g2
Transfer on disposal of businesses - - (316 4) -
Current service cost (48 8) (53 5) 14 (16)
Past service costs {11) (51} ©2) -
At 31 March {2,643 8) (2,721 0} (388 8) {120 2)
At 31 March 2007, £7 9 million (2006 £12 8 million) of the defined benefit obligation related to unfunded benefit plans
Movements In the far value of the Schemes' assets wera as follows
Group Company
2007 2006 2007 2006
£m tm £m £m
At 1 Aprl 2,740 3 22977 1190 949
Expected return on Schemes' assets 1603 1507 84 38
Actuanal (losses)/gains {52 8) 4203 @arn 176
Curtalments/settlerents {60 4) 437 - -
Member contnbutions 137 145 03 -
Benefits paid {103 4) {103 3) (29 4) 2
Transfer on disposal of businesses - - 3432 -
Company contnbutions - 83 41 51 29
At 31 March 2,706 0 2,740 3 3989 1190

The net pension expense before taxation recognised in the income statement in respect of the defined benefit schemes 1s summansed as follows

Group

Continuing Disconbinued Continuing Discontnued
operahons operations Total operations operations Total
2007 2006
£m £m
Current service cost 417 (7 1) (48 8) (39 6) (139 (63 5)
Curtaiiments/settlements : - 14 14 - 106 106
Past service costs (0 6) {05 (11) {2 4) 27 (51)
Pension expense (chargedycredited to operating profit @2 3) {6 2) (48 5) (42 Q) 60 (48 0)
Expected return on Schemes’ assets 1380 223 1603 1228 27 9 1507
Interest on Schemes’ obligations {112 9) (17 1) (130 0) (108 3) (24 1) (130 4)
Pension expense credied 1o investment income 251 52 303 165 38 203
Curtaiments/settlements credited 1o loss on disposal - 63 63 - 83 83
Net pension {charged)/credited before taxation (17 2) 53 {11 9) (25 5) 61 (19 4)
Company
2007 2006
£m £m
Current service Cost (14) {18
Past service cost {02) -
Pension expense charged to operating profit {16) (16)
Expected return on Schemes’ assets 84 3B
interest on Schemes’ cbligations (6 0} 33
Pension expense credited to investment income 24 05
Transfer on disposal of businesses credited to mcome statement 268 -
Net pension credited/(charged) before taxation 276 (11}
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19 Retirement benefit obhigattons continued

M3IARL SSALISNg ’

The reconciiation of the operung and closing balance sheet position 1s as follows

Group Company

2007 2006 2007 2006

£m fm £m Em

At 1 Apnl 193 {84 6) (12 (82
Expenses recognised in the income statemenit {119 {19 4) o8 {11}
Transfer on disposal of businesses recogrised in the Income statement - - 268 -
Gontnbutons paid 83 41 51 29
Actuanal gans/losses) gross of taxation 46 5 1192 (21 4) 52
At 31 March 622 193 101 12)

Actuanal gans and losses are recogrised directly in the statement of recognised income and expense At 31 March 2007, a cumulative pre-

tax gain of £155 6 milion (2006 £109 1 miion) for the group, and a curmutative loss of £17 0 milkon {2006 £4 4 melion gan) for the company Q
was recorded directly in the statement of recognised income and expense c-f
=
The history of the Schemes for the current and pnor years 1s as follows § |
) Group Company ®
2007 2006 2005 2007 2006 2005
£m £m £m tm £m [ |
Present value of defined benefit obhgation (2,643 8) (27210 . (2,382 3) (388 8) {120 2) (103 1)
Fair value of Schemes' assets 2,706 0 27403 22977 3989 1190 949
Net retiremnent benefit surpius/{obligation) 622 193 (84 6) 101 (12) B2
Expenence adjusiments on Schemes' liabtities 926 - (14 3} 133 - {0 6)
Expenence adjusiments on Schemes assets 43 3) 397 2 453 an 164 19

Dunng the year, the group made £17 0 milllon (2006 £12 0 milkion) of contnbutions to defined contnbution schemes, which are included in
amving at operating profit from continuing operations and a further £4 4 million (2006 £5 4 milion) which are recognised within discontnued
operaticns The company made £0 3 milion (2008 £0 2 million) of contnbutions to defined contnbution schemes

20 Deferred tax

The followang are the major deferred tax habilihes and assets recognised by the group and company, and the movements therson, dunng the
current and pror year

Group Company
Accelerated Retrement

tax depreciation  benefit obligations Othar Total Total

£m £m £m £m £m

At 1 Apnl 2005 14800 (141 9) 192 13373 31
Charged/(credited) to the iIncome statement 9658 - (521) 447 (103)
Charged/(credited) to equity - 358 08 366 02
Acquired in year 80 - - 80 -
At 31 March 2006 1,564 8 (106 1) 32 1) 1,426 6 (74)
Charged to the income statement 181 - 943 109 4 65
Charged/(credited) to equity - 140 08 148 B4
At 31 March 2007 1,579 9 92 1) 630 1,550 8 73

Certain deferred tax assets and liabiihes have been offset in accordance with I1AS 12 ‘Income Taxes'

The Chancellor’s 2007 budgst proposed vanous changes to the rules for claming tax allowances on capital expenditure, together with a
reduction in the main corporate tax rate The impact of these changes on the group’s future deferred tax posiion 15 cumently under review
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Notes to the consolidated financial statements continued

21 Provisions

Group Company

Restructuang Onerous leases Other Total Restructunng Other Totad

£m £m &m £m Em fm om

At 1 Apnl 2005 152 - 32 184 04 - 04
Charged to the income statement 255 - 32 287 - - -
Acquired in the year 23 136 239 3938 - - -
Utiised in year (24 8) {16) {7 B6) (33 8) (0 4} - 04
At 31 March 2006 184 120 227 531 - - -
Reclassfication in the year - 149 234 383 - 126 126
Charged to the income statement 50 - 18 68 - 20 20
Utiised in year (130 - (14 9) 27 9) - {01 on
Disposed of In the year {41) {19 2) {81) (31 4) - - -
At 31 March 2007 63 77 249 389 - 145 145

The directors have reviewed the liabilibes of the group and, after dus consideration of therr nature, consider that 1t 1s appropnate to reclassify
certain labilies, in respect of potental legal claims against the group and the cost of vacant properties, from accnsals 10 provsions

The total effect 1S t0 Increase provisions and decrease accruals and deferred income within trade and other payables by £38 3 milion
{company £12 6 millon) dunng the year

The restructunng prowision pnncipally relates to severance and programme costs as a result of the group reorganisation and represents
management’s best estimate

The onerous lease provision relates to potentiad habilities on vacant retall property where the group 15 the holder of the lead tease The provision
18 based on the net present value of future lease payments which run to 2020

Other provisions pincipally relate to legal clams against the group and represent management's best estimats of the value of settliement and
costs It 1s estimated that these clams will be settled in more than one year

Provisions have been analysed between cumrent and non-current as {ollows

Group Company
Restructunng Onerous leases Other Total Other
Em £m £m £m £m

At 31 March 2007
Non-current - 77 227 304 125
Current 63 - 22 85 20
63 77 249 389 145

At 31 March 2006
Non-current - a3 73 1686 -
Current 184 27 154 365 -
184 120 27 531 -

22 Trade and other payables

Group Company
2007 2006 2007 2006
Non-current €m £m £m fm
Deferred grants and contabutions 4001 3473 - -
Other creditors 142 364 - -
414 3 3837 - -
Group Company
2007 2008 2007 2006
Current £m om £m £m
Trade payables 527 879 17 -
Amounis owed to subsidiary undertakings - - 455 5 5125
Amounts owed to related parties 03 15 - -
Cther tax and social secunty 69 115 03 -
Qther creditors 168 20 168 10
Accruals and deferred income 6725 7522 282 373
749 2 855 1 5025 560 8

The average credit penod taken for trade purchases 1s 23 days for the group (2006 45 days) and 1s 99 days (2006 100 days) for the cormpany
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22 Trade and other payables contrued

The drrectors consider that the carrying amount of trade payables approximates to therr far value

Included in accruals and deferred income in respect of 2006 are accruals for interast relating to borrowings accounted for under the farr value
option, borrowings in hedge relationships and amortised cost borrowings in 2007, the interest accruals in respect of borrowings accounted
for under the far value option have been included within the carrying value of the associated borrowings whilst the remaining interest accruals
continue to be included In accnuals and deferred income

Deferred grants and contnbutions

2007 2008

£m Em

At 1 Apnil 3473 3134
Receved n the vear 67 4 455
Disposed of in the year (0 6) 02
Credited to the ncome statement (14 0) {14
At 31 March 4001 347 3

Deferred grants are those amounts receved under government grant schemas Deferred contnbutions are those amounts receved from
customers In respect of new connections to the network

23 Shareholders’' equrty

Share Cumnulatre

Shara premium  Revaluation Treasury exchange Retaned

capital account resenve shares reserve earnings Total
Group £m £m £tm £m Em £m Em
At 1 Apnl 2005 7162 10387 158 8 {03} 37 2225 21396
Profit for the year atinbutable to equity holders - - - - - 2079 207 9
Dmdends - - - - - (344 2) (344 2)
New share captal ssued 1592 3691 - - - - 5283
Post employment benefits - actuanal gains on
defined benefit schemes - - - - - 1192 1192
Share-based compensation - charged to the ncome statement - - - - - 23 23
Revaluation of investments - - - - - 146 146
Exercise of share options - - - - - 05 {05)
Farr value loss on cashflow hedges - - - - - 0g 09
Tax on items {aken directly to equity - - - - - (356) 35 6)
Exchange adjustments - - - - (1 5) - 15
At 31 March 2006 8754 1,407 8 158 8 03 22 1853 26292
Profit for the year attnbutabie to equity holders - - - - - 4335 4335
Dnidends - - - - - (387 3) {387 3)
New share capital 1ssued 44 141 - - - - 185
Post employment benefits - actuanat gains on
defined benefit schemes - - - - - 46 5 465
Share based compensation — charged to the ncome statement - - - - - 39 38
Revaluation of investments - - - - - ag 89
Farr value gain on cashflow hedges - - - - - 28 28
Tax on 1lems taken directly 1o equity - - - - - (14 8) (14 8)
Exchange adjustments - - - - (6 4) - 6 4)
At 31 March 2007 8798 14219 158 8 03) (42) 2788 27348
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Notes to the consolidated financial statements continued

23 Shareholders’ equity continued
Share Cumutative

Share premium Treasury exchangs Retained

capital account shares resenve sarnings Total
Company £m tm £m £m £m £m
At 1 Apnl 2005 7162 1,038 7 03 11 25479 4303 6
Profit for the year atinbutable 1o equity holders - - - - 3150 3150
Dwidends - - - - (344 2 {344 2
New share capital issued 1562 3691 - - - 5283
Post employment benefits — actuanal gains on
defined benefit schemes - - - - 52 52
Share-based compensation — charged to the income statement - - - - 09 09
Tax on tems taken directly to equity - - - - (16) (16)
Exchange adustments - - - 41 - 41
At 31 March 2006 8754 1,407 8 03 52 25232 48113
Loss for the year attnbutable to equity holders - - - - (106 7) {106 7)
Dmidends - - - - (387 3) {387 3}
New share capital iIssued 44 141 - - - 185
Post employment benefits — actuanal losses on
defined benefit schemes - - - - (21 4) 214)
Share-based compensation — charged to the income statement - - - - 39 30
Tax on items taken directly to equity - - - - 64 64
Exchange adjustments - - - 69 - 69)
At 31 March 2007 8798 1,4219 (03 17 2,0181 43178

The authonsed ordinary share capital of the company was 1,119,000,000 ordinary shares of £1 each at 31 March 2007 (2006 1,119,000,000)
The allotted and fully paid ordinary share capital of the company at 31 March 2007 was 879,812,392 ordinary shares (2006 875,422,577)

4,389,815 (2006 4,563,203} ordinary shares were allotted dunng the year ended 31 March 2007 for the exarcise of options in accordance
with the rules of the employee ShareSave schemes and the executive share option scherme for a total consideration of £18 5 million

(2006 £20 2 million) The five-for-nine nghts 1ssua, structured so that the proceeds wers received in two stages, was approved at the
Extraordinary General Meeting (EGM) of shareholders on 26 August 2003 The first tranche of the proceeds, recewvad dunng September 2003,
raised £501 2 mdlion (net of costs) from the 1ssuing of 309,286,997 A shares The second tranche of proceeds receved I June 2005 raised
£508 1 milion {net of costs) reflecting the subscnption of 309,286,997 further A shares

In Juty 2005, all A shares were consolidated and reclassified as ordinary shares on the basis of one ordinary share for two A sharss The
company tharefore now has one class of ordinary shares which carry no nghts to fixed dvdends

As permitted by section 230(4) of the Companies Act 1985, the company has not presented its own Income statement The armount of group
loss for the financial year dealt with in the company's income statement 1s £106 7 milion (2006 £315 @ million profit) after accounting for
dmidends receved from subsidiary undertakings of £48 1 milkon (2006 £323 6 millon) and a loss on the disposal of the Vertex business of
£100 4 milion (2006 Tl

The revaluation reserve represents the uplift to deemed cost of the group's water and wastewater infrastructure assets on transition to [FRS,
net of taxation
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24 Acquisihon of subsidiary undertakings
The group made no matenal acquisitions dunng the year ended 31 March 2007

M3IIAD) $5IUISNY I

On 12 May 2005, the group acquired 100 per cent of the issued share capital of Vertex Financial Services Holdings Limited (formearty
Martborough Stirling Group plc) for cash consideration of £97 3 million including attnbutable costs

On 30 March 2008, the group and company acquired 100 per cent of the 1ssued share capital of 1st Software Group Limited for imtial cash
consideration of £25 3 millon and deferred contingent constderation of up to £13 5 milkon On 26 March 2007, on disposal of the Vertex
business, the hability for the deferred contingent consideration was assumed by United Utiities PLC

The transactions have been accounted {or by the purchase method of accounting The net assets acquired in tha transactions, and the
goodwill ansing, are as follows

Vertex Financial Services Holdings Linmitet 15t Software Group Limited
Far value Far value
Book value adjustments Far valua Book value adjustments Farr vaue S
£m £m £m &m em £m -
Property, plant and equipment 168 {12 3) 45 02 {0 1) o1 g’
Cther mtangble assets - iTe 770 - 221 221 ©
=
Trade and other recevables 181 - 181 05 - 05 g
Cash and cash equivalents 208 - 208 19 - 19 ph
Trade anct other payables (32 6} - 326) 72 - 72}
Provisions 3 9) (343 (38 2) - {16} (16)
Deferred tax assets 31 40 71 - - -
Deferred tax labiiies - {50} {90) - B 1) ®1)
223 254 477 46) 143 97
Goodwill 496 250
Total consideration satisfied by cash and
contingent consideration 973 347
Net cashflows ansing on acquisition
Cash consideration 85 3) (32 9)
Attnibutable costs (20) (18) —
97 3) (347)
Cash and cash eguwvalents acquired 208 19
Contingent consideration less amounts recetvable - 75
(76 5) (253)

The goodwill ansing on the acguisitions represents the excess of consideration over the fair valus of the net assets and llabiities acquired
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In addition to the cashflows above, £0 6 milion deferred consideration was paid dunng the year ended 31 March 2006 in relation to the
acquisitton of First Ravenue Assurance LLC on 31 March 2004

The actmties of Vertex Financial Serices Holdings Limited, ist Software Group Limited and First Revenue Assurance LLC have been
classified within discontinued operations as they are included in the disposal of Vertex as at 26 March 2007 (see note 7)
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Notes to the consolidated financial statements continued

25 Operating lease commitments

2007 2006

P Plant m P Plart anc:

TO| ulj nent

Group pegny eq mem rop%r:ny equip ent
Commitments under non-cancellable operating leases due

Within one year 38 17 01 a1

In the second to fifth years inclusive 123 20 122 08

Afler five years 1803 - 2334 28

196 4 37 2457 a7

In respect of the group's commitment to significant property leases, there are no contingent rentals payable, or restnctions on dvidends, debt

or further leasing impaosed by these lease arrangements The group has the nght t¢ renew such leases and escalation of rents IS via rent
reviews over a minmum five-year pencd

26 Share-based payments

The company operates several share option schemes Options are exerctsable at a price equal to the average quoted market pnce of the
company’s shares on the date of grant Options are Torferted if the employee leaves the group through resignation or dismissal befora the
options vest

Equity-setiled share-based payments are measured at far value at the date of grant The far value determined at the date of grant of equity-
settled share-based payments Is expensed on a straight-ine basis over the vesting penod, based on the group’s estimate of shares that wil
eventually vest

Faur value 18 measured by use of both simulation and binomial medels according to the relevant measures of performance The models inclucle
adjustrments, based on management's best estimate, for the effects of exercise restnctions, behawioural considerations and expected dividend

payments The option Ife I1s denved by the models based on these assumptions and other assumptions identified below

The total expense |n5|uded within operating profit from continung operations in respect of share-based payments was £4 0 million
(2006 £2 6 milion}

The Urited Utities Employee Share Trust was established by a trust deed executed on 21 August 1996 The Trustees hold the trust fund for
the benefit of the bereficianes (being employaes or former employees of the group's companias and their relatives) to the extent determined

by the rules of the share schemes As at 31 March 2007, the Trust held 53,601 (2006 52,500} shares cn trust and these shares will be used

to satsfy awards payable under the group’s performance share plan Al dvdends payable on the shares dunng the current and pnor years
were waved

Further details of the different types of share-based payments are as follows

Continuing operations

Company share option scheme 1999
The company share option scheme 1999 1s 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 successor, the performance share plan)

Options under the company share option scheme 1999 are exercisable in a penod beginning no earisr than three years (five years for

discounted options under the former executive share option scheme, which are no longer grantad) and ending no later thar ten years from the

date of grant

Employee ShareSave scheme

The employee ShareSave scheme 1s avallable to alf eligible employees and s based on SAYE savings contracts with options exercisable within
a sx-month penod from the conclusion of a three or five-year penod as appropnate from the date of grant Under the terms and conditions of

this scheme, for every month (up to no more than six months) an employea fails to contnbute the agreed monthly amount determined under
the rules of the scheme the last date exercisable will be delayed by ore month

Performance share plan

The performance share plan (PSP) 1s 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 penod of three months PSP awards are subject to a totat
shareholder return (TSHK} performance condition (@ market-based measure of performance) -

Cash-settled share-based payments

The group 1ssued to certain employees share appreciation nghts (SARs) that require the group to pay the ntnnsic value of the SAR to the
employee at the date of exercise At 31 March 2007, the group has recorded liabilities of £0 4 milkon (2006 £0 3 million) In respect of SARs
The far value of the SARS 1§ determined using the Black-Scholes praing madel using the assumotions detaled below The group recorded

total expenses of £0 1 million (2006 £0 3 milllon) dunng the year in respect of SARs At 31 March 2007, the total intnnsic value of the vested

SARs was £rul (2006 £l

Cther share-based payment plan

The man all-employee scheme is the Inland Revenue approved share incentive plan, ‘ShareBuy” This 1s a flexble 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 sach year The funds
are deducted from pre-tax pay and passed to an independent trustee who makes a monthly purchase of shares at full market pnce
Employees can reinvest the dividends on partnership shares to buy more shares under the plan n 2004, the group introduced ‘matching’
shares |t gives one free share for every five partnership shares bought The shares nead to be held in trust for a five-year term In order to
retain the maximum tax advantages
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26 Share-based payments continued

Discontinued operations

Vertex performance share plan {(Vertex PSP)

The Vertex PSP 1s for senior executives of the group Options under the Vertex PSP are exercisable no earfler than three years from the 31
March preceding the grant and have an exercise penod of three months Vertex PSP awards are subject to both a TSR performance condition
{a market-based measurs of performance) and earnings before interest, taxation and amortisation (EBITA) and return on capital employed
{ROCE) performance conditions {non-market based measures of performance)

The Vertex PSP scheme has been discantinued in ine with the disposal of Vertex on 26 March 2007 (see note 7) Accordingly, all Vertex PSP
options will vest no later than 31 March 2009 and the remaimng charge I1s considered to be inconseguential

For those share option awards and SARs granted in the year ended 31 March 2007 and 31 March 20086, the assumptions used in the
calculation of the farr values were as follows

Cash-settied Vertex

share-based Pertormance performance

2007 payments share plan share plan
Weighted average exercise pnce (T per share) - - -
Vesting penod (years) 30 30 30
Expected volatiity (per cent) 142 142 143
Expected opton hfe after adjustrnant for anticpated forfeture (years) 27 27 27
Risk free rate {per cent) 484 4 85 485
Expected dvidend yeld (per cent) - - -
Fair value (£ per share) 755 177 436
Cash settled Veriax

sharg-txased Performance pertormance

2008 payments sharg plan shara plan
Waighted average exercise pnce (£ per share) - - -
Vesting penod {years) 30 30 30
Expected volatilty (per cent) 140 176 187
Expected option hfe after adjustment for anticipated forfetture {years) 18 28 28
Risk free rate (per cent) 438 412 425
Expected dvidend yield (per cent) 634 857 737
Farr value {£ per share) 624 199 714

The rules cf the cash-settled share-based payment plan, PSP and Vertex PSP were amended in the year ended 31 March 2007 to include
dividend reinvestment

The expected volatility 1s based on the histoncal volatiity of the company’s share pnce over the expected life of the option The movermnent in
total ouistanding options in respect of the awards identified above 1s provided below '

Continuing operations Discontinued operations

Company Employse Cash-ssttled Vartax

share option ShareSave Perdformance  share-based performance

scheme 1999 . schemg share plan payments share plan

Waighted Wwaighted Wesghted Waighted

average average averaga average

axercise exercisa exgroise exencise

Number of paca Number of pece Number of e Number of Number of pce

ophons [} options (%] options 0] SARs options ©

Qutstanding at 1 Apnl 2005 765,027 544 4075497 409 2,683,242 - 66,008 457,431 -

Granted - - - - 1,227.91 - 80 632 551,91 -

Farferted - - {284 292) 406  (280,467) - (19,233) (95,726) -

Exercised {313,478) 544 (968 228) 420 - - - - -

Expired (20.596) 544 {12,106) 4 06 - - - - -

Qutstanding at 31 March 2006 420,953 544 2810671 405 3,630.686 - 127,407 913,696 -

Granted - - - ~ 853,094 - 59073 463,010 -

Forfeited - - (114,952) 406 (317,408} - {34,630} (483,003) -

Exercised {131,183} 544 (1,696,035) 398 (566,620} - - - -

Expired (562,698) 544 {30,852) 415 (816,274) - (4,332) - -

Outstanding at 31 March 2007 237,072 544 969,032 419 2,783,478 - 147,518 893,703 -

Range of prices

31 March 2007 544 396-423 - -

31 March 2006 544 396-423 - -
Contractual remaining life

31 March 2007 57 years 1 4 years 23years 23vyoars 23 years

31 March 2006 6 7 years 2 4 years 23years 23years 2 3years

None of the share options dentifiedt above as outstanding at 31 March 2007 had vested at that date

United Utikhes Annual Report & Accounts 2007
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Notes to the consolidated financial statements continued

26 Share-based payments continued

Options outstanding at 31 March under the share option schemes which are outsids the scope of IFRS 2 *Share-based Payment’, together with
ther exercise pnces and dates, were

2007 2006 e ol e
pence
Employee ShareSave scheme - 80,575 4812% 2004 or 2006
74,166 901,517 432 3" 2005 or 2007
Executve share option scheme - 27,475 470:8® 1999 to 2006
- 72543 5430% 2000 to 2007
46,965 63,097 546 4% 2000 to 2007
151,364 237 588 664 5% 2000 to 2007
103,083 111,178 766 0% 2001 to 2008
147,123 170,825 75059 2001 to 2008
324,683 553 261 664 0 2002 to 2008
Company share option scheme 1999 69,247 91,100 5322% 2002 1o 2009
261,989 423,842 587 92 2003 to 2010
128,446 190,543 5758% 2003 1o 2010
262,755 402,966 56372 2004 10 2013
163,313 206,056 50932 200510 2012
438,894 714913 528 3" 200510 2012

2,172,028 4,217,479

Notes
{1) The exercise pnce represents BD per cent of the market pnge at the date the option was granted

{2) The exercise pnce egualled the market price at the date the option was granted

27 Related party transactions

Group
Transactons between the company and its subsidianes, which are related parties, have been eliminated on consolidation and are not
disclosed in this note

Trading transactions
The following transachons were camed out with the group’s associate and joint ventures

Sales of services Purchases of goods and services

Jomt ventures 953 803 30 281
Associate 102 10 62 a5
Amounts owed by relafed parties Amounts owed to retated partes

e = 5 =3

Joint ventures 106 217 - 35
Associate 13 o8 03 15

Sales of services to related parties were on the group’s normal trading terms

The amounts outstanding are unsecured and will be settled in accordance with normal credit terms No guarantees have been given or
receved A £0 1 million provision has been made for doubtiul debts in respect of the amounts owed by related parties (2006 £nil}

Company
The parent company recenes dividend and interest ncome from, and recharges certain costs to, subsidiary undertakings in the normal course
of business

Total ncome receved dunng the year amounted to £52 8 milion (2006 £341 1 million) and total recharges were £28 2 million (2006 £12 1 millen)
Amounts outstanding at 31 March 2007 and at 31 March 2006 between the parent company and subsidiary undertakings are provided in notes
15 and 22

In addition, the parent company also recharges certain costs to its asscciate n the normal course of business Total recharges were £8 6 million
{2006 £nil) dunng the year There were no amounts outstanding between the parent company and its associate at 31 March 2007 or 2008

Related party recevables and payablas are not secured and no guarantees were 1ssued In respect thereof Balances will be settted In
accordance with normal credit terms No prowisions have been made for douttful debts in respect of the amounts owed by related parties

The directors and kay managerment of the company are the same as for the group Information on the remuneration of drrectors and key
management personnel can be found in note 2
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28 Cash generated from/{used in} operations

Group Company
2007 2006 2007 2008
£m £m £m £m
Continuing operations
Profit/(loss) before taxation 676 0 4451 (132 6) 445
Adjustment for investment income and finance expense 170 2 284 4 64 8 (381)
Adiustment for share of results of associated company (187) - - -
Operating profit/{loss) 8275 7295 (67 8) 64
Adustments for
Depreciation of property, plant and equipment 277 5 2486 02 -
Amortisation of ntangibie assets 10 342 - -
Profit on disposal of property plant and equipment 58) 47} - -
Loss on disposal of subsidianes - - 100 4 -
Changes in working caprtal
Decrease in inventones 39 87 - -
(Increase)/decrease In trade and other receivables {75 6) (166 2) 786 {72}
(Decrease)increase in provisions and payables 27 1471 (49 2) (24 5}
Cash generated from/{used in} continung operations 1,0358 997 2 622 (25 3)
Discontinued oparations
Profit/{loss} from operations 192 21 4)
Adjustment 1o value (see note 7) - (147 7)
Profit/(loss} betore taxation 192 (171 1)
Adjustment for investment ncorme and finance expense (42 125
Operating profit/loss) 150 (158 6)
Adjustments for
Depreciation of property, plant and equipment and adjustment to value 43 1350
Amartisation of intangble assets and adjustment to value 29 683
Profit on disposal of property, plant and equipment - {01
Changes in working capital
Decrease in nventones - 02
Decrease in trade and other recenvables 703 232
Decrease in payables (68 8) (727)
Interest pad 01) -
Interest receved and similar income 03 08
Tax pad (2 5) Q7
Cash generated from/(used i) operating actmiies - discontinued operations 284 48

Non-cash transactions

Dunng the penod, the retaned pension balances (£26 8 million} in respect of businesses disposed have been transferred to the company's

share of the defined benefit panston schemes (see note 19)

There were no matenal non-cash transactions dunng the year affecting the group

As descnbed in note 7, on 26 February 2006 the group disposed of its interast In the Your Communications’ business The total fair valus of
consideration of £68 1 milion was satisfied by the 1ssue of ordinary shares and contingent share options

Disposal of subsidiary

The company cashflow statement includes additional proceeds in relation to the intra-group disposal of 1st Software Group Limited of

£21 2 milion

29 Contingent liabilties

The company guaranteed loans of group undertakings up to a maximum amount of £703 7 millon (2006 £519 5 milkon), including £613 7 millon
(2006 £428 5 mullion) relating to United Utlites Water PLC's loans from European Investment Bark and £90 O milion (2006 £90 0 millon) relating

to Urited Utiities Electncity PLC’s loans from European Investment Bank

The company has entared into performance guarantees as at 31 March 2007, where a financial imit has been specified of £134 1 million

(2006 £124 3 milton)
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Notes to the consolidated financial statements continued

30 Events after the balance sheet date

On 4 June 2007, the board tock the decision to Iniate a sale process for the group’s electncity distnbution assets This i1s as a result of the
board’s view that sharehclders’ interests are best served by the group focusing its caprtal on the much larger water asset base, which offers
significantly more growth potential than the slectnarty assets The group intends to retain the operation of its electncity distnbution assets, going
forward, consistent with its strateqy of focusing on core skilis

As there 1s an expectation that a transaction will qualify for recogrition as a completed sale within one year, United Utiities' electnerty distnbution
assets meet the definiion of a disposal group In accordance with IFRS 5 ‘Non-current Assets held for Sale and Discontinued Cperations’ as at
4 June 2007

The net asset value of the group’s electneity distnbution assets included withun the United Utiiies North West segment as at 31 March 2007
was £640 1 milion
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United Utilities PLC — Annual report and accounts 2007

In this report, references to ‘company’ or ‘United Utiiies’ are to United Utilities PLC, either alone or together with its consolidated
subsidianes, as the context requires References to ‘group’ are to United Utiites PLC together with its consolidated subsidianes
References to ‘UUE’ and to ‘United Utilties Electncity’ are to United Utiliies Electnoity PLC, to ‘Contract Solutions' and to ‘United Utdities
Contract Solutions’ are to United Utiites Contract Solutions Holdings Limited and subsidianes, to ‘United Utities Industnal® are to
United Utilimes Industnal Limited and subsichanes, to "Umited Utiites Networks' are to Urited Utiihies Networks Limited, to ‘UUNW' and

to ‘United Utilities North West' are to United Utilties North West PLC and to the asset management activities of the wastewate, water
and electncity network assets owned by United Utiies Water and United Utilities Electneity, to ‘UUW’ and to ‘United Utilities Water' are
to United Utlihes Water PLC, to ‘United Utiites Property” are to United Utilities Property Soluttons Limited, which are all wholly owned
subsidianes of the company References to “Your Communications' are to Your Communications Group Limited and its subsichanes
which were seld {0 THUS Group PLC on 26 February 2006 References to ‘Vertex’ are to Vertex Data Science Limited and its
subsidianes which were sold to VTX Bidco bimited on 26 March 2007

References are alsc made to specific terms which bear the following meanings
- 'Megawatt' (MW) - a megawatt 1s a unit of power equal to one million watts
- ‘Gigawatt’ (GW) - a gigawatt 1s a unit of power equal to one bilion (one thousand milllon) watts

- 'Gigawatt-hour' (GWh} - one gigawatt-hour represents one hour of electncity consumption at a constant rate of 1GW

~ ‘Kilowatt' (kW) - a kifowatt 15 a unit of power equa! to one thousand watts
- ‘Kilovolt' (kv} - a kitovolt 1s a unit of electncal potential equal te one thousand volts
- ‘Megalitre' {Mi) — one megaltre equals one million litres

The company's registered office 1s located at Haweswater House, Lingley Mere Business Park, Lingley Green Avenue, Great Sankey,
Warmngton, WAS 3LP, England and ts telephone number 1s +44 (0)1925 237000 The company !s registered in England number
2366616 The website address s 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 2006/07) are to the 12 months ended on 31 March of that year

Withn this report we have worked to reduce our smpact on the
amvronment and have offset ermyssions that cannot be eiminated
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