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NORTH WEST WATER LIMITED

DIRECTORS' REPORT

Company formation

North West Yater Limited was incorporated in England and
Wales on ) April 1989 under the Companies Act 1985, On

29 August 1989 it became a wholly owned subsidiary of North
West Water Group PLC. On 1 September 1989 the property,
rights and liabilities of North West Water Authority {other than
those transferred to the Nationa! Rivers Avthority) were vested
in the Company. In November 1989 shiares in Morth West Waier
Group PLC were the subject of an Offer for Sale by the
Government and were subsequently listed on the Internationai
Stock Exchange in London.

Principal activities

The Company provides water and sewerage serviees in the North
West region of England by virtue of an Instrument of
Appointment dated 29 August 1989 made under the Water Act
1989, appointing the Company a5 water and sewerage
undertakers.

Profit and dividend

Turnover for the year ended 31 March i990 rose to £510.5
million, an increase of 11.5 per cent over the previous year,
Profit for the year after 1ax and extraordinary items was £68.§
million. A dividend of £750 million was approved by the
Company in General Meeting on 20 Navember 1989 and was
paid during the year. The directors do not propose the pavment
of any further dividend, The excess of dividend over profit for
the year has been transferred {rom reserves.

Review of activities

The y2ar was dominated by the privatisation of our parent
company, & rigorous, intensive and demanding process. A 4
conscouence of privatisation, the Company now operates within
a new legisiative and regulatory framework.

The Company ¢ontinued to provide water and waste water
services to almost 7 million customers and industry in the
region, reund the clock, and 10 make improvements to those
SCrvices,
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NORTH WEST WATER LIMITED

DIRECTORS' REPORTY

Regulatory accounts:

The regulatory accounts of the Company tu 31 March 1990,
prepared in accordance with the Appointment, will be filed with
the Director General of Water Services on 16 July 1990 and
thereafter will be available upon application to the Company
Secretary at the registered office.

Investmeant programme

Our investment target for the year was achieved. The
investment expenditure of £264 million represented a 20 per
cent increase on the previous year,

During the year:

. 303 new projects were started, ranging in cost from £590,000
to £]12 million and with a total value of arcund £220
million

34 major projects for refurbished or extended water and
waste water treatment works were completed at a total cost
of around £16 million

. 630 kilometres of water mains were laid, renewed or
refurbished at 2 cost of around £44 million

. 90 kilometres of sewers were laid, renewed or refurbished at
a cost of around £78 million

Improving the environment

A major part of our investment programme is directed towards
continuing the improvement of the environment, particularly by
the refurbishment of the sewerage system and of waste water
treatment works to improve the quality of discharges to
watercoursces and tidal waters.

As part of our extensive programme {for the Mersey Basin
clean-up, we have alraady spent more than £400 million over
the last five years. During the year, the £8 million Wallasey
interceptor sewer was completed, some  £5 million was spent on
the Liverpoo! interceptor sewer, and a start was made on the £3
million Green Lanc interceptor sewer, We continued 1o take a
positivé role in persuading other industries to improve their
discharge arrangements by taking suitable wastes in to the
sewerage system.



NORTH WEST WATER LIMITED

DIRECTORS® REPORT
Improving the guality of services 1o our water customers

We are introducing new codes of practice relating to standards
of service and for the protection of customers' interests. A
general code for domestic customers describes our services,
charges, complaints and emergency srrangements, and gives
information about payment arrangements, meters, and the role
of the Director General's Customer Service Committee for the
North West. There are also codes relating to disconnections of
supply to domestic customers and leakage from metered supplies
to domestic customers,

A scheme has also been introduced which guarantees specified
standards for resuming water supplies after interruptions; for
responses to billing enquiries, requests for different payment
arrangements and written complaints abou!r water services; and
keeping writien appointments,

A great deal of effort has been directed to improving our
procedures for notifying customers of our works programmes
and of pianned interruptions to their water supplies, Training
programmss are continuing, to improve our approach to
customer care and the way in which we respond to our
customers when they contact us.

Agreed arrangements are in place to ensure that complainis
referred to us by the Customer Service Committee are dealt with
efficiently and thoroughiy. We were represented at the
Committee’s inaugural meeting in May 1990 and look forward to
developing a positive and constructive relationship with the
Committee to the benefit of our custamers.

Action as part of our substantial investment programme to
maintain and improve drinking water quality has included the
provision of automatic water quality monitoring equipment and
treatment process controls at many water treatment works,
linked to the regional telemetry system; the vse of granular
activated carbon to improve taste and odour control in supplies
from the River Dee; the introduction of additional chlorination
facilitics to provide better control of disinfection within the
distribution system; and further measurés to reduce the take up
of lead {rom customers’ scrvice pipes and plumbing.

The results of analyses of water samples taken are tiow recorded
on the new water quality register, open to inspection by the
public at 21 of our offices throughout the region.



NORTH WEST WATER LIMITED

DIRECTORS' REPORT

We will continue to ensure high quality recruitment and to
invest in our employees through further training and
development. Our planning for the future includes, in the
current year, our largest ever graduate intake, There will also
be over 80 summer projects on offer to sixth formers and
undergraduates to help them learn about industry and attract
potential young recruits.

The Company is pursuing its responsibilities as an equal
opportunity employer, Policies and practices are established to
ensure that, as far as possible, no job applicant or employee
receives less favourable treatment on either racial grounds or on
grounds of sex or marital status, or is disadvantaged by
unjustifiable conditions or requirements,

In considering applications for employment {rom disabled
people, the Company seeks to ensure that full and fair
consideration is given to the abilities and aptitudes of the
applicant against the requirements of the job applied (or,
Emploxeces who become unable to carry out the job for which
they were employed are given individual consideration,
Depending on the nature, severity and duration of the disability,
individuals may be considered {or alternative work, including
retraining if necessary.

Our safety record continued the improving trend of the previous
two yuars, resulting in an annual incident rate for the vear
which is the lowest ever achieved by North West Water, A
further drive to improve salety performance is underway in the
current year.

Fixed assets

Therc are stringent provisions within the Water Act and the
Appointments regarding the disposal of land and buildings, the
majority of which are needed for continuing operations and are
not yet readily adaptable for other uses, In these circumstances,
the directors are of the opinion that the values shown in
Accounts properly reflect the existing use value to the business
and arc not signilicantly different from their market values,

Changes in {ixed assets during the year arc shown in note 10 to
the Accounts,



NORTH WEST WATER LIMITED

AUDITORS' REPORT

Report of the Auditors to the members of North West Water
Limited

We have avdited the financial statements on pages 12 to 24 in
accordance with Auditing Standards.

In our opinion the financial statements give a true and {air view
of the state of affairs of the Company at 31 March 1990, and of
its profit and source and application of funds for the year then

ended and have been properly prepared in accordance with the
Companies Act 1985.

Price Waterhouse
Chartered Accountants
Manchester

2 July 1990
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NORTH WEST WATER, LIMITLD

BALANCE SHEET
AT 31 MARCH 1990

1990
Note fm fm
FIXED ASSETS
Tangible assets
Infrastructure assets 8210
Other assets 736.8
10 i1557.8
Investments I 0.4
1,558.2
CURRENT ASSETS
Steres 6.0
Debtors 12 9.2
Investments 13 247.6
344.8
CREDIJTORS: Amounts [alling due within
one year 14 (195.8)
NET CURRENT ASSETS/(LIABILITIES) 149.0
TOTAL ASSETS LESS CURRENT
LIABILITIES 1,707.2
CREDITORS: Amounts falling due¢ after
more than one year 15 (91.1)
1,616.1
CAPITAL AND RESERVES
Called up share capital i7 431.9
Share premium account 18 647.8
Profit and loss account 18 5364
1,616.]

Approved by the board of directors on 2 July 1990 and signed on its behall by

1
W D Grove Chairman

R Ferguson Finance Dircctor %g“

i — 3

The notes on pages 15 to 24 form part of these accounts,
* Sce note |
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NORTH WERT WATER LIMITED

NOTES TO THE ACCOUNTS

Accounting policies
Basis of preparation of accounts

In accordance with the Water Act 1989, the accounts incorporate from 1 April 1989 the
results of the activities of North West Water Authority which weres vested in North West
Water Limited on | September 1989,

The comparative financial information for the Company for the year ended 31 March 1989

has been extracted from the listing particulars in the Prospectus dated 22 November 1989,

issued in connection with the Offer for Sale of shares in North West Water Group PLC.

That information was based on the accounts of North West Water Authority, adjusted to

eliminate the resuits and net assets of activities which have been transferred to the

I&-’ationa} Rivers Authority, and reflecting accounting policies now being used by the
ompany,

The directors believe that care should be taken in drawing conclusions from a comparison
between the results for the years ended 31 March 1990 and 31 March 1989, The changes
which have taken place during the year in capital structure, regulatory expenditure and
otbher costs associated with corporate status render comparisons potentially misleading,

Turnaver

Turnover represents the income receivable in the ordinary course of business for services
provided and excludes V.A.T.

Research and development

Expenditure on rescarch and development is written off against profits in the year in
which it 18 incurred.

Tangible fixed assets

Tangible fixed asscts comprise infrastructure assets (mains, sewers, impounding and pumped
raw water storage rescrvoirs, dams, sludge pipelines and sca outfalls) and other asseis
{including propertics, overground plant and equipment),

(i} Infrastructurg assels

Infrastructure asscts comprise a network of systems, Expenditure on infrastructure nssets
relating to increases in capacity or enhancements of the network is Ireated as additions,
which are included at cost after deducting rclated grants and contributions,

Exapenditure on maintaining the operating capabifity of the network in accordance with
defincd standards of service is charged as an operating cost, No depreciation is charged on
infrastructure assets because the network of systems is reqguired to be maintained in
perpetuity and therefore has no finite cconomic life.

Charges for infrastructure rencwals expenditure take account of planned expenditure on
maintaining the operating capability of infrastructure assets in accordance with the
opcrational policies and standards underlying the Corr;panr‘s investment programme, The
timing of the investment programme and other operational considerations may tesult in
uneven patterns of infrastructure renewals expenditure, Charges to the profit and loss
account are adjusted by way of accruals or deferrals, as appropriate, 1o take account af any
significant {luctuations between actual and planned expenditure,

It has not becn possible or appropriate to adjust the profit and loss account charge for
infrastructure rencwals cxpenditure for the year ended 31 March 1989, as the Company did
not have an investment programme in the current form during that period, Consequently,
the level of charge for infrastructure renewals expenditure in the vear ended 31 March
199G is not dircetly comparable with the ¢harge for the previous year,
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NORTH WEST WATER LIMITED

DIRECTORS' REPORT

Company formation

North West Water Limited was incorporated in Engiand and
Wales on 1 April 1989 under the Companies Act 1985, On

29 August 1989 it became a wholly owned subsidiary of North
West Water Group PLC. On ] Sepiember 1989 the property,
rights and liabilities of North West Water Authority (other than
those transferred to the National Rivers Authority) were vested
in the Company. In November 1989 shares in North West Water
Group PLC were the subject of an Offer for Sale by the
Government and were subsequently listed on the International
Stock Exchange in London,

Principal activities

The Company provides water and sewerage services in the North
West region of England by virtue of ap Instrument of
Appointment dated 29 August 1989 made under the Water Act
1989, appointing the Company as water and scwerage
undertakers.

Profit and dividend

Turnover for the year ended 31 March 1990 rose to £510.5
million, an inc¢rease of 115 per cent aver the previous year,
Profit for the year after tax and extraordinary items was £68.8
million. A dividend of £750 million was approved by the
Company in General Meeting on 20 November 1989 and was
paid during the year., The directors do not propose the payment
of any further dividend. The excess of dividend over profit for
the yvear has been transferred from reserves.

Review of activities

The year was dominated by the privatisation of our parent
company, a rigorous, intensive and demanding process. As a
conscquence of privatisation, the Company now operates within
a new legislative and regulatory framework,

The Company continued to provide water und waste water
services to almost 7 million customers and industry in the
region, round the clock, and to make improvements to those
services.
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NORTH WEST WATER LIMITED

DIRECTORS' REPORT

Particular features of the year were:

major investment programme achieved on target

. increasing contribution to environmental improvements

. improvements in the quality of services {0 our cusiomers
continuity of water supplies maintained during one of the
dricst summers on record

. increasing emphasis on innovation and technology
dedicated workforce meeting the challenges of the year

Regulation

Regulatory framework:

The new regulatory arrangements for our business, introduced
by the Water Act 1989, are significantly different from those
applying 10 the former water authorities, They have been
redefined, extended or made more stringent, and introduce a
morc comprechensive framework of enforcement, A hew system
of cconomic regulation has also been introduced,

New reguiators were established, principally the Director
General of Water Scrvices and the National Rivers Authority.
The Director General is particutarly concerned with customes
scrvice standards and cconomic regulation, This recognises the
need for businesses to be properly financed, as well as for
customers’ interests to be protected, in particular by controlling
charges, The National Rivers Authority’s responsibilities
include the prevention of water pollution,

Considerable investigation, analysis and planning were necessary
during the year to ensure programmes were in place to secure
compliance with the higher standards required by the new
regulations. The standards for drinking water guality had o
particularly high public profile as, more receatly, have those
relating to discharges to the sea, rivers and other surface waters,

Ring fencing:

As required by Condition K of the Appointment, the directors
state that they are satisfied that as at 31 March 1990, if a
special administration order had been made under Section 23 of
the Water Aat 1989 in respect of the Company, the Company
would have had available to it suflficient rights and assets (not
including financial vesources) to have enabled the speeial
administrator so to manage the aflairs, business nnd property of
the Company that the purposes of the order could have been
achieved,



NORTH WEST WATER LIMITED

DIRECTORS' REPORT

Regulatory accounts:

The regulatory accounts of the Company to 31 March 1990,
prepared in accordance with the Appointment, will be filed with
the Director General of Water Services on 16 luly 1990 and
therealter will be available upon application to the Company
Secretary at the repistered office,

Investment programme

Our investment target for the year was achieved, The
investment expenditure of £264 million represented a 20 per
cent increase on the previous year.

During the yearn:

. 305 new projects were started, ranging in cost from £50,000
to £12 million and with a total value of around £220
million

. 34 major projects for refurbished or extended water and
waste water treatment works were completed at a total cost
of around £16 miliion

. 630 kilometres of water mains were laid, renewed or
rcfurbished at a cost of around £44 million

90 kilometres of sewers were laid, renewed or refurbished at
a cost of around £78 million

Improving the environment

A major part of our investment programme is directed towards
continuing the improvement of the environment, particularly by
the refurbishment of the sewerage system and of waste water
treatment works to improve the quality of discharges to
watercourses and tidal waters.

As part of our extensive programme for the Mersey Basin
clean-up, we have atready spent more than £400 miilion over
the last five years, During the year, the £8 million Wallasey
intcrceptor sewer was completed, some  £5 million was spent on
the Liverpoo! interceptor sewer, and a start was made on the £5
million Green Lane interceptor sewer. We continued to take a
positive role in persuading other industries to improve their
discharge arrangements by thking suitnble wastes in to the
sewerage system,




NORTH WEST WATER LIMITED

DIRECTORS' REPORT

We welcomed the Government's initiatives, announced towards

the end of the year, concerning the ending of disposal of waste
water siudge at sea and additional treatment for discharges to

estuarial and coastal waters.

We are currently licensed to dispose of some 1.96 million wet
tonnres of sludge to sea, with a similar amount being disposed of
mainly to agricultural land, or landfill, or by ncineratioa,
There arc no insurmoantable practical or technical difficulties
in complying with ihe requirement to cease disposal 1o sea. Of
course, this will not of itseif soive the problem of sludge. We
need sufficient time to complete our plans lor, and 1o construct
and bring into operation, alternative arrangements which are
likely to involve additional invesiment and operating
expenditure,

The announcement that all significant waste water discharges
should receive treatment was followed in May 1990 by the
Sccreiary of State for the Environment's decision to reject our
long sca outfall solution [or waste water disposal on the Fylde
Coast as it did not include treatment., Our original technical
assessment and recommendation was designed to ensure that the
Fylde bathing waters would mect the Evropean bathing waters
standards using the seif purification capacity of the sea, which
would have resulted in the lowest cast to the community,

We are confident we can present environmentally acceptable
afternative proposals for consuitation before the end of 1990,
Extra trecatment facititics will clearly improve standards, but
will also add significantly to the costs of the Fylde Const
clean-up.

Qur commitment to the environment has other facets, Asn
major landowner in the North West, we will continue 1o respect
the special character of the covntryside in our care and take our
cnvironmental responsibilities seriously., The new national code
of practice on conservation, access and recreation issucd by the
Sccretary of State reflects our policies, practices and procedures.
We arc ensuring that all our activities arc undertaken with bast
environmental practices at the forefront,

During the year we established the industry’s [irst advisory
committee of independent experts, CARACL, the Conservatiosn,
Access and Recreation Advisory Commitiee, enlists the
knowledge, skills nnd cxpertise of environmental und
recreational organisations and local authorities to assist us in
these important areas.



NORTH WEST WATER LIMITED

DIRECTORS' REPORT
Improving the guality of services to our water custemers

We are introducing new codes of practice relating to standards
of service and for the protection of customers' interesis. A
general code for domestic customers describes our serviges,
charges, complaints and emergency artangements, and gives
information about payment arrangements, meters, and the role
of the Dircctor General's Customer Service Committee for the
INorth West, There are also codes relating to disconnections of
supply to domestic customers and lcakage from metered supplies
to domesiic customers.

A scheme has also been introduced which guarantees specified
standards Tor resuming water supplies alter interruptions; for
responses to billing enquiries, requests for different payment
arrangements and written complaints about water services; and
keeping written appointments.

A great deal of effort has been directed to improving our
procedures for notifying customers of our works programmes
and of planned interruptions to their water supplies. Training
programmes ar¢ continuing, to improve our approach te
customer care and the way in which we respond to our
customers when they contact us.

Agreed arrangements are in place 10 ensure that complaints
referred to us by the Customer Scrvice Committee are dealt with
efficiently and thoroughly. We were represented at thie
Committee’s inaugural mezting in May 1990 and look forward to
developing a positive and ¢unstructive relationship with the
Committee 1o the benefit of our customers.

Action as part of our substantial investment programme to
maintain and improve drinking water quality has included the
provision of automatic water quality monitoring aquipment and
treatment process controls at many water treatment works,
linked to the regional telemetrv systen; the use of granular
activated carbon to improve taste and odour control in supplies
from the River De¢e; the introduction of additional chlorination
facilities to provide better control of disinfection within the
distribution system; and further measures to reduce the take ap
of lead from customers' service pipes and plumbing,

The results of analyses of water samples taken are now recorded
on the new water quality register, open to inspection by the
public at 21 of cur offices throughout the region.




NORTH WEST WATER LIMITED

DIRECTORS' REPORT
Continuity of water supplies

The summer of 1989 was one of the warmest and driest on
record, but we were able to maintain supplies 1o ovr customers.
This was achieved because of our integrated water supply
networks which we continue to make more flexible and robust,
our intensified programme for reducing leakage from our
mains, the efforts of cur operational staff and, not least, the
conscicntiousness of our customers in responding to appeals for
ecconomy in their use of water,

Our reservoirs were fully restored by the exceptionally heavy
rainfall in January and February 1990 and we are confident we
can continue to meet the demands of our customers,

Research, tectinology and innovation

We are giving increasing attention t’c@bur vigorous research and
development programme, to innovation and to the extensive use
ne & technology., We sec real benefits aceruing in financial,
acrvice and environmental terms, from the rapid adoption of

new ideas and processes.

Developments during the year have included the commissioning
of further plants incorporating one of the world’s most
advanced combincd heat and power (CHP) systems, increasing
the number using that system in the region to 16, This brings to
22 the toral number of waste water treatment works with CHP
plants. CHP systems usc methane gas from the tregtment process
to genecrate electricity. This is used to power the works, thus
saving cnergy costs and the surplus generated is sold to
cleetricity supply companics,

Employees rvising to the challenge

Our effectivencss as a Company depends substantiatly on the
dedication and commitment of our employees. These qualities
were amply demonstrated during the rigorous privatisation
process. Collectively, our employees recognise that they have a
major stake in the profitability of the business, Individuvally,
the great majority are now also sharcholders in our parent
company. The success of the Company and their success are
bound together. The company had established an extensive
range of communication and consultative arrangements designed
to cnsurc that employees are kept Fully informed abouwt the
busincss.




NORTH WEST WATER LIMITED

DIRECTORS® REPORT

We will continue to ensure high quality recruitment and to
invest in our employeces through further training and
development, Our planning for the future includes, in the
current year, our largest ever graduate intake., There will also
be over 80 summer projecis on offer to sixth formers "nd
undergraduates 1o help them learn about industry and attract
potential young recruits.

The Company is pursuing its responsibilities as an equal
opportunity employer. Policies and practices are established to
ensure that, as far as possible, no job applicant or employee
rececives less favourable treatment on cither racial grounds or on
grounds of sex or marital status, or is disadvantaged by
unjustifiable conditions or requirements.

In considering applications for employment from disabled
people, the Company secks to ensure that full and (air
consideration is given to the abilitics and aptitudes of the
applicant against the requirements of the job applied for.
Employces who become unable to carry out the job for which
they were cmployed are given individual consideration,
Depending on the nature, severity and duration of the disability,
individuals may be considered for alternative work:, including
retraining if necessary,

QOur safety record continued the improving trend of the previous
two vears, resulting in an annuaf incident rate for the year
which is the lowest ever achieved by North West Water, A
further drive to improve safety performance is underway in the
current year,

Fixed assets

There ase stringent provisions within the Water Act and the
Appointments regarding the disposal of land and buildings, the
majority of which are neceded for continuing operations and are
not yet readily adaptable for other uses, In these circumsiances,
the dircctars are of the opinion that the values shown in
Accounts properly reflect the existing use valuc to the business
and are not significantly different {rom their market values,

Changes in fixed asscts during the yvesr are shown in note 10 to
the Accounts,



NORTH WEST WATER LIMITED

DIRECTORS' REPORT

Share capital

The Company has an authorised share capital of £650,000,000
divided into 650,000,000 ordinary shares of £1 cach. The issued
share capital, credited as fully paid, is £431,930,000 Further
details are set out in note 17 to the Accounts,

Directors

The present directors of the Company arz =et out below., All
were appointed on ) September 1989 except Mi Thian, who was
appointed on 1 January 1990,

W D Grove, Chairman

R P Thian, Deputy Chairman

B Alexander, Managing Director

R D Armstrong, Personnel Director
M R Dyer, Operations Director
J
G

R J Ferguson, Finance Director

A G Fox, Enginecring Director

1 E Millar, Information Technology Director
* ¥ Sanderson, non-gxecutive

* Director, North West Water Group PLC

Messts J A L Gunn and A D Whetnall were both appointed on 1
April 1989 and resigned with effect from ) September 1989,

Details of dircctors' interests in ordinary shares of North West
Water Group PLC are sct out in note 4 to the Accounts.

Auditors

A resolution to re-appoint the avdiiors, Price Waterhouse, will be
proposed at the Annual Geaeral Meeting,

By order of the board
J R Tetlow

Secretary

2 July 1990
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NDRTH WEST WATER LIMITED

AUDITORS’ REPORT

Report of the Auditors to the members ef North West Water
Limited

We have audited the financial statcments on pages 12 to 24 in
accordance with Auditing Standards.

In our opinion the financial statements give a true and fair view
of the state of affairs of the Company at 31 March 1990, and of
its profit and source and application of funds for the year then

ended and have been properly prepared in accordance with the
Companies Act 1985,

Price Waterhouse
Chartered Accountants
Manchester

2 July 1990
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NORTH WEST WATER LIMITED

PROFIT AND LOSS ACCOUNT
FOR THE YEAR ENDED 31 MARCH 1990

199¢ 1986*

Note fm £m

Turnover 1{b} 510.5 457.7
Operating costs 2 (360.1) (305.4)
Other income 3 4.2 38
Operating Profit 154.6 136.3
Net interest payable 6 (79.1) (111.8)
Prolit on ordinary activities belore tax ) 5.5 44.3

Tax on prolit on ordinary activities 7 - -
Prolit on ordinary activities alter tax 3.5 443
Extraordinary items 8 {6.7) (3.3
Profit {or financial year 68.8 13,1
Dividend paid 9 {750.0) -
Transfer (from), to reserves 18 (681.2) 43.1

The notes on pages 15 to 24 form part of these accounts,
* See note )
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NORTH WEST WATER LIMITED

BALANCE SHEET
AT 31 MARCH 1990

FIXED ASSETS
Tangible assets

Infrastructure assets
Other assets

Investments

CURRENT ASSETS

Stores
Debtors
Investments

CREDITORS: Amounts falling due within
onc vear

NET CURRENT ASSETS/(LIABILITIES)

TOTAL ASSETS LESS CURRENT
LiABILITIES

CREDITORS: Amounts lalling due after
more than one year

CAPITAL AND RESERVES

Catled up sharc capital
Share premium account
Profit and loss account

Approved by the board of directors on 2 July 1950 and signed on its behalf by

W D Grove Chairman

—_\4‘391%/%

g [

R Ferguson Finance Director ’“‘3"‘“\

The notes on pages 15 to 24 form part of these accounts,

* Sce note |

1089+
£m

7453
643.1

1388.6
0.]

1,388.7

1,136

(955.6)
180.6

————r——————

180.6

180.6

1950
Ngoie £m £m £m
821.0
736.8
10 1557.8
11 0.4
1,558.2
6.0 6.9
12 gi.2 73.0
13 247.6 -
344.8 79.9
14 (195.8) {3324)
14%.0
1,707.2
15 (91.1)
1,616.1
17 4319
18 647.8
18 3364
1,6186.1



NORTH WEST WATER LIMITED

SOURCE AND APPLICATION OF FUNDSG STATEMENT

FOR THE YEAR ENDED 3! MARCH 1990

FUNDS GENERATED FROM TRADING
Profit on ordinary activities before tax

Depreciation
Extraordinary items

CHANGES IN FIXED ASSETS

Purchase of tangible fixed asssts and investments

Disposa) of tangible fixed assets
Grants and contributions

CHANGES IN WORKING CAPITAL

Stores
IJcbtgrs
Creditors

Cash absorbed by operations

Issue of shares

Loaps write of f

Dividend paid )

Net borrowings at beginning of year

Net cashf(borrowings) at end of year

Comprising:

Gross borrowings
Finance leases
Current investments

* See note |

3

1550 1989
£m m

1535 44.3

294 26.)
{6.7) {1.2)

98.2 69,2
(205.9) 143.73

0.6 0.5

6.4 i3

0.9 1.0
(18.2) (3.3)

38.3 .0
{79.7) {52.1)

1,079.7
1,037.0

750.0 -
{1,1558.3) {1,098.2)
13y (1.13558.9)
AR T BN

{63.0) {1,093,7
(52.9) '(6].63

2476 .
137 (11553
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(d)

NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Accounting policies
Basis of preparation of accounts

In accordance with the Water Act 1989, the accounts incorporate from 1 April 1989 the
results of the activities of North West Water Authority which were vested in North West
Water Limited on | September 1989,

The comparative financial information {or the Company for the year ended 31 March 1989

has been extracted from the listing particulars in the Frospecins dated 22 November 1989,

issued in connection with the Offer for Sale of shares in North West Water Group PLC,

That information was based on the accounts of North West Water Authority, adjusted to

eliminate the results and net assets of activities which have been transferred to the

Ie‘ationa! Rivers Authority, and reflecting accounting policies now being used by the
ompany,

The directors believe that care should be taken in drawing conclusions from a comparison
between the results for the years ended 31 March 1990 and 31 March 1989, The changes
which have taken place during the year in capital structure, regulatory expenditure and
other costs associated with corporate status render comparisons potentially misleading,

Turnover

Turnover represents the income receivable in the ordinary course of business for services
provided and excludes V.A,T,

Rescarch and development

Expenditurc on rescarch and development is written of f against profits in the year in
which it is incurred.

Tangible fixed assets

Tangible fixed assets comprise infrastructure assets (mains, sewers, impounding and pumped
raw waler storage reservoirs, dams, sludge pipelines and sea outlalls) and other assets
{including properties, overground plant and cquipment).

(i) Infrastructure assets

Infrastructure asscts comprise a network of systems, Expenditure on infrastructure assets
relating to increases in capacity or cnhancements of the network js treated as additions,
which are included at cost alter deducting related grants and contributions.

Expenditure on maintaining the operating capability of the network in accordance with
defined standards of service is charged as an operating cost, No depreciation Is charged on
infrastructure assets because the network of systems is required to be maintained in
perpetuity and therefore has no finite economic life,

Charges for infrastructure renewals expenditure take account of planned expenditure on
maintaining the operating capability of infrastructure assets in accordance with the
operational policies and standards underlying the Company's investment progipinme, The
timing of the investment programme and other operational considerations msy result in
uneven patterns of infrastructure renewals expenditure, Charges to the profit and loss
account are adjusted by way of accruvals or deferrals, as appropriate, to take account of any
significant fluctuations between actual and pianned expenditure,

It has not been possible or appropriate to adjust the profit and Joss account tharge lor
infrastructore rencwals expenditure {or the year ¢nded 31 March 1989, us the Company did
nat have an investinent progranune in the current form during 1hat period, Consequently,
the leve!l of charge for infrastructure renewals expenditure in the year ended 31 Mareh
1990 is not directly comparable with the charge For the previous year,

is



NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

(d) Tangible fixed assets{continued)

(e}

(h)

{(n

&)

(11} Other assets

Other assels are shown at the values attributed by North West Water Authority prior 10
their being vested in North West Water Limited on | September 1989, less depreciation

charged 10 31 March 1950. Additions are included at cost after deducting related granis and
contributions.

Frechold land is not depreciated. Other assets are depreciated cveniy over
their estimated economic fives which are principally as follows:

Buildings 30 - 60 years
Qperational structures 40 - 80 years
Fixtures, [ittings, tools and equipment 4 - 40 years
Pre-1974 assets 22 - 27 years

Asscts in the course of construction are not depreciated unti! commissioning,

Leased Assels
Asscts financed by leasing arrangements which substantially transfer ail the risks and

rewards of ownership to the lessee (finance leases), are capitalised in the balance sheet and
the corresponding capital cost is shown as an obligation to the lessor, Leasing repayments
comprise both a capital and a finance c¢lement. The finance clement is writtien off to the
profit and loss account so as to produce an approximately constant periodic rate of charge
or the outsianding obligation. Such assets arc depreciated over the shorter of their
estimated useful lives and the period of the lease,

Operating lease rentals arc charged to the profit and loss account as incurred,

Fixed asset investments
Investments held as Tixed assets are stated at cost less amounts written of [,

Current assel investments

Current asset investments in externally managed interest bearing funds are stated a1 market
valuc. Other investments are stated at the Jower of cost and e¢stimated net realisable value,

Stores
Stores arc stated at cost less any provision necessary to recognise damage and obsolescence,

Pensions
Most of the Company's employees belong to pension schemes which provide for defined

benelits based on final pensionable pay. Pension costs are charged against profits over the
estimated remaining service lives of employees.

Details of pension arrangements and fuading are set out in note 19 to the accounts.

Deferred taxation

Provision is made for deferred tuxation where a lability is considered lkely to arise in the
foresceable luture,

1



NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

QOperating costs

Staff costs

Wages and salaries
Social security costs
Pension contributions (note 19}

Capital schemes
Infrastructure renewals

Manpower costs

Depreciation

Owned {ixed assets .
Fixed asscts held under finance leases

Infrastructure renewals expenditure

Other operating costs include:
Encrgy, rates and other operating costs
Raw materials and consumables
Auditors' remuneration
Research and development

Opcrating leases .
- hire of plant and machinery
- land and buildings

Costs of restructuring

Awarceness campaign and other coses

Total opcrating costs

Other income

Other income is analysed as follows:

Profit on disposal of fixed assets
Net rents reccivable
Other

17

1990 1689
£m Im
856 B4.7
8.5 5.4
9.7 6.1
1022 97.2
(]7.’9) {15.8)
(6.1} {7.3)
78.2 74.1
218 117
7.6 g4
94 361
7.2 _ 81T
1267 1137
21.2 18.8
.1 0.]
2.5 X8
1.8 | e
1.2 0.9
1 1n0 -
6.8 -
174.3 1375
360.1 305.4
1950 1989
£m £m
3l 29
1D 0.9
0.1 N
4,2 A8




NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Directors
The directors received no emoluments as directors of the Company. The emoluments of
dircctors of North West Water Group PLC are dealt with in that company's atcounts,

At 3] March 1990, the directors and their families had the following beneficial interests ig
the ordinary shares of North West Water Group PLC (dctails of the interests of directors of
North West Water Group PLC are dealt with in that company’s agcounts):

Share options(iii}
Ordinary Executive Employee

shares(i) (i1) QOption Sharesave

Scheme Scheime

R D Armstrong 579 33,000 6,136
M R Dyer 1,260 37,500 2,045
R J Ferguson 1,291 37,500 6,136
A G Fox 1,778 33,250 2,386
1 E Millar 1,062 - 2,045

() In common with other eligible individual shareholders, the directors and their
families may be entitied to a share bonus from HM Government in accordance with
the provisions of the Offer for Sale.

(i)  Beneficial interests include shares made available to eligible employees under special
arrangements at the time of the Offer for Sale,

(i1i) Details of the Employee Sharesave Scheme and the Execuilive Share Option Scheme
operated by North West Water Group PLC are given in that company's acgounts,

Employees
1990
Average number of persons emploved 6,258

Emoluments of higher paid employees {excluding pension contributions):

£ 199G
Number

30,001 - 35,000 3]
35,001 - 40,000 10
40,001 - 45,000 1
45,001 - 50,000 2

Comparative information has not been included beeause the directors consider this would
be misleading in view of the significant changes in the organisation of the business,

s
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NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Net interest payable

1990 1989
£m £m
Interest payable:

On bank loans, overdrafts and other loans:
Repavable within 5 years 69.5 249
Repayable wholly or partly in more than 5 years 109 83.8
80.4 108.7
On finance leascs 9.0 5.7
Total interest payabie 89.4 114.4
Interest receivable (10.3) (2.6}
Ner interest payvable 79.1 1158

!

Taxation

No tax liability or charge arises because of the tax aflowances on the transfer of
accumulated capital expenditure from the predecessor Authority.

The full potential delerred tax liability, nonc of
which is provided in the acceunts, is:

1990
£m

Accelerated tax allowances on buildings, plant and
cquipment 56.6
Other timing differences (16.9)
Losses (21.9)
11.8

No comparatives are shown since the predecessor Authority was not liable 1o corporation
tax,

Extraerdinary jtems

19%0 1989
£m £m

Extraordinary charges:
Privatisation costs 6.7 1.2

Privatisation costs include expenditure relating to preparation for the vesting of North West
Water Authority’s assets and liabilities in successor bodies, which took place on

1 September 1989 under the provisions of the Water Act 1989 and to the Offer for Sale of
shares in North West Water Group PLC,

Dividends

A dividend was paid in November 1989 in respect of the period (rom 1 September 1089 to
3f March 1990 of 250.0p nct per ordinary share.

1%



10, Tangible fixed assets

Cost

Transfer from predecesaor
Authority
Additions
Grants and contributions
Transfers
Disposals

At 31 March 1590

Depreciation:

Transfer from predecessor
Authority

Charge for the year
Disposals

At 31 March 1990

Net hook value:
At 31 March 1900

At 31 March 1989

NORTE WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Land snd  Infrastructure Operational Fixtures, Pre-397T¢ Assels in Totul
buildings nssets  structures fittings, assels course of
tools and construction
equipment
£m £m Em fm Em Em £m
41.0 T45.5 280.5 205.4 1774 1231 1871
2.1 62.2 13.8 26.5 - 0o 55
- (2.8} (0.5) (0.2) - (8.4) {6 4}
1.4 15.6 8.1 3.3 - (48.4} -
(0.3} - - (2.4) - - @0
44.2 821.0 302.2 253.6 Fig 1708 13687
£.9 - 28.8 65.8 B3.1 - 18%.6
1.3 - 5.1 174 5.6 - 204
{0.1) - - {2.0) - V1)
741 - 33.9 B1.2 88.7 - 2109
37.1 821.0 208.3 1724 88.Y 1708 1,B57B
35.1 745.5 152.0 140.6 94.3 1211 1A8BG

Within tangible fixed assets are assets held under finance leases at the following amounis:

Cost

Accumulared depreciation

Net book value

1980 16489

m fm
81.0 85,4

(41.9) (34.3)
39,1 311

AR analvsis of land and buildings between freehold and long and short leaschold is not
readily available at 31 March 1990. Pre-1974 assets comprisc 2 pool of assets which was
transferred to the Company from North West Water Authority, which it acquired in 1574
from its predeccssors. No analysis by asset category is available, The directors consider that
the provision of the above information would incur expanse and delay out of proportion 1o
the benefit it would provide to sharcholders,

20



11,

13

NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Tangible fixed assets (continued}

1990 1983
£m £m

Capital commitments:
Contracted but not provided for 328.0 205
Authorised but not yet contracted for 58.0 85.9

In addition to thes¢ comimitments, at 31 March 1990, the Company has longer term
investment expenditure pians which include expenditure to improve asset performance and

condition and to provide lfor new demand and growth.

Fixed asset investments

Othey
investmenis
£fm
Cost:
At ) April 1989 0.]
Additions {_“__3;_
At 31 March 1990 L.
Other investments incivde the foliowing holdings in unlisted companics registered in
England and Wales:
Class of .
sharcs/securities Proportion
issued held
Water Rescarch Cenire(1989)Pic 'A’ ordinary £1 -
'B’ ordinary £1 26,23%
5% convertible
unsccured loan 26,25%
stock 2014
Water Pension Fund Holdings Limited Ordinary £1 18,448
Debtors
. 1950 1989
Amounts falling due within one year £m £m
Trade debtors ) 49.9 312
Amounts owed by Group companies 4.7 -
Other debiors . 7.2 o
Prepavments and acerued income 28.5 342
90.3 121
Amounts failing duc after more
than one year:
Amounts owed by related company 0.3 0.3
Other debtors 0.6 0.6
0.% 0.9
Totat debtors 91.2 3.0
Current assct investments
1950 198G
£1 £m
Managed funds and short term deposits ) 2476

2
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NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Creditors: Amounts fslling due within one year

1990 1989
£m i
Loans 0.7 168.0
Bank overdrafts and temporary borrowings 19.8 26.3
Trade creditors 149 14.3
Obligations under [inance leases 8.0 5.2
Other creditors 1.6 0.1
Taxation and social security 1.3 03
Infrastructure renewals acerual 9.8 -
Accruals and deferred income 138.7 1235,z
1958 L 3324
Creditors: amounts falling dve after more than one year
1690 1989
£fm f£m
Loans 42,5 8994
Obligatinns under {inance leases 44.9 534
Other creditors 3.7 2.8
oLl 9336
Borrowings
Loans and overdrafts
Repayable
by instalments
partly after 5 Finance 1990 [QL0
years Other leases Total Total
£m £m £m £m £m
Within one vear 0.7 19.8 8.0 28.5 2025
Between onc and two years 0.7 0.1 7.6 8.4 54.8
Beatween two and [ive years 2.5 - 16.8 19.3 165.6
Alter more than five years 39.2 - 20.5 59.7 732.4
43.] 19.9 529 1159 1,155.3
Called-up share capital
Authorised Allotied 2nd
fully paid
£ 5
Ordinary shares of £} 650,000,000 431,930,000

The Company’s authorised share capital on incorporation on 1 April 1989 was £100 divided
into 100 shares of £1 eack, of which two were subseribed at par by nominees of the Crown,
On 29 August 1989, the authorised sharc capital was increased 1o £30,000, divided into
50,060 ordinary shares of £1 cach; and on ! September 1989, 49,998 ordinary shares were
jssued at par to North West Water Group PLC, credited as fully paid,

On 20 November [1989:

(a)  the authorised share capital was further increased to £650 million by the ereation of
649,950,000 ordinary shares;

(b} 300 million ordinary shares were allotted, Tully paid for vash, to North West Woter
Group PLC, for a consideration of £750 million,

On 8 January 1990, 131,880,000 ordinary shares were allotted, fully paid for cash, (o Netth
West Water Group PI.C, for & consideration of £329.7 million.

22
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NORTH WEST WATER LIMITED

NOTES TO THE ACCOUNTS

Reserves
Profit and Share premium
loss account account
£m Im
Translerred from North West Water Authority 1814 -
Loss for the year (681.2) -
Loans written of f (see_below) 1,037.0 -
Arising on the issue of shares - 647.8
At 31 March 1990 5364 647.8

Op 15 November 1989, the Company’s indebtedness in respect of loans from the Secretary
of State for the Environment and the Public Works Loans Commissioners was written off.

Pensions

The Company is a participant in the Group’s two defined benefit final salary schemes, the
Water Mirror Image Pension Scheme (WMIS) and the Water Pension Scheme (WPS).

Prior to 1 September 1989, employees were members of cither the Water Authorities
Superannuaticn Fund (WASF) or the WPS, which was established in 1988 as an optional
alternative to the WASF, As part of the reorganisation of pension arrangements effective
from 1 Scpiember 1989, the WASF was no longer available and employees who were
mermbers of WASF at that time were transferred to WMIS, which was established on that

date rto replicate the existing arrangements of the WASF {or members® contributions and
beneflits,

With effect from 1 September 1989, actuarially determined transfer payments are due to be
paid {rom the WASF to the WPS and WMIS in respect of members of WASF who have
decided to transfer their past service rights into their new scheme. Although the Tirst
formal actuarial valuations have not been completed, the consulting actuary to both
schemes, William M Mercer Fraser Limited, has conflirmed that transfer values calculated on
this basis will be sufficient to meet the acerued linbilities assumed for eachk scheme
(including allowange {or future salary increases and inereases to pensions) in respect of
service prior to 1 September 1989,

The emplover’s contributions and the pension cost have been assessed in accordance with
the advice of William M Mercer Fraser Limited, using the projected unit method {or the
WPS and the attained age method for the WMIS. For this purpose the main actvarinl
assumptions usced are based upon investment growth of 9 per cent per annum and pay
growth of 7 per cent per annum. Pensions in payment and deferred pensions under the
WMIS have been assumed to increase by 6 per cent per annum. This assumption has becen
chosen to refiect the increases under the scheme which are guaranteed to be in line with the
Retail Price Index (RPI). For the WPS, the corresponding assumption used is 5,25 per cent
per annum, This reflects increases which are guaranteed at 5 per cent per annum {or the
increasce in the RPIif less) with the intention to pay more, up to the level of the RPL, il the
resources of the scheme 50 permit.

The pension cost for the period was £9.7million {1989 £6.1million.), which jncluded
£1.6million in respect of additional funding of statutory increases to pensions in paymen:
and supplementary discrctionary awards,

The pension cost in respect of the WPS and the WMIS is the annual regular cost of
providing benefits, In respect of the WASF, the pension cost has been taken as the
contribution paid including both normal contributions based on members® pay and recharges
of supplementary pensions and pension increases. Although these actual contributions would
have been insufficient to fund pension increases and supplementary discretionary benefits
no unfunded liability for these now remains with the Company or its schemes, With effect
from 1 September 1989 these linbilities and the liability for supplementary pehsions payable
under the WPS and WMIS at that date were transferred to the National Rivers Authority,
For other benefits, the full lability relating to service up to the date of tach member's
transfer to the WPS or WMIS, including the liability for [uture pension ihoreases, is
intended to be met within the transfers From the WASE as deseribed abowe,

FE)



NORTH WEST WATER LIMITED

NOTES TO 1HE ACCOUNTS

20. Operating leases

The Company is committed at 3] Mareh 1930 to making the following payments during the
next twelve montns:

Land and Plant and
buildings machinery
£m £m

Leases which expire;
Within one year - 0.1
Between two and {ive years 04
After five vears -

[ Yo

e
tdjow

0.5

21. Ultimate holding company

The ultimate holding campany is Narth West Water Group PLC, a company registered in
Engiand and Wales.
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