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Directors’ report

for the year ended 31 March 2002

Principal activities
United Utilities Water PLC provides water supply and sewerage
services in North West England in accordance with its licence held
under the Water Industry Act 1891.

The Chairman’s statement and the operational and financial raview,
to be read in conjunction with this report, appear on the preceding
pages.

Profits and dividends

The results for the year, set out in the prefit and loss acceunt on page
B, show that turmover for the year ended 31 March 2002 reduced to
£952.0 million, & reduction of 0.2 per cent over the previous year. Profit
for the year after tax was £215.8 milicn (2001 restated - £189.2
million).

An interim dividend of 14,85 pence per share was paid in February
2002, The directors recommend a final dividend of 30.05 pence per
share for the year to 31 March 2002. Preference shars dividends
totalled £9.1 million.

Regulation

As raquired by paragraph 3.1 of Condition K of the ficence, the
directors are satisfied that as at 31 March 2002, if a special
administration order had been made under section 23 of the Water
Industry Act 1991 in respect of United Utilities Water PLC, the
company would have had avaifable to it sufficient rights and assets (not
inciuding financial resources) 1o have enabled the spedial administrator
to manage the affairs, business and properties of the company so that
the purpose of the order could have been achigved.

Employment policies

Employess are key te achieving our business goals and the company
is committed to improving the skills of its pecple. The company
respects the dignity and rights of every employes, supports them in
performing various roles in society and challenges prejudice and
stereotyping. The company is committed to involving employees
through open and regular communications about business changes to
allow a free flow of information and ideas.

We participate extensively in Business in the Community
programmes to encourage oppertunities for wormen and for pecple
from ethnic mincrities and we actively support employees with
disabilities.

Proper attention to health and safety is an indispensable part of the
company’s commitment to high standards in every respect cf the
business. The company encourages participation in the group’s
save-as-you-earn share schemes and share incentive plan.

Research and development

The company is committed to developing innovative, cost-effective
and practical solutions for providing high quality services and
standards to our customers, and for the henefit of the wider
cormmunity and the development of the business. it seeks 1o take as
part of this process maximum advantage of wide-ranging expertise,
abilities and facilities within the company.
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Creditor payment policy and practice

The pclicy is normally to pay suppliers accerding to agreed terms of
business. These terms are agreed upon entering into binding contracts
and the company seeks to adhere to the payment terms provided the
relevant goods and services have been supplied in accordance with
the contracts. The group and company had 54 days of purchases
outstanding at the end of the financial year.

Directors

The directors of the company during the year ended 31 March 2002
are set out below. All ware dirsctors for the whole year except where
otherwise indicated.

Non-executive directors
P G S Entwistle, ncn-executive director
D E Morton JP, non-executive director

Executive directors

J E Roberts*, Chairman (and Chief Executive, United Utilities PLC)
A D Armmstrong

J A Barnes

S G Batey”

S Beaumont (appointed 30 October 2001)

M F Bradbury

L W Dawson*

C H Elphick

“Cirector, United Utilities PLC

Directors - resigned during the year
S W Chaplin (resigned 17 QOctaber 2001)
R C Emerson (resigned 21 January 2002)

Detalls of directors’ interests in ordinary shares of United Utilites PLC
are set out in note 5 to the accounts.

At no time in the year did any director have a material interest in any
contract or arrangement which was significant in relation to the
company’s business.

Auditor

In accordance with section 384 of the Companies Act 1985,

a rasolution to re-appoint KPMG Audit Plc as auditor to the company
will be propes the annual general meeting.

-
A U P

By order of the board
Tim Rayner
Secretary

11 July 2002
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Directors’ responsibilities

in respect of the preparation of financial statements

The directors are required by the Companies Act 1885 to prepare
financial statements for each financial year which give a true and fair
view of the state of affairs of United Utilities Water PLC at the end of
the financial year and of the profit and loss for the financial year, The
company is also required to prepare accounting statements each year
which comply with the requirements of Condition F of the licence of
the company as a water and sewerage undsrtaker under the Water
Industry Act 1991. The accounting statements may be combined with
the financial statements.

The directors consider that in preparing the financial statements on
pages 8 to 40 the company has used appropriate accounting policies,
consistently applied and supported by reasonable and prudent
judgements and estimatss, and that all accounting standards and al!
Regulatory Accounting Guidelines issued by the Cffice of Water
Services which they consider to be applicable to these financial
statements have been followed. After making enquiries, the dirsctors
are of the cpinion that the group has adequate resources to continue
in operational existence for the foreseeable future. For this reason, they

continue to adopt a going concemn basis in preparing these financial
statements.

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

In addition, the directors have responsibility for ensuring that the
company Keeps proper accounting records sufficient to enable the
historical cost and current cost information reguired by Condition F of
the licence to be prepared, having regard to all relevant Regulatory
Accounting Guidelnes. The directors have a general responsibility at
law for taking such steps as are reasonably open to them to safeguard
the assets of the group and to prevent and detect fraud and other
irregularities.

The directors are required to confirm in the accounting statements
that, in their opinion, the company was in compliance with paragraph
3.1 of Condition K of the licence relating to the availability of the rights
and assets, at the end of the financial year.

Independent auditor’s report

to the members of United Utilities Water PLC

We have audited the financial statements on pages 6 to 23,

Respective responsibilities of directors and auditors

The directors are responsible for preparing the directors’ report and,
as gescribed above, the financial statements in accordance with
applicable United Kingdom law and accounting standards. Our
responsibiiities, as independent auditors, ave established in the
United Kingdom by statute, the Auditing Practices Board and by
our profession’s ethical guidance.

We report to you our opinicn as to whether the financial statements
give a true and fair view and are property prepared in accordance with
the Companies At 1985. We also report to you if, in our opinicn, the
directors’ report is not consistent with the financial statements, if the
company has not kept proper accounting records, if we have not
received all the information and explanations we require for our audit,
or if information specified by law regarding directors’ remuneration and
transactions with the group is not disclosed.

We read the other information accompanying the financial
statements and consider whether it is consistent with those
statements. We consider the implications for our report if we become
awars of any apparent misstatements or material inconsistencies with
the financial statements.

United Utilities Water PLC

Basis of audit opinion

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

We planned and performed our audit so as to obtain afl the
information and explanations which we consider necessary in order to
provide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatament, whether
caused by fraud or other irregularity or errer. In forming our opinion we
also evaluated the overall adequacy of the presentation of information
in the financial statements.

Opinion

In our opinion the financial statements give a true and fair view of the
state of the affairs of the compary and the group as at 31 March 2002
and of the profit of the group for the year then ended and have been
properly prepared in accordance with the Companies Act 1985.

A te peedie UL
KPMG Audit Plc
Chartered Accountants
Registered Auditor
St James’ Square
Manchester
11 July 2002
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Consolidated profit and loss account

for the year ended 31 March 2002

Turnover
Net operating costs f{including exceptional costs of £8.2m — 2001 £3.4m)

Operating profit
Net interest payable

Profit on ordinary activities before taxation
Tax on profit on ordinary activities

Profit for the financial year
Dividends on equity and non-equity shares

Transfer to reserves

20

2002
£m

952.0
{566.5)

385.5
{148.9)

2374

(21.6)

215.8
{203.0)

12.8

Restatad
o
£m

953.5
(577.1)

376.4
138.5)

237.9
(48.7}

189.2
(199.2)

(10.0)

All of the results derive from continuing operations. The consolidated profit and loss account for the yvear ended 31 March 2001 has been restated

for the adoption of FRS 19 Deferred Tax (see note 17).

Reconciliations of movements in shareholders’ funds

for the year ended 31 March 2002

Group Company

Restatéd Restated

2002 200t 2002 2001

Note £m m £€m <m

Prciit for the financial year (Prior year adjustment of £35 milion) 215.8 189.2 215.8 189.2

Dividends (203.0) (199.2) (203.0) (189.2)

Net movemant in sharehclders™ funds for the year 20 12.8 (10.0) 12.8 (10.0%

Opening sharehclders’ funds {Prior year adjustment of £145 million) 2,176.5 2.186.5 2,176.5 2.186.5

Closing shareholders’ funds 2,189.3 21765 21893 21785

Effect of pricr year adjustments on opening equity shareholders’ funds,

2002 2001

£m £m

Opening shareholders’ funds as previously stated 2,356.5 23315

Prior year adjustment - deferred tax (notg 17} {180.0) (145.0)

OCpening shareholders’ funds as restated 2,176.5 2,186.5
g a I n S and IOSSGS for the year ended 31 March 2002

Restatec

2002 2001

£m £m

Profit for the financial year 215.8 189.2

Totai recognised gains and losses relating to the financial year 2158 189.2

Prior year adjustment - deferred tax {note 17) {180.0) -

Total gains and losses recognised since last annual report 358 186.2

% United Utilities Watar PLC
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Balance sheets

as at 31 March 2002

Fixed assets
Tangible assets
Investments

Current assets

Stock

Debtors

Short-term investments
Cash at bank

Creditors
Amounts falling due within one year

Net current (liabilities)/assets
Total assets less current liabilities

Creditors
Amounts falling dus after more than one year

Provisions for liabilities and charges
Net assets

Capital and reserves
Equity share capital

Share premium account
Profit and loss account
Equity shareholders’ funds
Non-equity share capital

Shareholders’ funds

Group Company

] -  Restated o
2002 2001 2002
Note £m £m £m
10 4,924.7 4,746.6 4,924.7
" 0.4 0.3 0.4
4,925.1 4,745.9 4,825.1
29 2.4 2.9
12 287.9 316.4 287.9
185.0 2555 185.0
24.3 19.9 243
500.1 504.2 500.1
13 (604.0) (559.2) ( 604.0)
{103.9} 35.0 {103.9)
4,821.2 4,781.9 4,821.2
14 {2,440.1) (2,419.5) (2,440.1)
18,17 (191.8) {185.9) (191.8)
2,189.3 2176.5 2,189.3
19 431.9 431.9 431.9
19 647.8 647.8 647.8
20 886.2 873.4 886.2
1,965.9 1,953.1 1,966.9
19 223.4 223.4 223.4
2,189.3 2,176.5 2,189.3

Restated
2001
£m

4,746 .6
0.4

4,747.0
2.4
316.4
286.5
19.9

594.2

(540.2)
54.0

4,801.0

(2,438.8)
(185.9

21765

431.9
847.8
873.4

1,953.1
223.4

2,178.5

Prior year figures have been restated to show the effects of applying FRS 18 Deferred Tax as explained in note 17.

Approved by the board cof directers on 11 July 2002 and signed on its behalf by:

“Cr.

Steven Beaumont
Finance Director

United Utilides Water PLC

b st
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Consolidated cash flow statement

for the year ended 31 March 2002

2002 2002 20M 200
£m £m &m m
Net cash inflow from operating activities 650.4 523.4
Returns on investments and servicing of finance
'nterest receved 16.3 10.2
interest paid (164.3) (122.9)
Interest element of finance leass repayments (7.9} {10.2)
Non-equity dividerds paid {9.1} 8.1)
Net cash outflow from returns on investment and servicing of finance (165.0) {132.0
Taxation {11.8) (13.2)
Capital expenditure
Purchase of tangible fixed assets (402.0) {(397.4)
Grants and contributions received 4.7 8.2
Dispesal of tangible fixed assets 54 15.7
Net cash cutflow for capital expenditure {391.9) (373.5)
Equity dividends paid (191.4) {187.6)
Cash outflow before use of liquid resources (109.7) (82.9)
Management of liquid resources
Short-term deposits 70.5 (255.5)
Financing
Increase of debt 58.3 304.5
Net cash inflow from financing 5§8.3 304.5
Increase/{Decrease) in cash 19.1 (33.9)
for the year ended 31 March 2002
2002 2601
JEm &
Reconciliation of operating profit to
net cash inflow from operating activities
Operating profit 3855 376.4
Depreciation 228.0 2422
Profit on disposal of tangible fixed asssats (4.3) (1.3)
Stocks (increase)/decrease (0.5) 0.1
Debtors decrease/(increase) 338 (7.4)
Creditors increase/(decrease) 7.9 13.4
Net cash inflow from operating activities 650.4 623.4

% United Utiitles Water PLC
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Notes to the cash flow statement (continued)

2002 2001
Em £m
Reconciliation of net cash flow to movement in net debt
Increase/{decrease) in cash in the year 19.1 (33.9)
Cash inflow from increase in debt and lease financing (58.3) {304.5)
Cash used to reduce liquid resources {70.5) 2555
Movement in net debt in the year (109.7) {82.9)
Opening net debt at 1 April {2,104.9) (2.022.0
Closing net debt at 31 March {2,214.6) (2.104.9)
2002 200+
Em £
Analysis of cash flows for headings netted in the cash flow statement
Financing
Debt due within a year:
- new/(repayment of} short-term group loans 6.4 (24.8)
— repayment of/{new) short-term bank loans - (310.5)
Debt due beyond a year:
- new long-term loans 53.0 735.8
— repayment of long-term group loans - (65.0)
— repayment of long-term external loans . (1.1} (30.8)
Capital element of finance lease repayments - 0.4)
Net cash inflow from financing 58.3 304.5
At Acnl At 31 March
2601 Cashflow 2002
Zm £m £m
Analysis of changes in net debt
Long-term loans (2,180.4) {51.8) (2,232,2)
Finance leases (199.8) - (199.6)
Overdrafts {(44.5) 14.7 (29.8)
Borrowings (2.424.5) (37.1} {2,461,6}
RParent undertaking loans 442 (6.5) 37.7
Short-term investrments 255.5 {70.5) 185.0
Cash in hand 19.9 4.4 24.3
Net debt (2,104.9) {109.7} {2,214.6)

J S United Utilitles Water PLC
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Notes to the accounts

1 Accounting policies

(a) Basis of preparation of financial statements

The consolidated financial statements of United Utilities Water PLC

and its subsidiary {the group) have been prepared under the historical
cost convention and in accordance with applicable accounting
standards and. except for the treatment of certain grants and
contributions (note {g) below), with the Companies Act 1985. In the vear
ended 31 March 2002 the group has adopted Financial Reporting
Standard (FRS) 19 Deferred Taxation, the application of which is
reflected in the curent pertod and has also resulted in changes to the
prior period resuits as per notes 8 and 17.

{b) Turmover
Turnover represents the income receivatile in the ordinary course of
business for services provided and excludes VAT,

{c} Research and development
Expenditure on research and development is written off against profit
in the year in which it is incurred.

(d) Tangible fixed assets

Tangitle fixed assets comprise infrastructurs assets (mains, sewers,
impounding and pumped raw water storage resenvoirs, dams, siudge
pipeines and sea outfalis) and other assets {including properties,
overground plant and equipment and electricity operational assets).

(i} Infrastructure assets

Infrastructure assets comprise a network of water and wastewater
systemns. Expenditure on infrastructure assets relating to increases

in capacity or enhancement of the network and on maintaining the
operating capability of the network in accordance with defined
standards of service is treated as an addition, which is included at
cost after deducting grants and contributions.

The depreciation charge for infrastructure assets is the estimated leval
of annual expenditure required to maintain the operating capability of
the network which is based on the company’s independently certified
asset management plan.

Employee costs incurred in implementing the cagital schemes of the
company are capitalised within fixed assets.

(i} Other assets

Additions are included at cost, Assets in the course of construction are
not depreciated untit they are commissioned. Freenold land is not
depreciated. Other assets are depreciated evenly over their estimated
economic lives which are principally as follows:

Buildings 30-80 years
Operational assets 5-80 years
Fixtures, fitings, tocls and equipment 3-40 years
Capitalised computer software costs 3-10 years

{e) Grants and contributions
Capital contributions towards infrastructure assets are deducted from the
cost of those assets. This is not in accordance with Schedule 4 to the
Companies Act 1985 under which the infrastructurs assets should be
stated at their purchase price or production cost and the capital
contributions reated as deferred income and released to the profit and
loss account over the useful life of the comespending assets.
The directors are of the cpinicn that, although provision is made for
depreciation of infrastructure assets (see note (d)i) above), these assets
have no finite economic lives and the capital contrbutions would therefore
remain in the balance sheet in perpetuity. The treatment otherwise
reguired by the Comparnies Act 1985 would not present a true and fair
view of the group’s effective investment in irfrastructure assets. The
financial effect of this accounting policy is set out in note 10.

Grants and contributions receivable in respect of other tangible fixed
assets are freated as deferred income, which is credited to the profit and
loss account over the estimated economic lives of the related assets.

10 United Utlitles Water PLC

() Leased assets
Assets financed by leasing arangements which ransfer substantially
all the risks and rewards of ownership to the lessee (finance leases! are
capitalised in the consolidated balance sheet and the corresponding
capital cost is shown as an obligation to the lessor. Leasing
repaymeants comprise both a capital and a finance element, Where the
lease is of a fixed interest rate nature, the finance element is written off
to the profit and loss account so as to produce an approximately
constant periodic rate of charge on the outstanding obligation. Where
the lease is of a flcating interest rate nature, the finance slement wiitten
off to the profit and loss accounts reflects the floating interest rate
charge incurred during the period on the outstanding obligation. Such
assets are depreciated over the shorter of their estimated useful lives
and the period of the lease.

Operating lease rentals are charged 1o the profit and loss account
o 4 straight line basis over the pericd of the lease.

(g} Fixed asset investments
Investments hekd as fixed assets are stated at cost less amounts
written off for permanent diminution.

{(h} Stocks
Stocks are stated at cost less any provision necessary to recognise
damage and obsolescence,

(i) Pensions

The company participates in a number of defined berefit schemes
offered by United Utifities PLC. These schemes provide for defined
tenefits based cn final pensionable pay. Pension costs are charged to
the profit and 10ss account so as to spread the cost of pensicns over
employees’ working lives with the company. The company has
followed the transiticnal arrangements of FRS 17 Retirement Benefits
in these financial statements. Detalls of pension arrangements and
funding are set out in note 21.

§) Taxation

Current tax, including UK corporation tax and foreign tax, is provided
at amounts expected to be paid {or recovered) using the tax rates and
laws that have been enacted or substantially enacted by the balancs
sheet date.

Deferred tax is recognised in respect of all timing differences that
have criginated but not reversed at the balance sheet date where
transactions or events that result in an chligation to pay mere tax in the
futlre or a right to pay less tax in the future have occumred at the
balance sheet date. Timing differences are differences between the
company’s taxable profits and its resuits as stated in the financial
staterments that arise from the inclusion of gains and losses in tax
assessments in pericds different from those in which they are
recognised in the financial statements.

Deferred tax is measured at the average tax rates that are expected
to apply in the periods in which the fiming differences are expectad to
reverse, based on tax rates and laws that have been enactad or
substantively enacted by the balance sheet date. Deferred tax is
measured on a discounted basis to reflect the time value of money
over the period between the balance sheet date and the dates cn
which it s estimated that the undertying timing differences will reverse.
The discount rates used reflect the post-tax yields to matunity that can
be obtained on government bonds with similar maturity dates and
currencies o those of the deferred tax assets or liabilities.

{k} Financial instruments

The noticnal interest on interest rate swaps and forward rate
agreements 10 manage interest rate exposures on the company’s net
borowings are included with the interest flows of the underlying net
borowings. These financial instruments in the above circumstances
are net revalued 1o their open market vaiue, but, on realisation, gains
and losses are spread over the pericd of the hedged position.
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Notes to the accounts (continued)

2  Segmental information

The company operates in the United Kingdom in cne class of business.

3 Net operating costs

2002 2501
£€m m
Employee costs:
Wages and salaries 74.2 81.8
Sccial security costs 5.8 7.4
Pension costs (note 21) 4.3 4.4
84.3 83.4
Capital schemes {30.1} (28.8)
Charges to provisions (5.4) -
48.8 848
Depreciation:
Owned fixed assets 121.4 137.8
Fixed assets held under finance leases 4.4 4.7
Non-infrastructure depreciation 125.8 142.5
Infrastructure depreciation 102.2 887
228.0 2422
Other operating costs include;
Other operating costs 273.6 250.0
Raw materials and consumaples 204 22.0
Auditer's remuneration 0.1 01
Research and development 0.9 18
Operating leases:
- hire of plant and machinery 2.7 1.0
- land and buiidings 0.9 1.4
Other income (note 4) (8.9) 8.0)
289.7 2703
Total net operating costs 566.5 577.1
Managed service fees and asset charges from group undertakings are contained within other operating costs.
Fees payable to the auditor and its associates for non-audit services in 2002 were £61,000 (2001 - £46.000).
4 Other income
2002 200
£€m <m
Profit on disposal of fixed assets 4.3 1.3
Net rents receivable 1.2 22
Other 34 2.5
8.9 5.0

1 United Utilitles Water PLC
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Notes to the accounts (continued)

5 Directors

The aggregate emoluments of the directors in 2002 amounted to £879.979 (2001 - £1,410,086). Emoluments comprise salaries. fees, taxable
benefits and the value of short-term incentive awards. The emoiuments of the highest paid director (R D Armstrong) in 2002 amounted to

£255,847 (2001 H R Croft — £330,599).

At 31 March 2002 and the pricr year, the directors and their families had the following interests, all of which were beneficial interests. in the
ordinary shares and options t¢ subscribe for ordinary shares in United Utilities PLT (details of the interests of directors of United Utilitles PLC are

dealt with in that company’s accounts).

Ordinary Executive

Shares option

scheme

R D Armstrong 16,799 3,767
J A Barnes 7,050 29,924
S Beaumnont 1,959 26,984
M F Bradbury 11,156 43,364
C H Elphick 11,938 23,636
P G 3 Entwistle 90 -

2002
Interest In shares

Employea
sharesave
achema

2,054
1,819
2,054
2,679
2,290

Grdinary
Snares

11.208
3.450
1,859

10.686
8.315

90

2001 o appointmant

Executive
cohon
schemsa

12.293
20.924
26984
43.364
23.838

Interast in shares

Employes
sharesave
scheme

2,054
5.419
2.054
3,596
3.623

Detalls of the emplovee sharesave scheme and the executive share option scheme operated by United Utilities PLC are given in that company’s

accounts.

Further details of options, including options exercised during the year are as follows:

Share optons Sghions Waigntad
at 31 March grantsa average
2601 cren quing  SXerciss grica
appontment the year par shars

Employee sharesave scheme
R D Armstrong 2,054 - 471.5p
J A Barnes 1,819 - 556.5p
2,151 - 481.0p
1,449 - 478.0p
S Beaumont 2,054 - 471.5p
M F Bradbury 1,449 - 478.0p
2,147 _ 471.5p
- 532 500.0p
C H Elphick - 2,280 500.0p
3.623 - 476.0p

Executive option scheme

R D Armstrong 3,767 - 529.6p
6,912 - 275.7p
1,292 - 364.2p
322 - 482.2p
J A Barnes 29,924 - 669.9p
S Beaumont 26,984 - 721.2p
M F Bradoury 43,364 - 679.6p
C H Eiphick 23.836 - 582.2p

First date
exareisabie

1 Mar 2003
1 Mar 2006
2 Feh 2001
2 Feb 2002
1 Mar 2003
2 Feb 2002
1 Mar 2005
1 Mar 2005
1 Mar 2007
2 Fely 2002

8 Jan 1997
8 Jan 1998
20 Jan 1989

35! date
axeraisabis

1 Sep 2003
t Sep 2006
1 Aug 2001
1 Aug 2002
1 Sep 2003
1 Aug 2002
1 Sep 2005
1 Sep 2005
1 Sep 2007
1 Aug 2002

8 Jan 2002
6 Jan 2003
20 Jan 2004

Cotions
axgresad
curing
*ha year

2.151
1,448

1,448

3.623

6.912
1,292
322

Market
prica an
SXAIcise

8400
613p

599p

598p

533p
833p
633p

The mid-market price of a share on the 31 March 2002 was 611

pence. The range in the year was 578 pence 1o 673 pence.

Summary information is provided above as disclosure of all sxercisable dates for directors’ share options would be excessive in lengh. Full details
of directors’ sharehcldings and options to subscrive are given in the register of directors’ interest.

12 United Utllitles Water PLC
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Notes to the accounts (continued)

5 Directors (continued}

The aggregate notional gain made by directors on the exercise of options during the year (based on the difference between the mid-market price
of a share on the day which options were exercised and the exercise price) was £39,911 (2001 - Enil). None of the opticns shown above lapsed
during the year.

The United Utlities Pension Scheme is a defined benefit pension scheme, which is open to all eligible employess. It provides pensions and
other benefits to members within inland Revenue limits. All the current executive directors are members and contribute to the scheme. It provides
a pension for them on normal retirement at age 60 equal to between 1/30° and 1/45" of pensionable earnings for each completed year of service.
The maximum pension is two thirds of pensionable earnings. Early retirement is possible from age 50 if the company agress.

The Finance Act 1983 restricts the pension benefits that can be paid by the Scheme to directors who joined the company after 1 June 1989
because the sarnings cap limits pensionable earnings for calculating benefits. The company has put in place for some of the executive directors
affected separate arrangements, the effect of which is to provide for them the same pension benefits as for those executives who are not limited
by the cap. These arrangements are unfunded.

The accrued pension at 31 March 2002 for R D Armstrong was £88.236 per annum (2001 H R Croft - £150.857 per annumj.

6 Employees

2002 200
Average number of persons empioyed 3,199 3,492
7 Net interest payable

2002 2001

£m £

Interest payable:
On bank leans, overdrafts and cther loans 105.9 776
On finance leases 7.9 10.2
Group undertakings 50.6 80.4
Total interest payable 164.4 148.2
Interest receivable:
Group undertakings (5.2) {4.7)
External (11.1)
Net interest payable 148.1 138.%

United Uiliitles Water PLC
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Notes to the accounts (continued)

8 Taxation on profit on ordinary activities

{a) Analysis of charge in period

Festated
2002 00!
£€m £m
Current tax:
UK corporation tax at 30% 15.5 13.7
Deferred tax:
Origination and reversal of timing differences 62.1 58.4
increase in discount (56.0) {(23.4)
Total deferred tax 7 - 61 - 35.0
Tax on prof& on ordinary.actj\rfitires | 216 48.7
(b} Facters affecting tax charge for period
The table below reconciles the notional tax charge at the UK corporation tax rate to the actual charge for taxation
Restatad
2002 2001
£m £m
Profit on ordinary activities before tax 237.4 237.9
%o %
UK corporation tax rate 30.0 30.0
Capital allowances in excess of depreciation _ (26.7) (29.0)
Other timing differences 0.6 2.1
Net costs not deductible for tax purposes 2.7 28
Actual current tax rate 6.6 57

As a result of the adoption of FRS 19 the comparative figure for the tax on profit on ordinary activities 2001 has been restated from the

previcusly reported amount of £13.7 million to £48.7 million.

14 United Utllitles Water PLC
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Notes to the accounts (continued)

9 Dividends

2002 2601

£€m m

Interim dividend of 14.85 pence per share (2001 — 14.56 pence} 64.2 62.9
Final dividend of 30.05 pence per share recommended (2001 - 29.48 pence) 129.7 127.2
Preference share dividend 6.98 pence per share (2001 - 6.98 pence) 9.1 9.1
203.0 189.2

United Utilifies Water PLC has increased its ordinary dividend payable to United Utlities Service Delivery PLC by 2.0 per cent to £193.9 milion
gross for the year. The dividend policy this year is consistent with the management of the economic risks of the business. United Utilities Water
FLC has also paid a preference dividend of £9.1 million for the year to United Utilities Service Delivery PLC.

10 Tangible fixed assets

Fixturas, fittings AB8EL5 0

Land and Infrastructure Cgeranonal toois and courss of

Buildings assels structuras aquigmant construcieon Total
Graup ard company m _ £m m om el cm
Cost:
At 1 April 2001 167.5 3,183.9 2.395.5 5204 3111 5.608.4
Additions : 0.1 73.2 18.8 238 2878 411.8
Grants and contrioutions - (4.8) . - - {4.6)
inter-group transfer 0.9 . - 0.2 - (0.7
Transfers 3.6 26.2 37.0 27.4 (94.2) -
Disposais (0.8} . - (2.7) (38.8) - (42.3)
At 31 March 2002 199.5 3,278.7 2,446.6 533.1 5145 6,972.4
Depreciation:
At 1 April 2001 43.4 942.3 588.9 287.1 0.1 1.861.8
Charge for the ysar 3.4 1022 76.8 39.5 - 228.0
Inter-group transfer {0.2) - - - - (©.2)
Cisposals 0.8) - (2.6) (38.4) {0.1) (41.9)
At 31 March 2002 51.8 1,044.5 663.2 288.2 - 2,047.7
Net book value:
At 31 March 2002 147.7 2,234.2 1,783.4 244.9 58145 4,924.7
At 31 March 2001 154.1 224186 1,806.6 233.3 311.0 4,746.6

Grants and contributions received relating to infrastructure assets have been deducted from the cost of fixed assets in order to show a true and
fair view. As a consequence, the net bock value of fixed assets is £76.0 milicn 2001 - £71.4 million) lower than it would have been had this
treatment not been adopted.

An analysis of land and buildings between freehcld and long and short leasehold is not readily available at 31 March 2002.

1% United Utilities Water PLC
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Notes to the accounts (continued)

10 Tangible fixed assets (continued)

Infrastructure renewals

Excess expenditure over depreciation at 1 April 2001 on maintaining the operating capability of the network 50.3

Expenditure on maintaining the network in the year 80.8
Depreciation for the year (102.2)
Excess expenditure over depreciation at 31 March 2002 28.9

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

2002 2001
£m om
Cost;
Operational structures 250.8 2508
Fixtures, fittings, tools and equipment _ 0.5 4.1
At 31 March 251.3 254.9
Accumulated depreciation:
Operational structures {77.2 73.00
Fixtures, fittings, tools and equipment 0.5) (3.9)
At 31 March (77.7) {786.9)
Net book value:
Operationa! structures 173.6 177.8
Fixtures, fittings, tools and equipment - 0.2
At 31 March 173.6 178.0
The depreciation charge for the year for assets held under finance leases is £4.4 million (2001 - £4.7 millicn).
2002 2001
£m £m
Capital commitments:
Contracted but not provided for ' ' 160.5 175.4

15 United Utilitlas Water PLC
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Notes to the accounts (continued)

11 Fixed asset investments

Company
Cost:
At 1 April 2001 and 31 March 2002

Shares 1 subschiary
undertakings
¥}

0.1

Zihers
westimens Tatal
£m tm
0.3 0.4

Details of subsidiary and associated undertakings, all of which are unlisted and registered in England and Wales are:

Subsicary undertakings [Cescription of nolding Proporticn held  Nature of business
North West Water Finance PLC Ordinary shares of £1 each 100% Raising finance
Associated undertakings Cescnption of rokling Sraperton bekt Naiure of Dusiness
WRc plc ‘A’ Ordinary shares of £1 each G.84% Watar ang wastewater
research
8% convertible unsecured 26.54%
ioan stock 2014
Paypoint Network Limited Ordinary shares of 1 pance sach 0.06% Cash collection service
Deferred shares of 1 pence each 0.06%
12 Debtors
Group Company
2002 2001 2002 2001
£m £m £m m
Trade debtors 152.3 147.2 152.3 147.2
Amounts owed by group undertakings 65.2 66.3 65.2 66.3
Other debtors 118 12.1 11.8 12.1
Prepayments and accrued income 58.6 80.8 8.6 20.8
287.9 316.4 287.9 318.4

Amounts owed by group undertakings represent amounts owed by parent and fellow subsidiary undertakings, which includes £49.4 miliion
fioating rate loans (2001 - £44.1 millien). Within prepayments and accrued inceme is £7.5 miflicn which falls due after more than one year

(2001 - £5.9 million).
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Notes to the accounts (continued)

13 Creditors: amounts falling due within one year

Group Company
2002 2001 2002 200
£m £m £m tm
Loans 66.6 312 66.6 31.2
Bank overdrafts and temporary borrowings 29.8 44 4 298 44 .4
Trade creditors 215 104 21.5 10.4
Amgunts owed to parent and fellow subsidiary undertakings €6.1 41.8 66.1 416
Dividends 129.8 127.2 129.8 127.2
Other creditors 0.4 1.1 0.4 1.1
Taxation and social security 2.4 2.0 2.4 2.0
Accruals and deferred income 287.4 3013 287.4 2823
604.0 559.2 604.0 540.2
14 Creditors: amounts falling due after more than one year
Group Company
2002 2001 2002 2cM
£m £m £m £m
Loans 1,7111 1.6847 1,711.1 488.3
Obligations under finance leases 199.6 199.6 199.6 199.5
Amounts owed to parent and feliow subsidiary undertakings 454.5 454.5 454.5 1.679.0
Other creditors 3.9 4.4 3.9 4.4
Deferred grants and centributions (note 15) 7.0 86.3 71.0 66.3
2,440.1 2,419.5 2,4401 2.438.6
15 Deferred grants and contributions
£rm
Group and company
As at 1 April 2001 68.3
Received in the year 786
Profit and loss account 2.9)
At 31 March 2002 71.0

13 United Utilitles Water PLC
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Notes to the accounts (continued)

16 Provision for liabilities and charges

Ceterred tax Reslruciursg BHET

Croup and company
As at 1 April 2001 {restated) 180.0 5.8 185.9
Utilisad - {©.4) ©.4
Profit and loss account 6.1 g2 153
At 31 March 2002 186.1 5.7 131.8

17 Deferred tax

Res:aeo
2002 200
£m om
Accelerated capital allowances 881.6 818.0
Short-term timing differences {31.5) (30.0)
Undiscounted provision for deferred tax ‘ 850.1 7880
Discount (664.0) (608.0)
Discounted provision for deferred tax 186.1 180.0

The requirements of FRS 19 Defarred Tax, issued in Dacermber 2000, are now effective for these financial statements. Accordingly, full provision
has been made for deferrad tax assets and liabiiies arising from timing differences between the recognition of gains and losses in the financial

statements and their recognition in & tax computation {discountad where matenial). A prior year adjustment of £180.0 milicn has been charged

against reserves to create the provision at the start of the period.

18 Borrowings

2002 oo
£m Im
Bank overdrafts and temperary borrowings 29.8 44.5
Term loans 2,232.2 2180.%
Finance leases 199.8 199.5
2,461.6 24245

Repayments fall due as follows:
Year 2002 Yaar el
£m £m
After five years 2008+ 1,784.6 2007+ 1,751.8
From four to five years 2007 52.2 2006 444.9
From three to four years 2006 444.4 2005 50.5
From two 1o three years 2005 50.0 2004 345
From cne to two years 2004 34.0 2003 B7.1
After more than one year 2,365.2 2.348.8
Within one year 2003 96.4 2002 757
2,461.6 24245

Loans repayable by instaiments partly after five years comprise bank and other loans repayable between 2008 and 2053
Interest rates range from 0.75 per cent to 14.83 per cent on £1,557.7 millicn and are at floating rates on £226.9 millicn.

13 United Utilitles Water PLC
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Notes to the accounts (continued)

18 Borrowings {continued)

Bank overdrafts and temporary borrowings
The group had available unutiised committed bark facilties of £320 milion (2001 — £545 milion). The amounts currently unutilised expire as
follows:

£m

Within one year 75.0
After two years 245.0
Total 320.0

Taking into account off balance sheet instruments, net debt can be analysed as follows:

Waighted average interes! rate Weighted average period

Borrowings at 31 March at which corrowings are fixed for wnich intarast is fixed

2002 2001 2002 2001 2002 2001

£m em % % years yeaErs

Fixed rate borrowings — sterling 2,064.1 1,709.7 7.2 7.1 4.1 5.4
Fioating rate borrowings - sterling 397.5 714.8
Floating rate parent undertaking loan - sterling - -
2,461.6 24245
Floating rate parent undertaking loan - sterling {37.7) {44.2)
Short-term investments — sterling {185.0} (255.5)
Cash at bank (24.3) {19.9)
Net debt at 31 March 2,2146 2.104.9

Floating rate borrowings are based on UBOR.

Financial instruments and risk management

The primary financial risks faced by the group are exchange rate risk and interest rate risk. The beard has reviewed and agreed policies for
managing each of these risks as summarised below. The board has also approved all of the classes of financial instruments used by the group.
The group’s treasury function, which is authorised to conduct the day-to-day treasury activities of the group. reports at least annually to the board.
The group uses a wide variety of financial instruments, including dervatives, to raise finance for its operations and 10 manage the risks arising from
those cperations.

The group borrows in the major global debt markets in a range of currencies at both fixed and floating rates of interest, using derivatives
where appropriate 10 generate the desired effective currency profile and interest basis.

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 principal amount. The notional principal of these instruments reflects
the extent of the group’s involvement in the mstruments, but does not represent its exposuwre to credit sk which is assessed by reference to the
fair value,

Under a currency rate swap, the group agrees with ancther party t0 exchangs the principal amount of two currencies together with interest
amounts in the two currencies agreed by reference to a specific interest rate basis and the principal amount. The principal of these instruments
reflects the extent of the group’s involvernent in the instruments.

All transactions are undertaken to manage the risks arising from underlying business activities and no speculative trading is undertaken.

The counterparties to these instruments generally consist of financial institutions and other bodies with good credit ratings. Although the group is
potentially exposed to credit loss in the event of non-performance by counterparties, such credit risk is controlled through credit rating reviews of
the counterparties and limiting the total amount of exposure to any ong party. The group dees not believe it is exposed to any material
concentrations of credit risk.

As noted above, the group uses derivatives to manage its exposure to currency risk on its borrowings. Accordingly, the group has no material
urhedged foreign currency exposures.

Financial instruments utifised by the group can be summarised as follows:
a) Interest rate swaps

interest rate swaps are used solely to manage floating rate borrowings in order to reduce the financial risk of the group from potential future
changes in medium-term interest rates.

20 United Uiliitles Water PLC




24

Annual Baport & Accoaunts 2002

Notes to the accounts {continued)

b} Financial futures
Financial futures are used to manage the group’s exposure to pessible future changes in short-term interast rates.

¢) Forward contracts
The group generally hedges foreign exchange transaction exposures up to one year forward. Hedges are put in place using forward contracts at
the time that the forecast exposure becomes reasonably certain.

d) Currency swaps
The group uses currency swaps to hedge currency expasure where debt is raised in one currency to fund in a different currency.

Fair values of financial instruments

Fair value estimates are made at a specific point in time, based on relevant market information and information about the financial instrument.
These estimates are subjective in nature and invelve uncertainties ang matters of significant judgement and therefore cannot be determined
pracisely. Changes in assumptions could significantly affect the estimates.

2002 2002 el 2001
Book value Fair value Bock value =air vae

£m £m i em

Short-term debt and current portion of long-term debt 96.4 96.4 757 75.7
Long-term debt 2,365.2 2,428.8 234838 24443
2,461.6 2,525.2 24245 2.520.0

Interest rate swaps - 38.4 - 44 4
Foreign exchange contracts and swaps - (32.3) - B85.7)
Total financial instruments 2,461.6 2,531.3 24245 24837

Fair values have been estimated using the following methods and assumptions:

Current assets and liabilities
Financial instruments included within current assets and liabliites (excluding cash and borrowings) are generally short-term in nature and
accordingly their fair values approximate to their book values.

Long term receivables and liabilities
The fair values of financial instruments included within long-term receivables and liablities {excluding bomrowings} are based on discounted cash
flows using appropriate market interest rates.

Net borrowings and non-equity interests {excluding foreign exchange contracts)

The camying values of cash and short-term borrowings and cumrent asset investments approximated to their fair values because of the short-term
maturity of these instruments. The fair value of quated long-term borrowings and guaranteed preferred securities is based on year end mid-market
quoted prices. The fair value of other long-term borrowings is estimated by discounting the future cash fiows to net present values using
appropriate market interest rates prevailing at the year end.

Currency and interest rate swaps

The group enters into currency and interest rate swaps in order o manage its foreign currency and interast rate exposures. The fair value of these
financial instruments was estimated by discounting the future cash flows to net present values using appropriate market rates prevailing at the year
end. The carrying and fair values of currency and interest rate swaps include the related accrued interast receivables and payables.

Hedges
Unrecognised gains and l0sses on financial assets and liabilities for which hedge accounting has besn used at the balance sheet date were
£137.3 million and £143.4 miion respectively (2001 - £168.2 milion and £146.7 million).

The group anticipates that £41.1 mifion of these gains and £39.3 million of these losses will be reaiised in the forthcoming financial year
{2001 - £20.0 millicr and £18.5 million). Of the unrecognised gains and losses on hedges as at 1 Aprl 2001, the net loss recognised in the
period's profit and loss account was £11.5 million.

United Utilities Water PLC
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Notes to the accounts (continued)

19 Called up share capital and share premium accounts

2002 2001
£m £m
Authorised share capital
850,000,000 ordinary shares of £1 gach 650.0 650.0
223,437.000 preference shares of £1 each 2234 2234
Allotted and fully paid share capital
431.930.000 ordinary shares of £1 each 431.9 4319
223.437.000 preference shares of £1 each 223.4 223.4
Share premium account 647.8 647.8

Preference shareholders are not entitled to receive notice of, attend or vote at, any general meeting of the company. However, preference
shareholders receive priority to other classes of shareholders on a winding up, liquidation or other return of capitai to sharehclders of the
company. The preference shares have a redempticn date of 1 October 2089.

20 Profit and loss account

Group Saomrpany

£m £m

At 1 April 2001 {restated) 873.4 873.4
Profit for the year 12.8 12.8
At 31 March 2002 886.2 886.2

As aliowed by section 230 of the Companies Act 1985, the company has net presented its own profit and 'oss account.

21 Pensions

The company participates in United Utilities PLCs two funded defined benefit schemes — the United Ultilities Pension Scherme {JUPS) and the
Electricity Supply Pension Scheme (ESPS), of which the ESPS is closed to new employees. UUPS also includes a defined contribution 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 United
Utilities PLC's finances.

For UUPS and ESPS, the pensicn cost under the accounting standard SSAP 24 have been assessed in accordance with the advice of a firm
of actuaries, Mercer Human Resource Consulting, using the projected unit methad. For this purpose, the actuarial assumptions adopted are
based upcn investment growth of 8.0 per cent per annum, pay growth ¢f 4.0 per cent per annum and increases to pension in payment and
deferrad pension of 2.5 per cent per annum. The actuarial value of the assets was taken as the market value of the assets,

The last actuarial valuations of the two schemes were carried out as at 31 March 2001. The combined market value of United Utilities” share of
the assets of the two schemes at the valuation date was £1,833 million. Using the assumpticns adopted for SSAP 24 the combined actuarial
value of the assets represented 113 per cent of the value of the accrued benefits after allewing for expected future earnings increases. In deriving
the pension cost under SSAP 24, the surplus in the schemes is being spread over the future working lifetime of the existing members.

For UUPS, the employer’s contributions have been assessed in accordance with the advice of Mercer Human Resource Consulting using
different assumptions to those described above. For ESPS, the employer’s contributions have been assessed in accordance with the advice of a
firm of actuaries, Bacon and Woodrow, using different assumptions and methods to those described above.

The company aiso operates a series of unfunded, unapproved retirement benrefit schemes. The cost of the unfunded, unapproved retirement
berefit schemes is included in the total pension cost, on a basis consistent with SSAP 24 and the assumptions set out above.

The total pension cost for the period was £4.3 million 2001 — £4.4 milion), A prepayment of £7.5 million is inciuded in the balance sheet at
31 March 2002 {2001 - £5.9 million).

The company is unable to identify its share of the schemes’ assets and liakilities on a consistent and reascnable basis, As permitted by FRS
17 Retirement Benefits, these schemes will be accounted for by the company when the accounting standard is fully adopted, as if the scheme
were a defined contribution scheme. The latest full actuarial valuations were caried out at 31 March 2001 and were updated for FRS 17 purposes
by qualified independent actuaries. These valuations showed a net surplus of £21.6 million. This information is disclosed in the United Utilities PLC
accounts.
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Notes to the accounts (continued)

22 Operating leases

The company is committed to making the following payments during the year:

Leases which expire:
Within one year

Between two and five years
After five years

Land and
buildings
2602

£m

Plant and
machinery
2002

£m

0.3
24

27

Lard and
busidings
Rl

Lm

04

1.3

ant ard

macrireny

2m

02
0.7

0.2

23 Related party transactions

The company has disclosed transactions with its ultimate holding cormpany and asscciated companies within the United Utllities group in note 7 of

the Regulatory Accounts.

24 Uttimate parent undertaking

The accounts of the company &re consolidated in the group accounts of the ultimate parent undertaking, United Utiities PLC, a compary

registered in Engtand and Wales. Copies of the accounts of United Utiities PLC may be obtained from the Company Secretary, United Utilties PLC.

Dawscn House, Great Sankey, Warrington WAS 3LW.
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Reqgulatory accounting information

Introduction

The curent cost accounts on pages 27 to 40 have been prepared in
accordance with the requirements of Regulatory Accounting Guidelines
issued by the Director General of Water Services.

Turnover and net operating assets for the non-appointed business.
as defined by Regulatory Accounting Guidslines, are not material and.
therefore, the cument cost profit and loss account, balance sheet and
cash flow statement show the figures for the total business.

Auditor’s contract

The contract of appointment with the auditor satisfies the reguirements
of paragraph 9.2 of Condition F of the licence namely that "the
auditors will provide such further explanation or clarification of their
reports, and such further information in respect of the matters which
are the subject of their reports, as the Director General may reascnably
require”.

Independent auditor’s report

to the Director General of Water Services on the financial statements of United Utilities Water PLC

We have audited the historical cost financial statements on pages

6 to 23. which have been prapared under the accounting policies set
out on page 10, and the current cost financial information on pages 27
to 40, which has been prepared under the accounting policies set out
on pages 29 and 30.

Respective responsibilities of directors and auditors

As described on page 5 the company’s directors are responsible
for the preparation of the regulatory financial statements. It is our
responsibility to form an independent opinion, based on our audit,
on those statements and to report Gur opinion to you,

Basis of audit opinion

We conducted our audit in accerdance with Audlifing Standards issued
by the Auditing Practices Board. An audit includes examination, on a
test basis, of evidence relevant to the amounts and disclosures in the
regulatory financial statements. It also includes an assessment of the
significant estimates and judgements made by the directors in the
preparation of the regulatory financial statements, and of whether the
accounting policies are appropriate to the company’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit s¢ as to obtain all the
information and explanaticns which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance that
the regulatory financial statements are free from material misstatement,
whether caused by fraud or other iregularity or error. In forming our
opinicn we also evaluated the overall adequacy of the presentation of
the information in the regulatery financial stataments in terms of
Generally Accepted Accounting Principles, the Reguiatory Accounting
Guidelings and consistency with the statutcry accounts.

24 United Utllitles Water PLC

Opinion

In our opinion the reguiatory financial statements contain the

information for the year to 31 March 2002 required to be published

and submitted to you by United Utilities Water PLC ("the

Appointeg™ to comply with Condition F of the ticence by the Secrstary

of State for the Ervironment to the Appointee as a water and

sewerage undertaker under the Water Industry Act 1981,

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

(i proper accounting records have been kept by the appcintes as
required by paragraph 3 of Condition F of the licence:

(il the information is in agreement with the Appointee’s accounting
records, complies with the requirements of Condition F of the
licence and has been properly prepared in accordance with the
Regulatory Accounting Guidelines numbers 1 to 4 issued by the
Cffice of Water Services;

(i) the financial staterments on pages 6 to 23 give, under the histerical
cost convention, a true and fair view of the revenues, costs, assets
and liatilities of the Appointee and its Appointed Business;

(v} the summarised accounts on pagss 25 and 25 have, as explained
on page 26, heen properly prepared from the financial statements
on pages & to 23 to reflect the adoption of infrastructure renewals
accounting as required by the Reguiatory Accounting Guidance
and, except for the effect of the departure from accounting
standards inherent in this requirement, give, under the historical
cost convention and together with the information in the financhal
statements on pages 6 to 23, a true and fair view of the revenues.
costs, assets and ligbilities of the Appointee and its Appointed
Business: and

(v} the current cest financial information on pages 27 to 40 has been
propery prepared in accordance with Regulatory Accounting
Guideline 1, Accounting for Current Costs, issued in May 1982 by
the Cffice of Water Senvices.

e Aeeeck QL
KPMG Audit Plc
Chartered Accountants
Registered Auditor
St James’ Square
Manchester
11 Juty 2002
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Summarised company historical cost profit and

IOSS aCCO u nt for the year ended 31 March 2002

Turnover
Operating costs
Operating income

Operating profit
Other income
Net interest payable

Profit on ordinary activities before taxation
Taxation

Profit for the year
Dividends

Retained profit/(loss) for the year

2002
£m

952.0
(572.0)
4.3

384.3
1.2
(148.1)

237.4

(21.8)

2158
{203.0)

12.8

Festated
2801
m

§53.5
(583.5)
47

374.7
22
(139.0)

237.9
{48.7)

188.2
{189.2)

(10.0)
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Summarised company historical cost balance sheet

for the year ended 31 March 2002

Rastated
2002 200+
£m £
Fixed assets
Tangible fixed assets 4,895.8 4.696.3
Investments 0.4 0.4
4,896.2 4,696.7
Current assets
Stock 2.9 2.4
Debtors 316.8 366.8
Short-term deposits 185.0 2555
Cash at bank 24.3 19.9
529.0 844.6
Creditors: amounts falling due within one year
Borrowings {96.4) {75.6)
Bividends payable (129.8) (127 .2)
QOther creditors (377.8) (358.6)
(604.0) (558.4
Net current (liabilities)/assets (75.0) 85.2
Creditors: amounts falling due after more than one year
Barrowings {2,365.9) (2.348.8)
Other creditors (3.2} (4.4)
(2,369.1) (2.353.2)
Provision for liabilities and charges (191.8) (185.9)
Deferred income {71.0) (86.3)
Net assets employed 2,189.3 21785
Capital and reserves
Called up share capital 655.3 855.3
Sharg premium 647.8 547 .8
Profit and loss account 886.2 873.4
Sharehoiders’ funds 2,189.3 2.178.5

The above histerical cost balance sheet is prepared in accordance with infrastructure renewals accounting for regulatory purposes. However, the
historical cost accounting balance shest stated on page 7 reflects the adoption of FRS15 Tangible Fixed Assets for the financial year 2001/02 and
the prior year. The infrastructure renewais prepayment of £28.9 milion in 2002 2001 - £50.3 millicn) is therefore shown within fixed assets, not

within debtors.

24 United Utllities Water PLC




o
Annual Report & Accounts 2002

Current cost profit and loss account

for the year ended 31 March 2002

Bes:ata
2002 2001
Note £m om
Turnover P 952.0 953.5
Current cost cperating costs 3 {662.8) 680.0)
Profit on disposal of fixed assets 2 1.6 4.7
Working capital adjustment 2 0.5 0.3)
Current cost operating profit 291.3 2779
Cther income 1.2 22
Net interest payable (148.1) {132.0)
Financing adjustment 30.9 50.7
Current cost profit on ordinary activities before taxation 175.3 191.8
Taxation
- Current tax {15.5} {13.7
- Deferred tax {6.1) {35.0)
Current cost profit attributable to shareholders 153.7 1431
Dividends on equity and non-equity shares {203.0) (193.2)
Current cost loss retained (49.3) (58.1)
The cost of services provided by Vertex Data Science Limited, an associated company of United Utilities Water PLC, has been analysed
across operating cost and interest as if the service were carried out by United Utilities Water PLC, in accordance with RAG4 guidelines.
at 31 March 2002
Festated
2002 206!
Mote £m om
Tangibie assets 4 34,977.2 34.412.0
Third party contributions since 1989-9C {181.2) (178.0)
Working capital 5 (87.8} {39.1}
Net operating assets 34,708.2 34,1889
Cash and investmants 185.4 265.8
Non-trade debtors 55.4 586
Non-trade creditors due within one year (145.9) {107.0)
Creditors due after one year (2,369.4) (2.353.5)
Provisions for liabilites and charges
- Deferred tax {186.1) {180.0)
- Other provisions (5.7) (5.9)
Dividends payable (129.8) (127.2)
Net assets employed 32,1124 31,7357
Capital and reserves
Called up share capital 655.4 655.4
Share premium account 647.8 647.8
Profit and loss account (229.3) (180.0%
Current cost reserve 5 31,038.2 308125
Shareholders’ funds 32,1121 31,7357
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Current cost cash flow statement

for the year ended 31 March 2002

Net cash flow from operating activities

Returns on investments and servicing of finance
Interest received

Interest paid

Interest in finance lease rental

Neon-eguity dividends paid

Net cash cutflow from returns on investments and servicing of finance
UK corporation tax paid

Capital expenditure

Gross cost of purchase of fixed assets
Receipt of grants and contributions
Infrastructure renewals expenditure
Disposal of fixed assets

Net cash outflow from investing activities
Equity dividends paid

Management of liquid resources
Short-term deposits

Net cash outflow before financing

Financing

Capital element of finance lease rentals
New bank lcans

Repayment of short-term group loans
Repayment of long-term group icans
Repayment of long-term external loans

Net cash inflow from financing

Increase/(decrease) in cash

2002
£m

16.3
(145.1)
(7.9)
9.1)

(323.7)
9.3
(80.8)

5.4

2002
£m

629.7

{145.8)

{11.8)

(389.8)
(191.2)

70.5

ey

o0

10.2
(142.8}
(10.2)
(9.1}

{290.8)
8.2
(90.8)
16.7

(0.4)
4445
(24.8)
(65.0)
(30.5)

200

£m

608.2

(151.9)

{(13.2)

(357.7)

(187.5)

(255.5)

(357.7)

323.8

{33.9)
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Note to the current cost cash flow statement

2002 2c01
£m cm

Reconciliation of current cost operating profit to net cash flow from operating activities
Current cost operating profit 291.3 2779
Working capital adjustment (0.5) 0.3
Changes in stocks (0.5) 01
Receipts from other income 1.2 2.2
Current cost depreciation 217.2 238.2
Current cost profit on dispesal of fixed assets (1.6} 4.7)
Dacreasef(increase) in debtors and prepaid expenses 33.7 (7.3)
Increase in creditors and accrued expenses 8.2 17.1
Infrastructure renewals expenditure 80.8 90.8
Movement in provisions (0.1} 6.4
Net cash inflow from operating activities 629.7 608.2

The analysis of movement in net debt required by RAG 3.04 is shown in the notes to the historic cost cash flow statement on page 9.

Notes to the current cost accounts

1 Current cost accounting policies

These accounts have been prepared for the total business of United Utilfites Water PLC in accordance with guidance issued by the Director
General of Water Senvices for modified real term financial statements suitable for regulation in the water industry. They measure prafitabiity on the
basis of real financial capital maintenance in the context of assets which are valued at their current cost value to the business.

The accounting policies used are the same as those adopted in the statutory historical accounts except as set cut below.

{a) Tangible fixed assets

Assets in operational use are valued at the replacement cost of their operating capability. To the extent that the reguiatory regime does not allow
such assets to earn a return high encugh to justify that value, this reprasents a modification of the valug to the business principie. Also, no
provision is made for the possibie funding of future replacements by contributions fram third parties and to the extent that some of those assets
would on replacement be so funded, replacement cost again difers from value to the business.

(i} Operational assets
Non-specialised operational assets are valued on the basis of open market value for existing use at 31 March 1998 and have been expressed in
real terms by indexing using the Retail Price Index (RPY since that date.

Specialised operational assets are valued on the basis of information provided by the Asset Management Plan (AMP). Values are adiusted by
changes in RPI between Periodic Reviews,

The unamertised porticn of third party centributions received is deducted in arriving at net cperating asseats (as described on page 30).

(i) Infrastructure assets
Mains, sewers. impounding and raw water storage resenvoirs, dams, sludge pipelines and sea outfalls are valued at replacement cost determined
principally on the basis of data provided by the AMP

In the intervening years, values are restated to take account of changes in the general level of Inflation as measured by changes in the RPi over
the year.

(i} Other fixed assets

All other fixed assets are valued principaly on the basis of data provided by the AMP. Between Periodic Reviews, values are restated for inflation
as measured by changes in the RFI.
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Notes to the current cost accounts (continued)

Current cost accounting policies (continued)

{b) Grants and other third party contributions

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

{c) Real financial capital maintenance adjustments
These adjustments are made t¢ historical cost profit in order to armve at profit after the maintenance of financial capital in real terms.

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

{ii} Financing adjustment
This is calculated by applying the change in RPl over the year to the opening balance of net finance which comprises all monetary assets and
liabilities other than to equity shareholders, which are not included in working capital.

{d} Allocation of costs to principal services

Direct costs are charged to the sub-service areas to which they are attributable, as defined in RAG4, whereas business activities and
indirect costs are allocated on an activity basis, using quantitative measures such as headcount and other methods reflecting consumption
of the service.

2 Analysis of turnover and operating income

2002 2e0m
Water Sewerage Water Sewearage
sarvices services Total sefvices sarvices Total
£m £&m £m &m Zm £m
Turnover
Measured 117.8 175.2 293.0 113.9 168.2 2821
Unmeasured 258.2 288.7 546.9 261.5 295.4 556.9
Trade effluent - 15.5 155 - 481 48.1
Revenue grants 0.2 - 0.2 0.1 - 0.1
Large usser revenues 41.3 33.5 74.8 38.0 - 38.0
Qther sources 4.7 1.0 5.7 8.3 3.5 98
Third party services 13.1 2.8 15.9 131 54 18.5
435.3 516.7 952.0 432.9 520.8 953.5
Operating income
Current cost profit on disposal of
fixed assets 1.3 0.3 1.6 2.2 2.5 4.7
Working capital adjustment 0.2 9.3 0.5 0.1 0.2) 0.3

Large user revenues for 2001/02 include trade effluent sales of £30.7 millicn. In prior years this revenue has been classified as trade effluent sales.
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Notes to the current cost accounts (continued)

3 Current cost operating costs for the year ended 31 March 2002

Service analysis

Resource

and ¥eatment

Direct costs

Employment costs

Power

Agencies

Hired and contracted services
Materials and consumables
Service charges EA

Other direct costs

Total direct costs
General and support expenditure

Functional expenditure

Operating expenditure
Customer services
Scientific services

Other business activities

Total business activities

Local autherity rates
Doubtful debts
Exceptional items

Total opex less third party services
Third party services —
operating expenditure

Total operating expenditure

Capital maintenance
Infrastructure renewals expenditure
infrastructure renewals
accrual/(prepayment)

Current cost depreciation (allocated)
Amortisation of deferred credits
Busingss activities current cost
depreciation {nen allocated)

Capital maintenance excluding

third party services

Third party services - capital maintenance
Total capital maintenance

Total operating costs

CCA {MEA) values:

Service activities

Business activities

Service totals

Servicas for third parties

Total

£m

r oo

e
VS W

29.8
10.2

40.0

58

0.7)

455

2,842.2

Cistnbution
£m

o ©
y o=

1341

28

314
17.7

491

508

3.3)
226

91857

Water services

Water supply
subtotal
£m

17.4
8.6

16.0
5.5
11.0
2.8

61.2
27.9

24.8
14.1
5.0
170.9
13.8

184.7

58.6
(4.0)
63.1
(2.0
248
143.3
1.6
1449
329.6
12.007.9
173.7
12,1816
29.8

12211.4

204774

Sewaerage servicas

Sewage  Siudge treatment  Sawerage service
Sawarage treatmant and cisposal subtotal
£m £m Zm £m

15.6
1.6

wm

218
4.2
45

0.3 1.3

o= =0
g
TR A B &% I

()

63.8

1341 307 200
1.2 26.0

185 6.2

14.3 48.3 26.2 89.8

30.8
3.0
1.3

35.1

10.4

17.2
4.2

186.7
26
158.3

24.2 - - 24.2
253
99.5
(1.4)

253 - -
8.0 716 19.9

263

173.8

173.9
333.2

474.4 22,6746

1,622.8
. 1891
22,7637
2.1

22,7858

The depreciation charges from asscciated companies have been reclassified as business activities capital cost in accordance with RAGY.
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Notes to the current cost accounts (continued)

3 Current cost operating costs for the year ended 31 March 2001

Sarvice analysis

Resource

and traatment

Direct costs

Employment costs

Power

Agencies

Hired and contracted services
Materials and consumables
Service charges EA

Other direct costs

Total direct costs
General and support expenditure

Functional expenditure

Operating expenditure
Customer services
Scientific services

Other business activities

Total business activities

Local authority rates
Doubtful debts
Excepticnal items

Total opex less third party services
Third party services —
operating expenditure

Total operating expenditure

Capital maintenance
Infrastructure renewals expenditure
Infrastructure renewals
accrual/(prepayment)

Current ¢cost depraciation (allccated}
Amortisation of deferred credits
Business activities current cost
depreciation (non allocatad)

Capital maintenance excluding

third party services

Third party services - capital maintenance
Total capital maintenance

Total operating costs

CCA (MEA) values:

Service activities

Business activities

Service totals

Services for third parties

Total

£m

30.0
1.6

416

4.5

0.5
47.7

27221

Cistribution
£m

8.3
5.0

7.5
1.1

27

246
231

47.7

46.4

{0.7)
22.1

9.073.7

Water services

Wataer supply
subtotal
im

16.5
7.7

10.6

10.9
2.7

54.6
34.7

89.3

26.8
1.0
34.7
28.8
13.0
170.9
16.8

187.7

50.9
0.4
69.8
(1.5
36.1
155.5
1.7
157.3
345.0
11,795.8
174.6
11970.4
28.8

11,999.2

Sewerage services

Sevage
treatment

Siudge trealment Sawerage serace
Sawerage subtotal

m om em £m

and disiosal

1 159
1 10.3
- 10.5
2 113
B 4.5
43
1.4

58.2
20.0

257
11.8 7.3

385 78.2

265
1.0
30.9
213
156
25
148.5
2.4

160.9

39.8 - - 39.8

8.6
97.8
(1.3)

78 715 18.5

38.8

183.7
0.4
184.1

335.0

487 8 2222186

187.5

201707 1,563.1

22,409.1
3.7

224128
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Notes to the current cost accounts (continued)

4 Current cost analysis of fixed assets by asset type and service for the year ended 31 March 2002

Sarvice analysis Water sarvices Sewerage services
infrastructure Operational Other tangible Infrastructure Cperatioral - Gther largible
asgets assels assels Subtotal assals assats assels Subtotal Tital
om £m £m £m £m <m £m £m £m

Gross replacement cost:

At 1 April 2001 108147 26079 2921 137147 201525 38034 3054 242613 379760
RP! adjustrment 144.4 34.8 3.8 182.8 269.2 50.8 a8 3238 506.6
Inter Group Transfers - _ 0.1 0.1 - - 0.1 0.1 02
Disposals - (1.8 (195  (21.0) - {14y (165 (1790 (38.9)
Additions 47.3 775 233 148.1 36.0 118.4 25.2 180.6 3287
At 31 March 2002 11,0064 2,7187 209.6 14,024.7 20,4577 3,972.2 318.0 24,747.9 38,772.6
Depreciation:

At 1 April 2001 - 15880 1175 17155 - 17308 1179 18485 35840
AP adjustment - 213 1.3 228 - 231 1.4 245 471
Disposals - - (17.5) {(17.5) - - (15.4) 15.4) (32.9)
Charge for the year - £68.1 248, g7 - 895 250 124 5 217.2
At 31 March 2002 - 1,687.4 125.9 1,813.3 -  1,853.2 128.9 11,9821 3,795.4
Net book value:

At 31 March 2002 11,0064 1,031.3 173.7 12,2114 204577 2,119.0 189.1 22,765.8 34,977.2
At 31 March 2001 10.8147  1,0099 1746 119992 201525 20728 18975 22.412.8 34,4120

GCperational assets by service for the year ended 31 March 2002

Service analysis Water servicaes Seweragae sarvicas
Non- Non-
Specialisect specialised Specialised scecialised
oparatonal operatignal operational cperational

assets assels Total assels assets Total

£m £m £m £m £€m £m

Gross replacement cost:

At 1 April 2001 2.554.4 535 2607.9 37429 805 38034
RPI adjustment 341 0.7 34.8 50.0 08 50.8
Disposals - (1.5) {1.5) - {1.4) .4
Additions 757 1.8 77.5 117.5 1.8 119.4
At 31 March 2002 2,664.2 645 2,7187 3,9104 618 39722
Depreciation:

At 1 April 2001 1,591.0 7.0 1,598.0 1,723.3 7.3 1,730.6
RPI adiustment 21.3 - 21.3 23.0 0.1 23.1
Disposals - - - - _ _
Charge for the year 67.3 08 68.1 986 0.8 99.5
At 31 March 2002 1,679.6 7.8 16874 1,844.9 8.3 1,853.2

Net book value:
At 31 March 2002 984.6 46,7 1,031.3 2,065.5 83.5 2119.0

At 31 Mareh 2001 963.4 485 10099 20198 . 832 207238
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Notes to the current cost accounts (continued)

The Director General makes an assumption about the regulatory capital value (RCV) for the appeinted business of United Utilites Water PLC at
each Periodic Review of Price Limits. This is the value on which the company earns a return through the price setting methodology. This value
does not normally appear in the financial statements of the company since assets are valued at historical or current cost for accounting purposes.

The average RCV for 2001/02 assumed in the 1999 Cetermination is £4,628 million, inflated to 2001/02 prices using the actual Retall Price
Index. This is consistent with information contained in the 2002 Annual Return to the Director General.

§ Working capital

2002 2001
£€m om
Stocks 2.9 2.4
Trace debtors 152.2 1472
Working cash balances {5.4} {(24.6)
Trade payments in advance 16.0 6.4
Prepayments and other debtors 49.0 845
Trade creditors (21.5) (10.4)
Short-term capital creditors (116.3) (111.0)
Infrastructure renewals (accruall/prepayment (17.9) 34
Other trade accruals (110.2) (108.8)
Payroll related taxation and social security (2.4} 2.0y
Group trade craditors {34.2) {26.2)
Total working capital (87.8) (39.1)
6 Movement on current cost reserve
Rastated
2002 2001
£m o
At 1 April 30,6125 29.808.2
RPI adjustments:
Fixed assets 459.5 758.4
Working capital {0.5) 0.3
Financing (30.9) (50.7}
Grants and third party contributions (2.4) 3.7)
At 31 March 31,038.2 306125
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Notes to the current cost accounts (continued)

7 information in respect of transactions with any other business or activity of the appointee or any associated company

To the best of their knowledge. the directors of United Utilities Water PLC declare that all appropriate transactions with asscciated companies
have been disclosed and material transactions with associated companies are at am's length and no cross-subsidy has occurred, The mateniality
level of transactions used for reporting is 0.5 per cent of turnover.

Borrowings and sums lent
The following loans from associated companies existed at 31 March 2002:

£m intaras! rate

United Utilities PLC - 750m US § Bonds 454.5 £.25 10 5.88%

Urited Utilities Water PLC operates a daily zero balancing sweep banking arrangement with its parent United Utilities PLC. This has resuited
in a total of £0.8 million nat interest payable to United Utilities PLLC for the year.

The following foans to associated companies existed at 31 March 2002:

£m inlergsl rate

United Utilities PLC 40.0 436t0627%

Dividends paid to associated undertakings
During the year dividends payable to United Utilities Service Delivery PLG totalled £203.0 miilion. This comprised a final dividend for the year ended
31 March 2002 of £129.7 million, an interim dividend of £64.2 million and a 7 per cent preference share dividend of £8.1 million.

The 7 per caent preference shares dividend was paid following the issue of £130 milion new shares on 1 October 1998 as part of capital
restructuring.

The ordinary dividend increased by 2 per cent in 2001/02 broadly in fine with inflation. This increase results from a base level of growth
consistent with the management of the economic risk of the business.
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Notes to the current cost accounts (continued)'

7 Information in respect of transactions with any other business or activity of the appointee or any associated company {continued)

Supply of services

Services supplied to United Utilittes Water PLC by associated companies.

Nature of key
fransactons

Managed services
Systems development

Facility services

Project services

Group ma.nagemeni charge
Coﬁnecﬂons

Sra.ripporti serviées

Systerns development
Systerr.us. -d-evélo;.ar_ner.\t.
Systéms Vsrurprport}mairntenance
'I;elephony .

Telephony

Company

Vertex Data Science Limited

Vertex Data Science Limited

United Utilities Properti Limited
United Utilities Properti Limited

United Utilities PLC

United Utilities Electricity PLC

United Utilities Electricity PLC
Unitéd Utilities Electricity PLC
Nétfbrce Group PLG |
Netforce G;oLjp PLC

Your Caﬁw}nunﬁcations_Limited

intercell Communications Limited

Terms af Tatar vahe
supgply of service

m
Market tested rates 716

based on actual activity
undertaken and
other market testing

Market tested rates 19.3
based on actual activity

undertaken and

other market testing

Other market testing 12.3
Other market testing 2.2
Recharge of costs 8.8
Competitive tetting 2.2
Recﬁarge of gésfs 03
Recharge of costs ” 0.3
Other mérket testing 1.8
dthér markét tésting 0.4
ﬁecharée of costs 0.4
Recharge of costs 02

Note — The Group Management charge of £8.6 millicn from United Utilities PLC represents 51.8 per cent of the total management charge to
subsidiaries. About 80 per cent of the charge is allocated by activity.

The Vertex charging arrangements for the Managed Services are based on actual activity in the year.

Facilities services include accommodation and telephony.
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Notes to the current cost accounts (continued)

7 Information in respect of transactions with any other business or activity of the appointee or any associated company {continued)

Supply of services (continued)

Services supplied by United Utilities Water PLC to associated companies.

Nature of key Company Terms <af Ttz value
transachicns supply ol service
&m
Facility services United Utilities Electricity PLC Recharge of costs 12.4
Connections United Utilities Electricity PLC Competitive letting 1.9
Depats, plant and equipment United Utllities Electrigity PLC Recharge of costs 19
Asset charges United Utilities Properti Limited Other market testing 53
Facility services Vertex Data Science Limited Recharge of costs 2.9
Facility services Your Communications Limitect Recharge of costs 0.8
Facility and fleet services Unrited Utllities PLC Negotiated market rates 0.4
and recharge of costs
Manpower United Utilities International Limited Recharge of costs 0.3
Fleet services United Utlities Industrial Limited Cther market testing 0.3
Manpower United Utlites Operational Recharge of costs 0.3
Services Limited
Fleet services United Utilities Green Energy Limited Other market testing 0.2
Note — Facility services include support services, accounting services and procurement,
Turnover of associated companies
Turnover of

Vertox Data Science Limited

United Utllities Electricity PLC
Your-(-.‘,b-mmﬁﬁi-ca-t.i(.)ﬁs Linﬁité_d -
United Utilities Propeﬁi Limited
United Utilities PLC

United Utilities Gfeen Energy Limited
United Utilities Industrial Limited
[htefceH Cﬁﬁwmﬁnicattons Limited
Netfor;:e Group PLC

United Utilities Internatioral Limited

United Utilities Operational Services Limited

asscoaten company

=m

303

289

0.2
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Five year summary

Notes to the current cost profit and loss account

Restatad
2002 2001 2000 1352 1993
£m £m Zm £m £m
Turnover 952.0 953.5 1,0486.0 9923 9854
Current cost operating costs (662.8) (680.0) (684.1) (B62.5} {6531}
Operating income 1.6 4.7 {0.4) (3.2 {3.8)
Working capital adjustment 0.5 0.3) 27 3.0 33
201.3 277.9 364.2 329.6 311.8
Cther income 1.2 2.2 2.5 2.3 27
Net interest {148.1) (139.0) (129.3) {123.8) (112.2)
Financing adjustment 30.¢ 50.7 49.6 339 423
Current cost profit on ordinary activities before taxation 175.3 191.8 287.0 2420 2445
Taxation (21.6) (48.7) 4.0 (93.7) {(55.7)
Current cost profit on ordinary activities after taxation - 153.7 1431 283.0 148.3 188.9
Dividends {203.0} (189.2) {(201.4) {331.8) (322.0)
Current cost retained profit/{ioss) {49.3) (56.1) 81.6 (183.5) (133.1)
Note: All figures in the summary have been restated at cument year prices using movements in the average RPL
Current cost balance sheet
Restated
2002 260 2600 1662 1983
£m £m Zm £m £m
Tangible fixed assets 34,977.2 34,412.0 34,3597.0 36,585.9 36,3976
Third party contributicns since 1988-90 (181.2) (176.0) (168.0) (180.0) (151.1)
Working capital (87.8) (39.1) 15,3 (105.8) {151.3)
Net operating assets 34,708.2 34,196.9 34,244.3 36.320.3 36.095.2
Cash and investments 185.4 2558 0.4 0.4 0.3
Non-trade debtors 55.4 56.6 51.7 6C.5 34.9
Non-trade creditors (275.7) {(234.2) (620.9) (524.3) {912.8)
Creditors due after one year {2,369.4) {2,353.5) (1.719.2) (1.822.8) {923.1)
Provisions (191.8) {185.9) (5.5) (3.3) (11.9)
Net assets employed 32,112.1 31,735.7 31,950.8 34,2308 34.282.8
Capital and reserves
Calied up share capita 655.4 655.4 870.5 568.3 523.4
Share premium account 647.8 847 .8 662.7 879.5 833.8
Profit and loss account (229.3) (180.0 21.8 60.8) 125.8
Current cost reserve 31,038.2 30.612.5 30,586.0 32,943.8 32,9398
Total capital and reserves 32,1121 31.738.7 31,9508 342308 342828

Note: Al figures in the surmmary have been restated at curent year prices using movements in the average RPI.
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Regulatory accounts commentary

Movements from prior year

Turnover

Turnover has reduced by £1.5 milion to £852.0 million in 2001/02.
Key moverments include an increase in measured sales {including
large users) of £17.0 milion offset by reductions in unmeasured

sales of £10.0 milion and other minor reductions in trade effluent,
commuited surn, third party and miscalianeous income. The key
factors include the impact of the price formula, resulting in additional
income of £22.1 million and the change in demand for services that
arises from new connections, new meter opticns, the on-going decline
in non-household consumption and the trend of older properties being
dermolished, which led to a net reduction in income of £23.6 million,

Operating costs

Historic and current operating costs have reduced by £11.5 miion and
£17.2 million respectively. The key factors being a change in rates
legislation, a reduction in capital maintenance charges. efficiency and
other operational changes, offset by the impact of the commissioning
of new assets to meet new gquality schemes/cbligations. introduction of
the climate change levy, the impact of the foot and mouth outbreak
and inflation,

Net interest

Net interast payable increased by £9.1 milion as a result of the
continued requirement to fund the large capital investment
programme. The company's policy on interest rate managemant is
outlined on page 3 of the statutory accounts,

Financing adjustment

Tre financing adiustment has reduced by £19.8 milion to

£30.9 milion. due to the reduction in the RPI figure for 2001/02,
offset by a marginal increase in net finance, Note 1 i} on page 30
containg further explanation of this adjustment.

Taxation

There has been a £27.1 milion reduction in taxation due mainly to the
adoption of Financial Reporting Standard 19 (FRS13) Deferred
Taxation, Thers has been a restatement of vear 2000/C1 taxation
relating to the adoption of FRS19. Details are shown in note 8 of the
statutory accounts,

Net operating assets

Net operating assets have increased by £511.3 milion mainly due to
an increase in tangiole assets, offset by a reduction in working capital
and an increase in third party contributions,

Tangible assets increased by £565 milion during the year as a
resuit of the continued investment as part of the assst management
programme together with the RP! adjustment to restate the asset
values in real temms offset by depreciation in the year.

Movements in working capitzal are outlined in note 5 page 34. The
reduction in the infrastructure renewals prepayment is mainly due to
the lower level of infrastructure renewals expenditure in the vear,
Working cash balances have reduced as a result of short term
movements in bank account receipts and payments. Trade payments
in advance, prepayments and other debtors have reduced due to a
refinement of the estimation methodclogy for unbiled sales accruals,
timing of billing and the prefiing of operating expense payments.

Factors outiined above alse contribute to the movements in historic
cost fixed assets and net current liakiities/assets.

Cash and investments

There was a recuction of £70.4 milion in advanced funding placed on
deposit as short term investments. The policy of pre-funding our cash
requirements is dependent on market conditions for raising debt. As
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such it is expected that the balance on short-term investments will
fluctuate. This policy is also reflected in the reduction in historic cost
short-term deposits.

Significant trends in the Five year summary

Turnover

The decrease in turncver in 2000/01 was due to price reductions as

a result of the Periodic Review of Price Limits. Measured sales
(including large user revenues) in 2001/02 now represent 39 per cent
of total turnover compared to 32 per cent in 1997/88. This is due
mainly to new properties which are always connected with a measured
supply and the continued switch by customers to water meters, offset
by the ongoing decline in non-household consumption.

Operating costs

During the five year period, there has been a general trend of increased
depreciation and infrastructure renewals charges reflecting the capital
investrment pregramme, Further inCreases in costs have resulted from
significant additicnal obligations following the commissioning of new
schemes in the Quality programmes offset by efficiency improvemants
and other operational changes.

Net interest
Due to the increased cash requirements caused by the companys
capital expenditure programme, borrowing has increased over the last
five years. As a direct conseguence net borrowing costs have risen
over the period.

In recent years we have seen greater volalility in the capita) market.
To mitigate this we have started t¢ prefund our debt requirements
when market conditions are favourable. The conseguence of this
prudent appreach is to increase the cost of borrowing.

Taxation
The tax charge is comparatively high in 1997/98 and 1888/99 due to
the utilisation of surplus ACT pricr to its abcliton.

The reduced tax charge in the later years reflects the benefit of
accelerated tax allowances on the company's capital expenditurs.

Dividends

The 1987/98 and 1998/99 payrments include a special dividend
associated with the windfall tax. Excluding this payment dividends
have risen broadly in lineg with inflation over the pericd.

Tangible fixed assets
The reduction in 1999/2000 mainly reflects the Periodic Review asset
revaluation offset by additions in the year.

Cash and investments

The increase in cash and short term invastment is as a direct result of
pre-funding our capital expenditure needs. Long term debt is raised
when the market opportunity presents itself. The surns raised are
placed in short term investments until required by the business.

Non trade creditors

The reducticn in non trade creditors since 2000 is dus toa
reclassification of certain intercompany funding balances from
short to fong term.

Creditors due after one year

The increased level of creditors since 1997/98 predominantly
reflects the long-term debt raised to fund the capital investment
programme in addition to a reclassification of non trade creditors
as above.

Provisions

The increase In provisions from 2000/01 mainly reflects the
impiementation of FRS 19 Deferred Taxation, see note 17 of
the statutory accounts.
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Regulatory accounts commentary (continued)

Atypical amounts

Atypical costs incurred in the year were restructuring costs of

£ million and additional operational costs of £3 millicn resulting from
the foot and mouth cutbreak.

Dividends
The £203 million dividend payment is £4 million more than the
Drevious year.

The basis of the dividend is ocutlined on page 35 of the Notes
to the current cost accounts under the heading “Dividends paid to
associated undertakings”.

Changes in the treatment of expenditure

There have been no changes in the treatment of expenditure in
2001/02.
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Basis of allocation and apportionment

The revenues, costs, assets and liabilities are directly allocated to the
appointed business and any other activity or associated company,
except where they relate to common support services. Those relating
to commen support services are apportioned on the basis of the
demands made on each of these support services by each principal
senvice or activity. Notes to the current cost accounts item 1 (d) on
nage 30 also outling the cost aliocation policy to principal services.

Charitable donations

The company has made an annual donation of £50.000 to the Money
Advice Trust. This is a national fundraising body and the amount wil
support the position of the Mersey Advice Officer for the Association of
Citizen Advice Burgaux.

The comgany has also provided help to vulnerable metered
household customers who face hardship resulting from high water use
for essential purposes. This support amounts to approximately
£80,000.




