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performance review

Anglian Water Services group

Anglian Water Services Limited and Anglian Water Services
Financing Plc are collectively known as the Anglian Water Services
group {the group) and are part of the AWG Plc group. The group
operates on an arm’s length basis from other companies withip
the AWG Plc group.

operating resuits
The group profit and loss account as presented on page 8 is
summarised in Tabte 1 below:

Tble 1
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Dividends . - .
Retained profit - w K
in order to ald understanding of the accounts, a pro-forma group
profit and loss account is provided in Table 2 below. In this profit
and loss account the intercompany interast receivable by the
group from Anglian Water Services Holdings Limited of £193.1
million (2004: £1393.6 million} and the inter-company dividend
payable of £193.1 million (2004: £193.6 million) via Anglian
Water Services Ovarseas Holdings Limited o Anglian Water
Services Holdings Limited have been eliminated.

Talle2

The group’s financial periormance showed a continuing
improvement in 2005 compared 1o the previous year.

Tumnover increased by 3.9 per cent as a result of the regulatory
gricing formuta, partially offset by higher than normal revenues in
the prior year due to the effect of the long, dry summer in 2003,
This net increase in revenue contributed to a rise in eperating
profit of 6.4 per cent 1o £339.3 million (2004: £318.9 million).

Operating expenditure for the year {excluding depreciation}

was almost flat at £291.1 million (2004; £291.7 million).

This was despite additional costs from the previously announced
redundancy programme and upward cost pressures from power,
fuel and other material-related costs. Overall, operating
expenditure as a percentage of turnover decreased from

38.1 per cent 1o 36.5 per cent.

The cost of the current year redundancy programime of £11.4
million {2004: £4.6 mitlion), has been recognised in operating
costs and is expected to generate future annual cash savings of
£12 million per annum over the next five years. Of these savings,
approximately £10 million per annum will contribute to reduced
cperating costs for manpowaer (the remaining annual savings will
ba realised in capital expenditure}. The reduction in manpower
costs and other identified initiatives will generate a significant
proportion of the total operating efficiency savings required

by the regulatory settlement in the AMP4 (see glossary on

page 60) periodic review.

Net interest payable per Table 2 {excluding interast on an
inter-company ioan, see note 5 on page 15) increased from
£243.3 million in 2004 to £254.5 million in 2005, reflecting
the impact of additional borrowings and loan stock linked
to the Retail Price Index (RP]).

Gross capital expenditure for the vear was £293.7 mitlion (2004
£276.9 million), giving an ocutperformance against the AMP3
determination in excess of 10 per cent over the five-year peariod.

financial needs and resources

At 31 March 2005 the group had net borrowings of

£3,49%.4 million, an increase of £48.5 miilion over the pricr year.
Net borrowings are a mixture of fixed, index linked and variable
rate debt of £4,339.2 million and cash and deposits of £839.8
million. The increased net borrowings comprise a net increase

of £416.6 million in loans and associated costs and a net
increase of £368.1 mitlion in cash and deposits, The business
generated a net cash inflow from operating activities of

£512.9 million in 2005 {2004: £484.0 million).

The group took advantage of the very strong market conditions
that existed in the debt capital markets early in 2005 to raise
£400 million {before debt issue costs) of new money pricr to
the year-end and £402 million (before debt issue costs) shortly
after year-end at historically attractive levels. This provides a good
start to funding the capital expenditure programme for AMP4
and the refinancing of debt instruments which expire in the
period. In addition, as a part of its ongoing debt management
strategy, the group has the ability to refinance certain of its
existing floating rate note issues and will consider doing so

in the next financial year, subject to prevailing market conditions,
in fine with the terms of the individual issues.

shareholder’s return

Dividends have been declared at 29.43 pence per share (2004:
29.14 pence per share). The total cost of the dividend amounts
to £253.1 million {2004: £250.6 million).

Of the above, £193.1 million (2004: £193.6 million) is payable to
Anglian Water Services Holdings Limited in order for it to service
the interest payable to the group on the intercompany loan

of £1,609.1 million and £60.0 million {2004: £57.0 million}

is payable outside the Anglian Water Services Finanding group
see legal structure on page 1), The dividend payable outside the
Anglian Water Services Financing group eguates to 6.98 pence
per share (2004: 6.63 pence per share).
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performance review
continued

liguidity

The group's objective is to maintain flexibility, diversification and
continuity of funding through access to different markets and
debt instruments. At 31 March 2005 the group held cash,
deposits and current asset invesiments of £839.8 million {(2004:
£471.7 million) and had undrawn commitied facilities of £225.0
million (2004: £225.0 million}. These resqurces are maintained to
ensure liguidity and the continuation of the group's investment
programme. The maturity profile of the group's borrowings is
set outin note 15 on pages 21 1o 25 of the accounts. In
addition the group has access to £333.0 miflion of liquidity
facilities (2004: £304.0 million), consisting of £257.0 million 1o
finance debt service costs and £76.0 millicn to finance operating
expenditure and maintenance capital expenditure in the event
that the group was in default on its debt obligations and had
insutficient liquidity.

interest rates

The group’s policy, as agreed by the board, is to achieve an
optimum mix of funding at indexed (to RPY), fixed and floating
rates of interest. At the year-end, taking into account interest
rate swaps, 30.1 per cent {2004: 32.4 per cent} of the group’s
borrowings were at rates indexed to RPI, 57.8 per cent

{2004: 62.6 per cent) waere at fixed rates and 12.1 per cent
{2004: 5.0 ger cent) werg at floating rates. This includes the
use of interest rate swaps to manage the group’s exposure

{c interest rate fluctuations. The percentages guoted are net

of financial assets on which no interest is paid. The increase in
floating rate borrowings reflects the issuance of two new bonds
{and related interest rate swaps) by the group in the last quarter
of the year {tetalling £400 millicn before debt issue costs).

See note 15 on pages 21 10 25 for further details.

service quality

The group maintained a strong operating performance during
the year and centinues to perform well on the measures in the
Office of Water Services (Ofwat) Overall Performance Assessment
{OPA).

The group has met Ofwat's leakage target for 2004/05. At six
cubic metres per kilomatre of main per day, the group’s leakage
performance is one of the best of the water and sewerage
companies in the United Kingdom {UK). The UK industry
average is 11 cubic metres per kilometre of main per day.

Drinking water quality remained high, with 99.95 per cent of all
water quality tests performed in 2004 complying with mandatory
standards {2003 99.70 per cent). Overall microbiclogical
compliance for the period remains at a high level,

Although not fully measured within Clwat’s OPA targets,

hoth bathing water and river quality improved during the year.
Al 46 designated bathing waters in the group’s region passed
the mandatory standards of the European Community Bathing
Water Directive. This is the sixth time in the past eight years that
100 per cent compliance has been achieved.

4 Anglian Water Services Limited

The Environment Agency published its latest assessment

of river water quality in October 2004, relating to the 2003
calendar year. For the Anglian Water region the assessment
showed that 98.0 per cent of rivers” biological quality was
classed as "very good' to "fair’ {2002: 98.1 per cent}, In §9.8
per cent of the region’s rivers, chemical quality was in the "very
good’ to “fair’ range {2002: 91.5 per cent). In its repert, the
Environment Agency believas the reduction in chemical quality
is attributable to the effect of the long, dry surnmer in 2003,

regulation
During the year, the group successfully delivered the balance
of its £1.5 billion AMP3 capital invesiment programme.

At the same time, the management team focused on achieving
a satisfactory outcome from the AMP4 regulatory review. The
review, which condudad in Decernber 2004, established the
towest price increases for the group of any water and sewerage
company ins England and Wales. it also set a number of
challenging efficiency targets.

It anticipation of the efficiency targets and known additional
cost pressures from increases in energy costs, infrastructure
renewals and pensions, the management team has put in place
the framework and detailed plans to address the efficiency
challenge.

A Capital Alliance has been created to deliver a large proportion
of the capital investment programme. The Alliance is made up of
the group and six partners in a collaborative and integrated team
with common objectives and incentives, its purpose is to deliver
the AMP4 programme as quickly and efficiently as possible.

pensions

The group continues to account for pensions in accordance with
Statement of Standard Accounting Practice (SSAP) 24. Applying
SSAP 24 results in the group having a net pension prepayment
at 31 March 2005 of £81.0 million (2004: £53.5 million). This
cormpares with the financial Reporting Standard (FRS) 17 pension
deficit of £103.5 million {2004: £143.6 million}. One of the
reasons for the difference is that SSAP 24 recommends that the
pension scheme is valued at least once every three years, with the
last valuation for the scheme at 31 March 2002. Under FRS 17
the valuation is updated every year. In addition, the assumptions
used under FRS 17 are different from those in SSAP 24. Under
FRS 17 the discount rate used for calculating scheme liabilities is
the yield on AA corporate bonds, whereas SSAP 24 uses a higher
discount based on the expected return on scheme assets.

The group madé additianal pension contributions totalling
£18.8 million in the year including deficit contributions of
£9.2 million in relation to 2004/05 and £9.6 million in relation
to 2005/06 (2004 £9.1 million}. Future contributions o the

WG Pensicn Scheme (AWGPS) will continue to be made in
line with actuarial advice.




Directors’ report

The Directors present their report and the audited financial
statements of the Anglian Water Services group {the group}
for the year ended 31 March 2005,

The group serves the people of the Anglian Water region, an
area stretching from the Humber to the Thames estuary and
from Northamptonshire to the East coast, as well as customers
in the Harllepool Water region. The group aims to provide a high
quality, cost-effective service to all customers, whilst ensuring
compliance with environmental and public health standards.

The group provides water and wastewater services under licence
from the Government. The quality of its service and the prices
the group is able to charge its customers are regulated by the
Office of Water Senvices. The group’s customer base is increasing
as the population grows. More than 200,000 new houses are
expected 1o be built in the region over the next 10 years.

Common Terms Agreement
The group has a Common Terms Agreerment {CTA} with its det
investors.

The CTA sets aut the terms and conditions of the group's
borrowing and the ongoing management of its Global Secured
Medium Term Note (GSMTN] programme. The CTA also sets out
the finandial and non-finandial covenamts that must be complied
with in relation o the GSMTN.

Under the CTA the four Anglian Water Services companies
{see 'legal structure” on page 1} are collectively known as
the Anglian Water Services Financing group.

corporate governance

The corporate governance measures put in place at the time of
the financial restructuring in 2002 are designed to ensure that
the group has the means to conduct its regulated business
separately from other companies within the AWG Plc group,
and that ali dealings between other companies within the
AWG Plc group and the group are on an arm's length basis.

Fach company within the group is required to maintain at least
three independent Non-Executive Directors, except for periods
where a ternporary vacancy exists. Further, the board of Directors
of each group compary may comprise Directors who are also
Directors of ather AWG Plc group companies, provided that the
Executive Directors in this category do not constitute a majority
of the Executive Directors. The constitutional documents of each
company provide that all conflicts of interest of Directors must
e disclosed and that no Director may vote on any contracts or
arrangement between a group company and any other AWG Pic
group company if he / she is alsp a Director of the AWG Plc
Group company.

The processes for iklentifying, evaluating and managing the
significant risks to the group and the group’s internal control
systems are regularly reviewed by the Audit Committee which
reports its findings for consideration by the board.

The Audit Commitiee is comprised of Non-Executive Directors
and has written terms of reference. The terms of reference deal
clearly with the comnuttes’s authority and duties.

The pracesses used by the committee to carry out its review
include:

« the review of plans prepared by internal and external auditors

* the review of reports arising from the work of the Risk
Management Commitiee on the effectivenass of risk
management across the group

= discussions with management on significant risk areas and

» the review of significant issues highlighted by the Executive
Directors, internal and external auditors.

principal activities

The group provides more than one bilfion litres of drinking water
to 4.2 million customers every day. The water comes from a
variety of sources: reservoirs, underground reserves laquifers
and extraction from rivers.

The group receives approximately 950 million litres of wastewater
per day from 5.4 million customers, including 1.2 million
customers who receive their water from other companics.

The wastewater is treated to a high standard and returned to

the envirorument via rivers or coastal outlets. The organic waste

is freated, dried and used in agriculture as a natural fertiliser,

resufts and dividends
The profit and koss account on page 8 shows the group’s results,
dividends and profit for the year.

health and safety

The health and safety of staff, contractars and the public is
paramount. There is nothing so important that employees cannot
take the time to do it safely and the commitment to health and
safety is enshrined in the group's *Safety First - Second Nature’
philasophy.

The group has an effective Qccupational Health and Safety
{OH&S) management system in place, which continues to drive
improvermnents in this area. In order to further strengthen this,
and to provide external validation, it is actively seeking
Dccupational Health and Safety Assessment Series {OHSAS)
18001 accreditation (the internationally recognised guality award
for OH&S).

In December 2004 the group scored an excellent 89 per cent in
an external safety, health and environment audit by The Achilles
Group.

The group continued to show improvement in the two key
metrics used to assess OH&S performance: Accident Frequency
Rate {number of accidents per 100,000 hours worked) reduced
from (.48 to 0.42, and Sickness Absence (number of days lost
per person) reduced from 9.96 days to 8.26 days.

It recognition of the very high standards that the group has
demonstrated over the past two years, the group has been
awarded a prestigious Rayal Society for the Prevention of
Accidents (RoSPA} Bronze Award in 2005,

Seeking continucus improvement in its OH&S performance, the
group has again set stringent targets for the year ahead and has
a comprehensive action plan in place 1o meet them,
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Directors’ report

continued

health and safety continued

The group has operational procedures for each business area.
These procedures take account of good management practice
and specific business, statutory and legal requirements. Business
heads are charged with the implementation of these procedures
within their respective units,

environmentat hazards

One of the group’s key objectives is to minimise the tmpact of
its operations ¢n the environment. Unfortunately, given the scale
of the group's operations, covering an area of 27,500 square
kilometras, there can be instances of failure.

in 2004/05 the Environment Agency successfully prosecuted
the graup four times following pollution incidents, with fines
amounting in aggregate to £61,500. The group has taken steps
to enswre that lessons have been learned following these events
and continues to make every effort 1o prevent any further such
incidents from occurring.

regulation

The group’s activities are regulated by the Water Industry Act
1991 {which consolidated that part of the Water Act 1989
relating to water supply and sewerage) and the corditions

of an instrument of Appaintment {the licence) granted to the
company by the Secretary of State {or the Environment on

1 September 1988,

With certain exceptions, the requiatory provisions do not apply
to business activities which are not connected with the carrying
out of the water and sewerage functions.

Under Condition F af the licence the group is abliged to provide
the Diractor General of Water Services (DG} with additional
accounting information to that contained in the statutory
financial staternents. This information is presented in the
regulatory accounts.

Birectors and Directors’ interests
The current Directors of Anglian Water Services Limited are listed
below:

Jonson Cox — Chief Executive and Chairman

Peter Simpson - Executive Director

Bavid Hipple — Executive Birector

Chris Newsome - Executive Director

Jean Spencer -~ Executive Director

Scott Longhurst - Non-Executive Director

Robert Napier ~ Independent Non-Executive Director
John Watkinson ~ independent Non-Executive Director
Roger Witcomb - Independent Non-Executive Director

All the above are also Directors of Anglian Water Services
Firancing Plc.

] Anglian Water Services Limited

Ali of the Directors served throughout the vear except for Jean
Spencer, Chris Newsome, Peter Simpson and Scott Longhurst
who were appointed on 20 May 2004, 24 September 2004,
18 November 2004 and 20 Jlanuary 2005 respectively. Other
Directors who served during the year were Colin Brown,

Peter Hickson, Richard Jewson and Roy Pointer who resigned
on 24 September 2004, 20 January 2005, 37 January 2005
and 26 April 2005 respectively.

John Watkinson was appointed as an Independant Non-Executive
Girector on 12 May 2005,

Details of the Directors' interests in the shares of AWG Plc,
and in options over such shares, are shown in note 23 on
pages 33 and 34.

charitable and politicat donations
During the vear the group made a payment of £1.0 million
(2004 £1.0 million) to the Anglian Water Trust Fund.

The AWG Community Investment Programme, which is
predominantly based on employees’ participation in community
activities during warking hours, saw 363 employees joining up
for the give me five matching hours scheme.

The give me five scheme allows employees to take up 1o 30
haours a year of work time, matched by their own time, to get
involved in community activities. The groug's proviso is that
participation also contributes to personal development chjectives.

Financially through charitable donations, educational,
regeneration and recreation projects the group contributed
£0.1 million {2004; £0.1 millien) to other charitable causes.

No political donations were made during the year.

research and development

The group has a continuing policy of undertaking market-tocused
research and development on process plant, biosolids treatment
and cther water and wastewater-related matters.

employees

Employees are kept infermed of changes in the business and
general financial and economic factors influencing the group.
This is done through a systematic approach to employee
communication through regular briefings, presentations,
alectronic mailings and the wide circulation of the AWG
employee magazine. The Anglian Water intranet is also widely
used as a source of information.

The group values the views ot its employees and consuits with
thern and their representatives on a regular basis about matters
that may affect them.

The group has an Ethics Policy, which informs all employees

on the group's approach to a range of ethical issues. Procedures
are in place to deal with allegations of misconduct, harassment,
bullying and other inappropriate behaviour,

The group also has a series of family friendly policies including
such initiatives as flexible working hours, home working,
sabhaticals and career breaks.




statement of Directors’
responsibilities

A Sharesave Scheme and a Sharabuy Plan are in place to
encourage participation in the AWG Ple group's performance,

The group values diversity within its workforce and has put

in place procaduras 0 ensure that it is an equal opportunities
emplover. Al job applications from disabled persons are fully
and fairly considered, having regard to the aptitudes and abilities
of the applicant. In the event of disability, every effort is made
to ansure that emgloyment continues and appropriate training

is given. Career developnient and promotion of disabled people
is, as far as possible, identical to that of other employees.

policy on the payment of creditors

i is the group's policy to provide suppliers of goods.and
sarvices with a statement of general conditions of contract.
This document is available from the group’s Supply Chain
Management department. I general, regional purchasing
agreements are In place with preferred suppliers and the terms
will apply to all transactions. The group abides by the terms

of payment. The group’s average creditor payment period

at 31 March 2005 was 35 days {(2004: 38 days).

auditors

Under Section 386 of the Companias Act 1985, Anglian
Water Services Limited has an efective resolution in place

to dispense with the need 1o appoint auditors annually.
PricewaterhouseCoopers LLP will continue to act as auditors
of the company.

Annual General Meeting

Pursuiant to Section 3664 of the Companies Act 1985, Anglian
Water Services Limited has dispensed with the obligation to hoid
an Annual General Meeting and pursuant to Section 252 the
company has dispensed with the requirement to lay the annual
report and accounts belore the company in general meeting.

By order of the board

Patrick Firth
Company Secretary
1 Jine 2005

Registered Office. Anglian House,

Ambury Road, Huntington,

Cambridgeshire PE2S 3NZ

Registered in England and Wales No. 2366656

Company law requires the Directars to prepare financial
statements for each finandial year that give a true and fair view
of the state of affairs of the company and the group and of the
profit of the group for that period. The Directors are required

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

The Direciors confirm that suitable accounting policies have
been used and applied consistently as set out in note 1 to the
finandial staterments {Accounting policies). They also confirm
that reasonable and prudent judgments and estimates have
bean made in preparing the financial statements for the year
ended 31 March 2005 and the applicable accounting standards
have been followed.

The Directors are responsible for ensuring that the annual report
and accounts are published and where they are published on
the Internet, for maintenance and integrity of the website.
Uncertainty regarding legal requirements is compounded as
information published cn the Internet is accessible in many
countries with different legal requiremants relating to the
preparation and dissemination of financial statements.

The Directors are responsible for keeping proper accounting
records that disclose with reasonable accaracy at any time the
financial position of the company and the group and enable
them to ensure that the financial statements comply with the
Companies Act 1985, They are also responsible for safeguarding
the assets of the company and the group and hence for taking
reasonable steps for the provention and detection of fraud and
other iregularitios.
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Anglian Water Services Limited

regulatory accounts and required regulatory information

The regulatory accounts and required regulatory information on pages 39 to 56 are provided ta comply with Condition F of the
Instrument of Appeintment of Anglian Water Services Limited as a water and sewerage undertaker under the Water Industry Act 1991,

The regulatory accounts are prepared in accordance with the Regulatory Accounting Guidelines issued by the Office of Water Services.

There are differences between the United Kingdom Generally Accepted Accounting Principies and the Regulatory Accounting
Guidelines. Where different treatments are spacified under each, the Regulatory Accounting Guidelines take procedence.

A glossary of regulatory terms is shown on page 60,
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statement of Directors’ responsibilities for regulatory information

Further to the requiremants of company law, the Directors are required to prepare accounting statements which comply with the
requirements of Condition ¥ of the Instrument of Appointment of the company as a water and sewerage undertaker under the Water
industry Act 1891 and Regulatory Accounting Guidelines issued by the Office of Water Services,

This additionally requires the Directors to:

» confirm that, in their opinion, the company has sufficient financial resources and facilities, rnanagement resources and
methods of planning and internal control for the next 12 months

+ confirm that, in their opinion, the company has sufficient rights and assets which would enable 2 special administrator
1o manage the affairs, business and property of the company

« confirm that, in their opinion, the company has contracts with any associate company with the necessary provisions and
requirements concerning the standard of service to be supplied to ensure compliance with the company’s cbligations as
a water and sewerage undertaker

+  report to the Director General of Water Services changes in the company’s activities which may be material in relation 1o
the company's ability to finance its regulated activities

+ undertake transactions entered into by the appointed business, with or for the benefit of associated companies or other
businesses or aclivities of the appointed business, at arm's length and

+  keep proper accounting records which comply with Condition

These responsibilities are additional 1o those already set out in the statutary financial statements.
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notes on regulatory information

38

General

As discussed in the Directars' report in the statutory finandial statements, the company’s activities are regulated by the
conditions of a licence granted to the company by the Secrelary of State for the Environment. With certain exceptions, the
requlatory provisions do not apply to business activities which are not connected with the carrying out of the water and
sewerage function, these business activities are referred to as non-appointed business (see note 3 on page 41},

An analysis of the regulatory historical cost profit and loss account and regulatory historical cost balance sheet between
appeinted and non-appointed busingss is set out on pages 39 and 40, A current cost profit and loss account and current
cost balance sheet are shown on pages 45 and 46, Other current cost disclosures appear on pages 47 to 58, Additional
information required by the licence is shown on pages 41 to 43,

Urder the Regulatory Accounting Guidelines the treatment of certain turnover and expenditure items differs from that
disclosed in the statutory finandial statements.

Protection of the regulated business

In the epinion of the Directors the company will have available to it sufficient finandial resources and facilities to enable it to
carry out, for at least the next 12 months, the regulated activities {including the investrnent programme necessary to fulfil its
obligations under the Instrument of Appointment}.

in the opinion of the Directors the company will, for at least the next 12 months, have available to it management resources
and methods of planning and internal control which are sufficient to carry cut the regulated activities (including the
investment programme necessary to fulfit its obligations under the Instrument of Appointment),

In the apinion of the Directors all contracts entered into with any associale company include all necessary provisions and
requiremants concerning the standard of service to be supplied to the company to ensure that it is able to meet all its
ohligations as a water and sewerage undertaker.

Arm’s length trading
In the opinion of the Directors, the company was in compliance with paragragh 3.1 of Condition F of the licence throughout

the year.
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regulatory historical cost profit and loss account
of the company for the year ended 31 March

2005 2004
Non Mo
Appointed appointed Total  Appomted i Total
m im £m fm fmi 35}
Turnover 789.6 7.2 796.8 758.56 8.0 766.6
Operating costs {454.3) {4.2) (458.5) {4447} (3.9} (448.6}
Profit on sale of fixed assets 0.8 - 0.8 0.8 0.8
Qperating profit 336.1 3.0 3391 314.7 4.1 3188
interest receivable 213.0 - 213.0 207.6 - 207.6
interest payable {277.0) - (2770}  (252.8) -~ (259.8)
Profit on ordinary activities before taxation 272.1 3.0 2751 262.5 4.1 266.6
Taxation:
- current tax {0.9) (0.9) {1.8) . (1.2} .0
- deferred tax (10.6) - (10.6) 11.3 - 11.3
Profit on ordinary activities after taxation 260.6 2.1 262.7 297.0 2.9 299.9
Dividends €251.0) {21 (@531 (2477 (29 2508
Movement in reserves 9.6 - 9.6 493 493
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regulatory historical cost balance sheet

of the company at 31 March

Fixed assets
Tangible assets
Investments

Current assets

Stocks

Debtors

Cash at bank and in hand
Short-term investments

Creditors: amounts faling due within ene year

Short-term berrowmgs
Dividends payable
{ther creditors

Nat current assets

Total assets less current

Creditors: amounts falling due after more than one year

Loans and other borrowings
Other creditors

Provisions for liabilities and charges
Deferred tax
Other provisions

Capital and reserves

Called up equity share capital

Profit and loss account

Total shareholder’s funds (all equity)

40 Anglian Water Services Limited

2005 2004
Non
Appointed  appointed Totat appoin Total
£ £m £m im £m
3,867.3 - 3,867.3 37673 - 3,7673
1,609.2 - 11,6092 11,8093 1,609.3
5,476.5 - 54765 53766 - 53766
6.9 - 6.9 6.6 - 6.6
716.6 - 716.6 3244 - 3244
44.2 3.0 47.2 1575 A9 162.4
374.1 - 3741 269.0 269.0
1,141.8 3.0 11,1448 757.5 49 762.4
(88.1} - (88.1) (22.0} - (22.0)
{75.5) (2.1 {77.6) {55.2} (2.9 (58.1)
{302.6) (0.9) (303.5) (283.2} 2.00 (285.2)
675.6 - 675.6 3971 3971
6,152.1 - B,152.1 57737 - 57737
{4,251.1} - {4,251.1) (3,900.6) {3,900.6)
(98.4) - {98.4) {90.03 (90.0}
{4,349.5} — {4,349.5) (3,990.6) - {3.990.6}
{107.6} - (107.6) {97.0) ($7.0}
{51.3) - {51.3) {52.0) {52.0%
(158.9) - {158.9} (148.0) (149.0)
1,643.7 - 1,643.7 1,634.1 - 11,6341
860.0 - 860.0 860.0 860.0
783.7 - 783.7 7741 7741
1,643.7 - 1,643.7 16341 - 16341




additional information required by the licence

(a}

(b

Accounting policies

The accounting policies are set out in the statutory financial statements, except that, as noted on page 38, under the
Reqgulatory Accounting Guidelines certain turnover and expenditure ilems are treated differently in the regulatory sccounts.
in addition, infrastructure renewals accounting has been retained in the regulatory accounts in accordance with the Office
of Water Services reguirements,

Cumulative infrastructure renawals expenditfure, net of depredation, has been included within debtors in the regulatory
nistorical cost balance sheet in accordance with Regulatory Accounting Guideline 3.05, This represents a deparlure from the
aceounting policy adopted in the company’s statutory financial statements and Financial Reporting Standard (FRS) 15, which
require this amount to be included within fixed assets.

Link between Directors’ pay and standards of performance

The company operates a bonus scheme covering all Birectors and senior managers. Under this scherne, 60 per cent of the
total available bonus relates to the company’s overall performance and 40 per cent to personal performance. Of the element
relating to company performance 70 per ¢ent is attributable to meeting financial targets and 30 per cent 1o the company's
performance in the Office of Water Services” OPA (Overall Performance Assessment} measures. Targets are set for the number
of points achieved and the position in the league table. On the basis of the company’s estimated score and position,
bonuses of £0,1 million are payable to Directors for the year 2004/05.

The same approach and weightings are applied in calculating a team bonus for all of the company’s employees,

Information in refation to allocations and apportionments between the appointed and any other business or activity
of the appointee or associated company

The non-appointed business relates mainly to service searches, recreation, leisure and the provision of consultancy services.
North Tees water supply agreement to the Huntsman Petrochemical site, which is net in the Anglian Water area, has alse
heen treated as non-appointed business.

A proportion of the operating costs relating to these activities is directly incurred and does rot require allocation. Other
refevant costs have been aflocated according to tirme spent on these activities.

Allocation to principal service

Ogerating costs are incurred directly by spedific service and have not required aliocation. indirect costs are allocated on either
a causal link basis or according to local managers® assessments. The allocation & princigal service of the charge for
infrastructure renewals is hased on the Asset Management Plan {(AMP).

Capital costs, and hence the related deprediation charges, are incurred directly by specific service and have not required
allocation.

Information in respect of transactions with any other business or activity of the appointee or any associated company
T the best of the Directors’ knowledge, all appropriate transactions with associated companies have been disclosed in notes
{a} to (g) helow.

Borrowings or sums lent
On 30 fuly 2002 £1,609.1 million was lent by the company to Anglian Water Services Heldings Limited. No other surms were
lent by the appointes to associated companies at 31 March 2005.
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additional information required by the licence

continued

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

(a) Borrowings or sums lent {continued)
Sums borrowed by the appointee from Anglian Water Services Financing Ple, its financing subsidiary, wers:

Principal ameount Repayrnent fnierest rale

Type of loan LT date i
Fixed rate 160.0 2014 12.375
Fixed rate 200.0 : 2023 0.875
Fixed rate 200.0 2029 6.625
Fixed rate 150.0 2006 8.25
‘Mark to market’ adjustments on £150.0m loan (1) 5.1 2006
Fixed rate 250.0 2022 5.837
Fixed rate 246.0 2030 6.293
Fixed rate {5} 275.0 2012/2037 7.882
Fixed rate 2293 2009 5.375
Fixed rate 453.2 2013 4.625
Fixed rate 13.2 2063 707
‘Mark 1o market’ adjustments on £13.3m loan (1) 06 2009
Fixed rate 1.0 2006 7.21
Fixed rate 358 2006 6.85
Fixed rate 284 2005 657
Fixed rate 24.9 2006 6.62
Fixed rate 710 2008 7.0
Fixed rate 16.3 2009 713
Fixed rate 1385 20mM 7.23
Fixed rate 250.0 2015 5.25
Fixed rate {5} 150.0 201772040 55
Index linked {2} 158.4 2008 55
index linkad (2) 169.8 2020 4.12%5
index linked (2) 2158 2032 3.07
Index linkad (2} 647 2032 3.07
index linked (2) 80.9 2024 3.666
Floating rate (3} 254.8 2007 LIBOR plus 0.4%
Floating rate (3}, {5) 50.0 200772012 LIBOR plus 1.2%
Floating rate (3}, {5) 180.0 2008/2014 LIBOR plus 1.25%
Floating rate (3} 74.0 2037 EURIBOR plus 2.8%
Floating rate (3}, {5 100.0 2070/2037 LIBOR plus 2.8%
£150m index linked swap {3}, {4} 11.7 2024
£175m index linked swap {3}, (4} 136 2030
£258m index linked swap {3}, (4) 10.9 2013

EURIBOR js the ‘Furopean Inter Bank Offer Rate’. LIBOR is the "London inter Bank Offer Rate’.

(1) As part of a financial restructuring of the company in 2002, ‘back-ig-back’ loans to the company from AWG Group
Limited were reassigned from AWG Group Limited to Anglian Water Services Financing Ple. The “mark to market!
adjustments refate 1o the reassignment of these loans at fair value rather than book value. The difference betwesn the
book value and fair value is being amortised at a constant rate on the carrying amount of the debt over the remainder
of its life.

(2) The value of the capital and interest elements of the index linked debt are linked to movements in the Retail Price Index
(RPI.

{3) The company has entered inle swap agreernents that convert its debt into either floating rete debt o index linked debt
in accordance with the company’s hedging pohcy.

{4) The values of the notional capital on these index linked swaps are finked o movements in RPL The increase in the
notional capital value is payable at the final maturity date of the swaps.

{5) iegal maturity of thesz instruments is the second of the years quoted. Coupon ‘step-up’ is in the first of the years quoted.
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(b}

@]

(o)

(e}

(g}

Dividends payable

A dividend of £251.0 million is payable for the year {2004: £247 7 million). Of this dividend, £193.1 million (2004: £193.6
million) is ultimately payable to Anglian Water Services Holdings Limited, a parent undertaking, in order for it to service the
interest payable to the company on the inter-compary lean ¢f £1,609.1 million {see note b (a) on page 41}, £193.6 million
of the dividend paid per the cash flow statement (see page 47) is ultimately paid to Anglian Water Services Holdings Limited.

Guarantees / securities

The company, as part of the Anglian Water Services Financing group {see legal structure on page 1}, guarantees
unconditionally and irravocably all the borrowings of Anglian Water Services Financing Ple, its wholly owned subsidiary,
which at 21 March 2005 amounted to £4,223.0 milllon {2004 £2,791.5 million}. The borrowings of Angllan Water Services
Holdings Linwted and Anglian Water Services Overseas Holdings Limited are alse guaranteed unconditionally and irrevocably
by the company. Excluding the £1,609.1 million loan made by the company to Anglian Water Services Holdings Limited,
Anglian Water Services Holdings Limited and Anglian Water Services Owverseas Holdings Linvited had no cutstanding
indehtedness at 31 March 2005 (2004: nil).

Supply of services
Recharges by the appointee to associated companies:

Value
Nature of 330 Company Terms of supply im
Payroll services AWG Central Services Limited Actual costs 0.2
Other services AWG Central Services Limited Actual costs 01
Services supplied to the appeintee by associated companies:
furnover of
assodiated company Value
i Company £ Terms of supply im
Pension administration AWG Central Services Limited r/a  Negoliated 0.1
Insurance AWG Central Services Limnited nfa  Negoliated 0.3
Taxation services AWG Central Services Limited nfa  Negotated 0.2
Internal audit services AWG Central Services Limited va  Negotiated G.3
Rental of office accommodation  Ambury Developments Limited 26.1  Negotiated 01
Estate management, etc. AWG Property Solutions Limited 1.9 Competitive tendering 1.2
Strumap MVM limited G4 Other market testing 0.2
Engineering, construction and Purac Limited 54.1  Competitive tendering 4.0
fabrication
Facilities management services AWG Facilities Services East Limited 3.1 Other market festing 0.1
Other n/a na /s a1
6.67

* This total includes amounts of £4.0 million that were capitalised by the appointed business.

Not included above are non-trade transactions of £5.0 million, primaeily insurance premiums recharged as a pass through
cost, with AWG Central Services Limited.

Charitable and political donations

During the year the group made a payment of £1.0 millior {2004: £1.0 million) 1o the Anglian Water Trust Fund.

Financially through charitable donations, educational, regeneration and recreation projects, the group contributed
£6.1 million (2004: £0.1 million} to other charitable causes.

No political donations were made during the year.

Gmissions of rights

No material omissions took place during the year,

Waivers

There were no materal waivers during the year,
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current cost five-year performance review

This review relates to the five-year profit and loss accounts and halance sheets on page 56 prepared using current cost accounting
prirciples and should be read in conjunction with the performance review on page 3 of this document. The pfior vear figures are
those reported in the regulatory accounts for that particular year and inflated to & comman price base with figures reperted in the
current year. This is done by muitiplying the prior year nurnbers by the Retail Price index (RPI) at 31 March 2005 and dividing by the
RPF at 31 March in the relevant prior year All figures are therefore presented at a March 2005 price base.

Current cost operating costs comprise the eperating costs of the appointed business plus current cost deprediation and the
infrastructure rerewals charge. The operating costs increased by £4.5 million between 2004 and 2005 principally due to an increase
in current cost depreciation,

A commentary on the movements bahwveen 2004 and 2005 (not discussed on page 3) is included below.

(a) The working capital adjustment arises through the indexation of the 2004 balance sheet working capital by the RPI movement
in the current year. This results in a credit 1o the balance sheet and an offsetting debit 1o the profit and loss of £13.2 million
in the current year.

(b The financing adjustment was £76.6 million compared to £52.8 million in 2004 due to the indexation of the 2004 balance
sheet net assets employed less net operating assets. Net assets employed are lower than net operaling assets as net assets
include the impact of long-term debt and dividends payable. This results in a credit balance sheet movement and an
offsetting debit profit and loss account movement in the current year,

) The increase in working capital in the balance sheet of £332.5 miflion between 2004 and 2005 is due primarily to a debtor
of £400.0 million in the hooks of the company. This relates to the proceeds of borrowings that have been made by Anglian
Water Services Financing Plc and en-lent 1o the company. These have then been passed back to Anglian Water Services
Financing Plc to invest on behalf of the company and thereby give rise to a debtor in the bocks of the company.

Over the five-year period the major notable movements are as follows:

{ From 20071 to 2002 there was a K* of 1.0 per cent and an increase in turnover of £21.7 mitlion. from 2002 to 2003
there was a reduction in turnover of £14.2 millior. This was due to the aliowable K increase of 2.2 per cent being offset
by negative consumption movements and refinements to the accrual consumption calculation. From 2003 to 2004 there
was an increase of £19.6 million due 1o an allowable K of 2.5 per cent and £8.0 million of additional turnover generated
as a result of additional demand from metered customers during the exceptionally dry summer of 2003, The movement
between 2004 and 2005 is explained on page 3.

{in) The twe major elements thatl comprise current cost operating costs are operating costs (excuding depreciation} and current
cost depreciation. Over the five-year period aperating <osts {excluding depreciation) started in 2001 at £317.3 million
{in March 2005 prices) and ended at £287.9 million. The reduction is due to efficiency savings generated over the period.
The regulatory price settlement for AMP3 held operating costs flatin real terms, and actuals were broadly in line with the
determination. Current cost depreciation increased over the Hve-year period from £184.1 million in 2000 to £226.7 million
in 2005, This is in line with the historic cost deprediation (as adjusted for price inflation).

i) Net interest decreased by £20.8 million in 2002 as the prior year contained atypical costs for early termination of some loans
and higher indexation on RPl linked bonds. Following the finandal restructuring of the company completed or 30 July 2002
the composition of the net interest charge has changed and this makes comparability with prior vears more difficult.

The 2003 charge consists of £187.4 million in underlying interest costs, £52.5 million of exceptivnal costs associated with
refinancing and £137.2 million of interest receivable relating to an inter-corepany loan with Anglian Water Services Holdings
Limited. The underlying interest charge increased compared to 2002 is because of the increased leverage of the company.
The 2004 charge reduced by £59.0 million compared to 2003 primarily due to the exceptional costs in thn prior year not
being repeated. The increase from 2004 to 2005 is discussed on page 3.

{iv) The taxation charge in 2001 was restated to include the impact of deferred tax as per Financial Reporting Standard
{FRS) 19_ In 2002 there was a credit of £30.1 mitlion due to accrual releases following the settlernent of prior vear
tax assessments plus a negative deferred tax charge due to movements in discount rates. In 2003 there was a charge of
£38.0 million on current tax, which was predominantly due to charging tax on the interest receivable of £137.2 million
{ciscussed above). In 2004, following agreernent that the company will not pay for the losses surrendered to it by Anglian
Water Services Holdings Limited, most of this charge was reversed which gave rise to a credit in 2004. The increase from
2004 to 2005 is analysed on page 16.

* The Office of Watsr Services defines K as the amount by which a company can increase, or must decrease, s average
charge above or beiow inflation aach year to finence its services and meet iis fegal obligations. When inflation s included,
this is commoniy referred to as the ‘price limit'.
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current cost profit and loss account for the appointed business
of the company for the year ended 31 March

Noies

[CE RN W ]

1{e), 3

1{e)

Turnover
Current cost operating costs
Operating income

Working capital adjustment

Currertt cost operating profit
Other income

Interest recelvable

Interest payabie

Financing adjustment

Current cost profit before taxation
Current tax
Deferred tax

Current cost profit attributable to shareholder
Dividends

Current cost {loss} / profit

The notes on pages 48 1o 56 form parl of these current cost finandial statements.

2005 2004
im £
789.6 758.6
{536.2) (515.6}
0.6 0.3
254.0 243.3
(13.2) (3.2}
240.8 2401
213.0 207.6
(277.0) {259.8}
76.6 51.2
2534 2381
(0.9} 23.2
{10.6) 1.3
241.9 273.6
(251.0) (247.7)
(9.1) 159
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current cost balance sheet for the appointed business

of the company at 31 March

Notes

Assets employed
5 Fixed assets
Third party contributions since 31 March 1890

6 Working capital

Net operating assets

Cash and investments

Non-trade debtors

Dividends payable

Other non-trade creditors due within one year
Creditors dug after cne year

Provisions for liabilities and charges

Deterred tax

Other provisions

Net assets employed

Financed by
Called up share capital
7 Profit and lass account
8 Current cost reserve
Total capital and reserves

The notes on pages 48 to 56 form part of these current cost financial statements.

Approved by the board on % June 2005

1’7 r« .
ebw Bl
Peter Simpson

Chief Operating Officer

d-fple

Finance Director

46 Anglian Water Services Limited

2005 2004

Erv im
20,4358 19,181.0
(650.2) {8093}
19,7856 18,571.7
756.9 411.2
20,5425 18,8829
1,609.2 11,6093
89.2 68.5
{75.5} {55.2)
(88.1) {22.0)
(4,251.1) (3,900.8)
(107.6) (97.00
(51.3) (52.0)
17,6673 16,5339
860.0 860.0
173.2 182.3
16,634.1 154916
17,667.3 16,5339




current cost cash flow statement for the appointed business
of the company for the year ended 31 March

2008 2004
Notes J— fnﬂ__,,i\i
9la} net cash inflow from operating activities 533.7 457.5
Returns on investments and servicing of finance
interest received 212.8 204.6
Interest paid (231.4)  (212.2)
Cash flow treated as finance costs under finandial Reporting Standard (FRS) 4 (0.3) (1.3
Interest element of finance lease rental payments (8.0) {3.1)
Net cash gutiiow for returns on investments and servicing of finance (26.9) (18.0
Taxation
Corperation tax (paid) / received {0.8) 0.3
Capital expenditure and financial investment
Gross cost of purchase of fixed assets (253.9}  (236.1}
Grants and contributions received 26.9 186
Infrastructure renewals expenditure {37.0) {40.5)
Disposal of tangible fixed assets L
Net cash outflow for capital expenditure and financial investment (262.9)  (256.9)
Acquisitions and disposals 0.1
Equity dividends paid (230.7) (3432
Management of liquid resources
Increase in short-term deposits and investiments (105.1) (180.8)
Net cash outflow before financing . A82.8) 5411
Financing
Increase in loans - 4532
Repaymants of amounts borrowed {3.3) (0.7}
Capital element ¢f finance lease payments 73 24.4)

Net cash {outflow) / inflow from firancing

{Decrease) / increase in cash T332y ETE

Notes 9z and 9b on pages 54 and 55 form part of this current cost cash flow statement.
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notes to the current cost financial statements

(©

48

Anglian Water Services Umited

Accounting policies

General

These financial statements have been prepared in accordance with the Regulatory Accounting Guidalines ssuad by the
Direcior General of Waler Services for modified real terms financial statlements suitable for reguiation in the water industry.

They measure profitability on the basis of real finandial capital maintenance, in the context ot assets which are valued at their
current cost value 1o the business.

The regulatory accounts are separate from the statutory financial statements of the company. There are difterences between
the United Kingdom Generally Accepted Accounting Principles (UK GAAP) and the basis of preparation of infermation
provided in the regulatory accounts because the Regulatory Accounting Guidelines specily alternative treatment or disclosure
in certain respects. Where the Regulatory Accounting Guidelines do not spedifically address an accounting issue, then they
require UK GAAP 1o be Tollowed.

The accounting policies used are the same as those adopted in the statutory financial statements, except as set out below:

Tangibie fixed assets
The assels have heen valued in accordance with Regulatary Acceunting Guideline 1.03 (Guideline for accounting for current
costs and regulatory capital valuesi on a modern equivalent asset {MEA) basis.

Depredation is chargad over the estimated remaining economic life of the asset. infrastructure assets are not depreciated.
Additions during the year are taken at their historic cost values. Disposals are stated at the value of the replacement assets.

& Land and buildings

Non-specialised operaticnal properties are valued on the basis of open market value for existing use as part of the periodic
Asset Management Plan (AMP) reviews and are expressed in real terms by indexation using the Retall Price Index (RPI)
thereafter.

Speciatised operational properties acquired since 31 March 1990 are valued at the lower of deprediated replacement cost
and recoverable amount, restated annually between periodic AMP reviews by adjusting for inflation as measured by changes
in the RPL The unamortised portion of third party contributions received is deducted in arriving at net operating assets

(a5 described below).

(i} Infrastructure assets
Mains, sewers, impounding and pumped raw water storage reservoirs, dams, sludge pipelings and sea outfalls are valued
at replacement cost, on an MEA basis, determined principally on the basis of data provided by the AMP,

A process of continuing refinemant of asset records is expected to produce adjustments to existing values when periodic
reviews of the AMP take place. In the intervening years, values are restated to fake account of changes in the general level
of inflation, as measured by changes in the RP over the year.

(it Other fixed assets
All other fixed assets are valued periodically at depreciated replacement costs. Between pericdic AMP reviews, values are

restated for inflation as measured by changes in the RPI.

v Surplus land
Surplus land is valued at recoverable amount, taking into account that part of any proceeds to be passed on to customers
under Condition B of the licence.

Modern equivalent asset (MEA) valuation

A review of the MEA valuation and asset stock is undertaken as part of each five-year periodic review. The revised values
arising from this review, once deemed effective by the Cffice of Water Services, provide the basis for calculating

the MEA in the current cost financial statements.

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




{e)

Real financial capital maintenance adjustments
These adjustments are made to historical cost profit in order to arrive at profit after the maintenance of financial capital
in real terms.

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

Bisposal of fixed assets adjustment - the difference between the values of realised assets in these current cost firancial
statements and in the historical cost financial statements.

The depreciation adjustment is incorporated within operating costs in the profit and loss account. The disposal of fixed assets
adjustment is incorporated within operating income in the profit and loss account.

Waorking capital adjustment ~ this is calculated by applying the changes in the RP! over the vear 1o the opening total of trade
debtors and stock less trade creditors.

Financing adjustrnent — this is calculated by applying the changes in the RPE over the year to the opening balance of net
finance, which comprises all monetary assets and Babifities in the balance sheet apart from those included in working capital
and dividends pavable.

Turnover for the appointed business

2005 2004
Natar Sewerage Water Sewerage

service Total service il

£m fm fm im
Measured 149.4 2329 3823 148.6 23107
Unmeasured 117.7 210.6 328.3 13.7 212.5
Trade effluent - 7.0 7.0 - 7.4
Large user revenues 26.2 26.3 52.5 215 22.8
Third party services 13.0 1.6 14.6 16.4 2.1
Other sources 3.4 1.5 4.9 2.1 0.8
Totai turnover 309.7 479.9 789.6 302.3 458.3

Operating income and working capital adjustment for the appointed business

2005 2004
Waler Sewerage

Tatal sesvice service Total
im £m fm

Current cost profit on disposal of fixed assets 0.3 0.3 0.6 0.2 0.1 03

Warking capital adjustment (6.6) {6.6) (13.2) {1.6) {1.6) (3.2
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notes to the current cost financial statements

continued

4 Analysis of operating costs and fixed asset net book values by service

2005

Service analyss

Business activities

Water sorvice

Sewrage sevIce

Direct costs:

Employment costs

Power

Hired and contracted services
Materials and consumables
Service charges

Butk supply imports

Other direct costs

Total direct costs
General and support
expenditure

Functicna! expenditure

Total business activities
Rates

Coubtful debts

Exceptional items

Total less third party services
Third party services

Total operating costs
Capitai costs:

infrastructure renewals
axpanditure

Movement in infrastructure
renewal accrual / prepayment
Depreciationt {allocated)

Amortisation of deferred

credits

Business activities
depreciationt (non-allocated)
Capital maintenance
excluding third party services
Third party services—

capital maintenance

Total capital maintenance

Total operating costs (1

Current cost accounting

{modern equivalent asset} values

Service activities
Business activities
Service totals
Service assets for third parties

ResQuinees Water Studge Sewage  Sewerage
and Service Sewgge  treatment T&G service Customer  Scientific Costof
trestmont Distribution subtotal Sawerage  teatment & dispossi subtotal subtotal  services regudation
£m im £m im L Fi] £m £m £im im
6.3 74 13.7 9.9 15.3 7.0 22.3 32.2 9.7 5.1 20
6.7 6.2 12.9 1.8 8.2 2.3 10.5 12.3 - 01 -
39 11.7 15.6 6.0 11.3 133 24.6 30.6 8.6 1.9 1.1
3.9 1.0 4.9 1.6 4.1 7.3 1.4 13.0 0.8 0.6 -
7.7 - 7.7 1.0 5.1 - 5.1 6.1 - - -
1.2 - 1.2 - - - - - - - -
0.2 0.3 Q.5 0.4 0.9 0.3 1.2 1.6 4.8 0.2 1.6
29.9 26.6 56.5 20.7 44.9 30.2 751 95.8 23.9 7.9 4.7
10.7 7.6 18.3 7.1 12.0 7.4 19.4 26.5 3.4 0.9 0.8
406 347 74.8 27.8 56.9 37.6 94.5 1223 27.3 8.8 5.5
19.7 21.9
16.5 14.1
5.6 8.1
116.6
A
207
0.1 19.2 19.3 17.7 - - - 17.7
- {5.2) (5.2) {4.8) - - - (4.8
485 182 66.7 251 106.6 9.6 116.2 i41.3
(1.9 (3.6)
5.9 8.8
84.8 159.4
3.2 0.9
88.0 1603
208.7 L3273
1,191.2 4,782.5 5,973.7 12,602.9 1.664.0 94.4 1,758.4 14,361.3
28 14
5,983.5 14,376.2
_ 642 AL
6,047.7 14,388.1

Total modern equivalent asset values

On a current cost basis,

{1} included within total opsrat

re reactive and planned mainenands exgenditure on infras

water distribution aad £4.5 million sewerage.
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2004
Service analysis Business activities
Sewerage service
Rescuirges Siudge Sewage Sewerage
and Sewage T&D service Customer  Scientific
treptment Distrib Sewsidge  treatment subtotal  subloial  services  ser
fm Lm im £m frmn £m
Direct costs:
Employment costs 6.0 7.8 138 9.6 147 7.2 21.9 315 10.3 5.1 1.8
Powver 5.8 5.5 11.3 2.6 8.4 2.4 10.8 13.4 - 0.1 -
Hired and contracted services 3.2 10.9 14.1 5.0 9.2 12.0 2.2 26.7 7.4 1.2 1.4
Matertals and consumables 39 1.¢ 49 1.7 5.2 6.9 12.1 13.8 0.3 0.5 -
Service charges 7.6 7.6 1.0 4.9 4.8 5.9 -
Bulk supply imports 11 - 1.1 - - - - - - - -
Other direct costs 0.1 0.3 0.4 0.2 0.2 o1 0.3 0.5 46 0.2 i.5
Total direct costs 27.7 255 53.2 20 42.6 286 71.2 91.3 22.6 7.1 47
General and support
expenditure 2.5 7.0 16.5 7.3 12.0 3.8 21.8 29.1 43 1.5 0.8
Functional expenditure 37.2 325 69.7 27 .4 54.6 38.4 9306 1204 26.9 86 5.5
Total business activities 207 20.3
Rates 187 13.5
Doubttul debts 5.5
Exceptional tems
Total less third party services 1146
Third party services
Total operating costs
Capital costs:
infrastructire renewals
expenditure 0.1 17.3 t7.4 23.1 231
Movemnent in infrastructure
renewal accrual / prepayment. - {5.8) {5.8) {7.7 - (7.7
Depreciationt (allocated} 45 4 7.0 62.4 221 5.5 8.3 1028 1259
Amortisation of deferred
credits 2.0 3.9
Business activitios
depreciationt (non-allocated} 5.4 8.1
Capital maintenance
excluding third party services 77.4 1455
Third party services—
capital maintenance 3.1 0.9
Total capital maintenance 80.5 146.4
Total operating costs i1 A 3085

Current cost accounting
{modern eguivalent asset) values

Service activities 1,121.0 4,483.3 58043 11,7965 1,5785 88.7 17,6672 13,4637
Business activities 141 21.2
Service totals 56184 1348479
Service assets Tor third parties 653

Total modern equivalent asset values

1 O & Current cost Basis,

(1 Ingluded s otal gperating <osts ars reactive and planned rmaintenance expendituze on infrastructure assets of £11.4 miliion. This is split £7.2 million

tribution and £4.2 million sewerage,
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Fixed assets

Fixed assets by type - water service
Gross replacement cost
At ¥ April 2004

AMP adjusiment

RPI adjustiment
Disposals

Additions

At 31 March 2005
Depreciation

At 1 Aprid 2004

AMP adjustment

RPI adiustment
Disposals

Charge for the year

At 31 March 2005

Net book amount at 31 March 2005
Net bock amount at 31 March 2004

Fixed assets by type — sewerage service

Gross replacement cost
At 1 April 2004
AMP adjustment
RPI adjustment
Disposals
Agdditions

At 31 March 2005
Depreciation

AL T April 2004
AMP adjustment
RPf adjustment
Disposals

Charge for the year
At 31 March 20305

Net bock amount at 31 March 2005
Net bock amount at 31 March 2004

Fixed assets by type - total
Gross replacement cost
At 1 Aprit 2004

ANP adiustment

RPI adjustiment
Disposals

Additions

At 3t March 2005
Depreciation

At 1 Aprit 2004

AMP adiustment

RPI adjustment
Disposals

Charge for the year

At 31 March 2005

Net book amount at 31 March 2005
Met book amoeunt at 31 March 2004

Anglian Water Services Limited

Man-
spertalised texfra- Orher
stucture tangible

assets 255023 assots Total
£m fm £m £m
1,544.2 101 5,036.6 2812 6,882.1
4.4 - 30.8 {112.9) (77.7}
49.5 0.3 162.2 57 217.7
{0.6) - - (0.2) (0.8)
42.3 6.4 21.4 15.3 79.4
1,639.8 10.8 5,251.0 199.1  7.100.7
976.4 3.0 - 2190  1,1984
(179.2) (0.6) - {71.3)  (251.1)
255 0.1 - 4.7 30.3
{0.2) - - {0.2) {0.4)
41.9 0.1 - 33.8 75.8
864.4 2.6 - 186.0 1,053.0
7754 8.2 5,251.0 13.1  6,047.7
567.8 7.1 5,036.0 722 56837
3,809.3 1.2 11,8304 3054 159553
623.9 1.7 {193.2) (73.4) 359.0
141.9 .4 372.4 7.4 522.1
0.1 - - {0.3) (0.4)
118.8 0.6 34.8 23.0 177.2
4,693.8 129 12,0444 2621 17,013.2
2,158.5 2.7 - 2968 2,458.0
30.4 - - (90.7) {60.3)
70.0 Q.1 - 6.7 76.8
- - - {0.3) (0.3}

107.7 0.2 - 43.0 150.9
2,366.6 3.0 - 2555 2,625.1
2,327.2 99 12,0444 6.6 14,383.1
1,650.8 7.5 11,8304 86 134973
5,353.5 20.3 16,867.0 5966 22,8374
628.3 1.7 {(162.4) (186.3) 281.3
191.4 0.7 534.6 13.1 739.8
{0.7) - - {0.5) (1.2}
161.1 1.0 56.2 383 256.6
6,333.6 237 17,2954 46%1.2 24,1139
3,134.9 5.7 - 5158 3,6564
(148.8) (0.6) - (162.0}  (311.8)
955 0.2 - 11.4 1071
(0.2) - - (0.5} (0.7}
149.6 G.3 - 76.8 226.7
3,231.0 5.6 - 4415 3,678.1
3,102.6 18.1 17,2954 19.7 20,435.8
22186 46 16,867.0 808 19,1810




the infrastructure renewals accounting basis as required by FRS 15 Tangible fixed assets’. However, for the purposes of
the reguiatory finandial statements, the Office of Water Services has requested that RS 15 is not applied for infrastructure
renewals accounting, thereby providing a basis consistent with prior years. A reconciliation to the tangible fixed assets shown

in the statutory finandial statements is set out below:

Cost

At 31 March 2005 per regulatory financial statements
Adjustment to opening balance at 31 March
Infrastructure renewals expenditure capitalised in the year
At 31 March 2005 per statutory financial statements

Grants and contributions

At 31 March 2005 per regulatory financial statements
Adjustment to opening balance at 31 March

At 31 March 2005 per statutory finandial staternents

Depreciation

AL 31 March 2005 per regulatory financial statements
Adjustment to opening halance at 31 March

Depreciation charge for infrastructure renewal expenditure
At 31 March 2005 per statutory financial statements

Net book value

At 31 March 2005 per regulatory financial statements
Adjustment to opening balance at 31 March
Infrastructure renewals expendilure capitalised in the year
Depreciation charge for infrastructure renewal expenditure
At 31 March 2005 per statutory financial statements

Working capital

At 31 March 2005 per regulatory financial statements
Less infrastructure renewals prepayment

At 31 March 2005 per statutory financial statements

Working capitai

Cash

Stocks

Trade debtors

Trade creditors

Short-term capitat creditors
Infrastruciure renewals prepayment
Other trade accruals

Corporation tax

Payrall refated taxes and social security contributions
Group trade debtars {nef)
Prepayments

Total working capital

infrastr

17,295.4
{14,998.2)
37.0
2,334.2
(176.9)
(i76.9)
{457.3)
(27.0)
(484.3)
17,295.4
(15,632.4)
37.0
(27.0)
16730
44.1
{44.1)
2505 2004
£m fre
418.3 426.4
6.9 6.6
75.4 771
{62.1) (621}
{25.3) (25.3}
44.1 341
(179.5) {162.8}
{24.5) (22.3;
(3.2) (3.0}
463.6 854
43.2 571
756.9 411.2
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notes to the current cost financial statements

continued
7 Current cost profit and loss account
2005 2004
Em im
At beginning of year 182.3
Ratained (foss / profit for the year for the appointed business (9.1)
At end of year 732 1823
8 Current cost reserve
2005 2004
fm £m
At beginning of year 15,491.6 15,0694
AMP adjustment 592.7 -
RPI adjustments:
Fixed assets 632.7 485.3
Working capital 13.2 3.2
Financing (76.6) (51.2)
Deferred grants and contributions (19.5) {15.1)
At end of year 168341 1549156

In accerdance with the company's accounting policy, current cost gross asset values and cumulative depreciation were
reassessed at 31 March 2003 as part of the 2004 periodic review process. [n accordance with the RDOS/05 letter published
by the Office of Water Services the revised amounts have been reflected in the regulatory accounts this year.

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

2665 2004

fmn £m

Current cost operating profit 240.8 2401
Working capital adjustment 13.2 3.2
Inerease in stocks {0.3) 2.00
Other income received - o1
Current cost depreciation 226.7 205.8
Current cost profit on sale of fixed assets {0.6) (0.3}
Decrease in debtors and prepaid expenses 439 6.6
Increase / {(decrease) in creditors and accrued expenses 18.6 (0.4}
Provision tor infrastructure renewals 27.0 270
Net movement in provisions (2.6} (2.1}
Amortisation of deferred grants and cortributions (5.5) (5.9
Net movement in prepaid pension contributions {27.5} (14.5)
Net cash inflow from operating activities 533.7 457.5
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9 (b}

Analysis of net debt

31 March Cash Nan-<ash 391 March

2004 flows  movements 2005

im £m im fm

Cash . 157.4 {113.2) - 44.2
Deposits and investments 268.0 105.1 - 374.1
Finance leases due within ene year {17.3) 17.3 (20.5) {20.5)
Finance teases due after one year {136.8) - 205 (116.3)
Other debt due within one year (4.7) 3.6 (66.5) {67.6)
Other debt due after one year {3,763.8) - (371.0) (4,134.8)
{3,496.2) 12.8 (437.5) (3,920.9)

Non-cash movements comprise indexation of index linked loan stock, indexation of RPI swaps, transfers between categories of
P (

debt, amertisation of debt issue costs and amortisation of ‘'mark to market” adjustments.

Regulatory capital value (RCV}

Opening RCY for the year
Indexation of opening RCV
Moverments in ihe year
Closing RCV

Average RCY

2004 2004

fm £
42519 4032¢%
135.9 105.3
38.2 114.0
44259 4,2519
4,353.5 4,146.6

RCV figures are axtracted from those published by the Office of Water Senvices on 10 March 2064 in their RDO5/04 letter

at 2002/G3 prices. These have been indexed upwards to 2004/05 prices using an RP! factor of 190.5/179.9 (RPi at

31 March 2005 /7 RPE at 31 March 2003) to give the current year figures in the table excluding average ROV, The average
ROV is derived by indexing 1he average RCV published in RDOS/04 by the 8P| factor of 188.2 7 177.5 {average RP! for the year

ended 31 March 2005 / average RPI for the year ended 31 March 2003}

Subsequent to RDOS/04 the Office of Water Services published the document entitled Future water and sewerage charges
2005-10 on 2 December 2004, In this document the closing RCV carried forward was updated to give a new RCY at 1 April
2005. The new fiqure published was £4,143.0 million at March 2003 prices (RP! hase of 179.9) and when indexed to March

2005 prices (RPI base of 190.5) becomes £4,386.9 million.
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56

Current cost profit and loss account for the appointed business

2008 2804 2003 20062 2001
restated
fm £m £ £ £
Turnover 789.6 7823 762.7 776.4 7552
Current cost operating costs (536.2) {531.7) £550.3) 5412y (5278}
Operating income 0.6 0.3 0.3 1.9 {0.6)
Working capial adjustment {13.2) {3.3) (9.4) 1.4 2.2
Cusrent cost operating profit™ 240.8 2476 203.3 2390 229.2
Other income - a1 1.2 0.7
Interast {net} (64.0) {(53.8) (112.8) (111.1) {131.%)
Financing adjustrment 76.6 528 67.2 23.7 37.4
Current cost profit before taxation 253.4 2465 157.8 152.8 1354
Taxation — current tax 0.9) 238 (38.0) 310 {(39.1)
Taxation - deferred tax (10.6) 11.6 iy -
Current cost profit attributable to shareholder 2419 282.1 98.7 1838 96,3
Dividends (251.0) {2554} 5438 {999.9)
Current cost (loss) / profit {9.1) 26.7 6425 1838 {903.6)
* After historical exceptional charges in 2003 {£19.7 million), 2002 (£29.1 million], and 2001 (£13.4 million).
Current cost balance sheet for the appointed business
2005 2004 2003 2002 2001
restated
fm £m fm fm £m
Assets employed
Fixed assets 20,4358 19,794.0 19,7657 19,7461 19,7172
Third party contributions since 31 March 1990 (650.2) (628.8) (6159} (6048} (592.0p
Working capital 756.9 424 .4 129.1 314.2 {i11.5)
Net operating assets 20,5425 19,5895 1%,278.9 19,4555 19,0137
Cash and investments 1,608.2  1,660.7 11,7044 g.2 0.2
Non-trade debtors 85.2 70.7 54.3 44 .8 342
Dividands payable {75.5} 7.0y (159.6)  (858.1) (9657}
Other non-trade creditors due within one year {88.1} 22.7) (20.0) (280.8) (1072}
Creditors due after one year (4.251.1) {£.025.3) (3,641.5) (1,871.9) (1,652.2)
Provisions for liabilities and charges {158.9) {1537y (A73.6) (12486} (1499
Net assets employed 17.667.3 1706243 17,0336 16,3653 161731
Financed by
Called up share capital 860.0 837.5 910.7 938.83 8951.4
Frotfit and loss account 173.2 1881 165.6 (490.8) {685.3)
Current cost reserve 16,6341 15,886.7 15,9573 15,917.3 15907.0
Total capital and reserves 17667.3 17,0623 17,0336 16,3653 16,1731

The finandal information set out ahove for the four years ended 31 March 2004 is based on the audited current cost
#inancial statements for those years, as adjusted to 2004/05 prices for changes in the Retail Price index {RPI). The comparative
for 2001 has been restated in respect of the adoption of FRS 19 'Deferred tax' in 2002,

On 1 Aprit 2002 the company acguired part of the business and certain assets and liabilities of Geodasys Limited. The trading
results and balance sheet figures for the years ending 31 March 2005, 31 March 2004 and 31 March 2003 reflect this

acquisition and are therefore not strictly comparakle to previcus years.

Anghan Water Services Umited




independent auditors’ report
to the Director General of Water Services and Directors of Anglian Water Services Limited

We have audited the requlatory accounts of Anglian Water Services Limited {referred to as the company) on pages 39 to 56 which
comprise:

» the regulatory historical cost accounting statements comprising the regulatory historical cost profit and loss account and the
requlatory historical cost balance sheet; and

« the regulatory current cost accounting statements for the appointed Business comprising the current cost profit and loss account,
the current cost balance sheet, the current cost cash flow statement and the related notes to the current cost finandal statements
including the statement of accounting policies.

This report is made, an terms that have been agread, sclely to the company and the Director General of Water Services (the
Regulator) in order to meet the requirements of Condition F of the Instrument of Appointment granted by the Secretary of State
for the Environment to the company as a water and sewage undertaker under the Water industry Act 1991 {the Regulatory licence).
Our audit work has been undertaken so that we might state to the company and the Regulator those matters that we have agreed
10 state to thern in cur repert, in order {3} to assist the company to meet its obligation under the Regulatory licence to procure such
a report and (b) to facilitate the carrying out by the Regulator of its regulatary functions, and for no other purpose. To the fullest
extent permitted by law, we do not accept or assume responsibility to anyone other than the company and the Regulator, for our
audit work, for this report, or for the opinions we have formed.

hasis of preparation

The reguiatory accounts have been prepared in accordance with Condition F of the Appointment and the Regulatory Accounting
Guidelines, the accounting pelicies set out in the statement of accounting policies and, in the case of the reguiatory historical cost
accounting statements, under the historical cost convention.

The requiatory accounts are separate from the statutory finandial statements of the company. There are differences hetween United
Kingdom Generaily Accepted Accounting Principles (UK GAAP) and the basis of preparation of information provided in the regulatory
accounts because the Regulatary Accounting Guidelines specify alternative treatment or disclosure in certain respects. Where the
Regulatory Accounting Guidelines do not spacifically address an accounting issue, then they require UK GAAP 1o be followed.
Financial information other than that prepared wholly on the basis of UK GAAP may not necessarily represent a true and fair view

of the finandial performance or finandial position of a company as shown in finandial statements prepared in accordance with the
Companies Act 1985,

respective responsibilities of the Regulator, the Directors and auditors

The nature, form and content of the regulatory accounts are determired by the Regulator. It is not appropriate for us to assess
whether the nature of the information being reported upon is suitable or appropriate for the Regulator's purposes. Accordingly
we make no assessment.

The Directors’ responsibilities for preparing the regulatory accounts in accordance with Regulatory Accounting Guidelines are set out
in the statement of Directors’ responsibilities for regulatory information or page 37.

Our responsibility is to audit the regulatory accounts in accordance with United Kingdom Auditing Standards issued by the Auditing
Practices Board, except as stated in the "basis of audit opinion”, helow and having regard to the guidance contained in Audit 05/03
‘Reparting 1o Regulators of Regulated Entities’.

We report 1o you our opinion as to whether the regulatory historical cost accounting statements present fairly, under the historical
cast convention, the revenues and costs, assets and liabilities of the appointee and its appointed business in accordance with the
company's instrument of Appointment and Regulatory Accounting Guideline 2.03 {Guideline tor classification: of expenditurel,
Regulatory Accounting Guideline 3.05 (Guideline for the contents of regulatory accounts) and Regulatory Accounting Guideline 4.02
{Guideline for the analysis of operating costs and assets); and whether the regulatory current cost accounting statements on pages
45 to 56 have heen properly prepared in accordance with Regulatary Accounting Guideline 1.03 {Guideline for accounting for
current costs and regulatory capital values), Regulatory Accounting Guideline 3.05 and Regulatory Accounting Guideline 4.02,

We also report to you if, in our opinion, the company has not kept proper accounting records as required by paragraph 3 of
Condition F and whether the information is in agreement with the appointee’s accounting records and has been properly prepared
in accordance with the reguirements of Condition ¥ and, as appropriate, Regulatory Accounting Guideline 1,03, Ragulatory
Accounting Guideline 2.03, Regulatory Accounting Guideline 3.05 and Regulalory Accounting Guideline 4.02.

We read the other information contained in the requlatory accounts, including any supplementary schedules on which we do not
express an audit apinion, and consider the implications for our report if we become aware of any apparent misstatements or material
inconsistencies with the regulatory accounts. The other information comgrises the performance review, the notes an regulatory
information, and the additional information required by the licence,
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independent auditors’ report
continued

basis of audit opinion

We conducted cur audit in accordance with Auditing Standards issued by the Auditing Practices Board except as noted below.
An audit includes sxamination, on a test basis, of evidence refevant to the amounts and disclosures in the regulatory accounts.
it also includes an assessment of the significant estimates and judgements made by the Directors in the preparation of the
regulatory accounts, and of whether the accounting policies are appropriate to the company’s circumstances, consistently
applied and adequately disclosed.

Ne plarned and performed our audit so as to obtain all the information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable assurance that the requlatory accounts are free from material
misstatement, whether caused by fraud or other irregularity or error. However, as the nature, form and content of regulatory
accounts are determined by the Regulator, we did not evaluate the overall adequacy of the presentation of the information,
which would have been reguired if we were to express an audit opinion under Auditing Standards.

Cur opinion on the regulatory accounts is separate from our opinion on the statutory financial statements of the company on
which we reported on 1 June 2005, which are prepared for a different purpose. Gur audit report in relation o the statutory
accounts of the company {our "Statutory” audit) was made solely to the company’s members, as a body, in accordance with
section 235 of the Companies Act 1985, Our Statutory audit work was undertaken so that we might state to the company’s
members those matters we are required to state to them in a Statutory auditors' report and for no other purpose. in these
circumstances, to the fullest extent permitied by law, we do nol accept or assume any responsibility to anvone other than the
company and the company’s members as a body, for cur Statutory audit work, for our Statutory audit report, or for the epinions
we have formed in respect of that Statutory audit.

The requlatary historical cost accounting statements on pages 39 and 40 have been drawn up in accordance with Regulatory
Accounting Guideline 3.05 in that infrastructure renewals accounting as applied in previous years should continue o be applied
and accordingly that the relevant sections of Financial Reporting Standards 12 and 15 be disapplied. The effect of this deparfure
from Generally Accepted Accounting Principles, and a reconciliation of the balance sheet drawn up on this basis with that drawn
up under Companies Act 1985 is given on page 53.

opinion

In our opinion the regulatory accounts of the company for the year ended 31 March 2005 fairly present in accordance with
Condition F of the Instrument of Appointment granted by the Secretary of State for the Environment to the company as a water
and sewerage undertaker under the Water Industry Act 1991, the Regulatory Accounting Guidelines issued by the Regulator and
the accounting polices set out on pages 48 and 49, the state of the company’s affairs at 31 March 2005 on an historical cost and
current cost basis, the historical cost and current cast profit for the year and the current cost cash flow for the year and have been
properly prepared in accordance with those conditions, guidelines and accounting policies.

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

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

(b the information is in agreement with the appointes’s accounting records and has been properly prepared in accordance
with the requirements of Condition F and, as appropriate, Regulatory Accounting Guideline 1.03, Regulatory Accounting
Guideline 2.03, Regulatory Accounting Guideline 3.05 and Regulatery Accounting Guideline 4.02 issued by the Regutator;

() the reguilatory historical cost accounting statements on pages 39 and 40 present fairly, under the historical cost convention,
the revenues and costs, assets and liabilities of the appeintee and its appointed business in accordance with the company’s
Instrurnent of Appointment and Regulatory Accounting Guideline 2.03, Reguizatory Accounting Guideline 3.05 and
Regulatory Accounting Guideline 4.02 issued by the Regulator;

(d} the regulatory current cost accounting statements on pages 45 to 56 have been properly prepared in accordance with
Regulatory Accounting Guideline 1.03, Regulatory Accounting Guideline 3.05 and Regulatory Accounting Guideline 4.02
issued by the Regulator.

PricewaternouseCoopers LLP

Chartered Accountanits and Registered Auditors
Birmingham

1 June 2005
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The maintenance and inteqrity of the company web site is the responsibility of the Girectors and the maintenance and

integrity of the Regulator’s web site is the resporsibility of the Reguiator; the work carried out by the auditors does not
invclve consideration of these malters and, accordingly, the auditors accept no responsibility for any changes that may

have cocurred to the regulatory accounts since they were intially presented on the web sites.

Legislation in the United Kingdom governing the preparation and dissemination of financial statements and reguiatory
accounts may differ from legislation in other jurisdictions.
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glossary of regulatory terms

AMP adjustment — The revision in the raal value of fixed assets arising periodically from improved information notably in the
fiva-yaar Asset Management Plan process.

Appointed business ~ The appointed business comprises the regulated activities of 1the company which are activities necessary

in order for a company to fulfil the function and duties of a water and sewerage undertaker under the Water industry Act 1991,
Arm's tength trading - Arm's length trading is where the company treats the assodiate companies on the same basis as external
third parties.

Asset Management Plan (AMP} - A plan agreed with the Office of Water Services on a five-yearly basis for the management of
water and wastewater assets. The plan runs for a five-year period. AMP3 covered the investment pertod April 2000 to March 2005.
ANPA covers the Investment period Agril 2005 to March 2010,

Associate company ~ Condition A of the Licence defines an associate companry to be any group of related company. Condition F
of the Licence requires all transactions between the company and its associated companies to be disclosed subject to specified
materiality considerations.

Director General of Water Services - The Director General of Water Services is the Government-appointed regulator for the water
industry.

Financing adjustment — The impact of general inilation (RPI) on the real value of net finance for the business.

K factor - The annual increase, set by the Director General of Water Services, it charges that companies in the water industry ¢an
make. The amount by which a company can ingrease {or must decrease) its charges is controlled by the price limit formula RPE +
or - K+ 'U". RPl s expressed as the percentage increase in the Retall Price index in the year to November before the charging
year. 'K’ is & number determined by the Office of Water Services for each company, usually at a price review, for each year to refiect
what it needs above or below inflation in order to finance the provision of services to customers and ‘U’ i the amount of "K' not
taken up by a company in previous years.

Licence - the Instrument of Appointment dated August 1989 under Section 11 and 14 of the Water Act 1989 {as in efoct on

1 August 1989) under swhich the Secretary of State for the Environment appointed Anglian Water Services Limited as a water and
sewerage undertaker under the act for the areas described in the Instrument of Appointment, as medified or amended from time
to time.

Maodern Equivalent Asset (MEA) — The cost of an asset of equivalent productive capability to satisfy the remaining service potential
of the asset being valued if the asset would be worth replacing, or the recoverable amount if it would not. The gross MEA value is
what it would cost to replace an old asset with & technically up to date new asset with the same service capability allowing for any
difference both in the quality of output and in operating costs. The net MEA value is the depredated vahye taking into account the
remaining service potential of an old asset compared with 2 new asset, and s stated gross of third party contributions.
Non-appointed business — The non-agpointad business activities of the company are activities for which the company as a water
and sewerage undertaker is not a monopoly suppiier (for example, the sale of laboratory services 10 an external organisation) or
involves the cptional use of an asset owned by the company (for example, the use of underground assets for cable television),
Office of Water Services {Ofwat) — The office of the Director General of Water Services and their staff,

Periodic review - The price determination process undertaken by the Office of Water Services every five years. Each water and
sewerage undertaker submits an Asset Management Plan covering the five-year period for which the Office of Water Services will
detarmine prices {the K factor - see above).

Price limit — This is the name given to the combination of the Retail Price index {RPi}, 'K’ and "U".

Regulatory Accounting Guidelines {RAG) - The accounting guidelines for regulatory accounts issued, and amended from time

to time, by the Office of Watey Services,

Retail Price Index (RP1) - The RPl is compiled ang published manthly by the Office for National Statistics. RP! is an average measure
of change in the prices of good and services bought for the purpose of consumption by the vast majority of housenolds in the
United Kingdom.

Regulatory Capital Value (RCV) ~ The capital base used in setting price limits. The value of the appointed businass that earns a
return on investment, it represents the initial market value (200-day average}, including debt at privatisation, plus subsequent net
new capital expenditure including new obligations imposed since 1989. The capital value is calculated using the Office of Water
Services methodology (ie after current cost depreciation and infrastructure renewals accrual).

Third party contributions since 1989/90 - Grants and third party contributions received in respect of infrastructure assets and any
deferred income relating to grants and third party contributions for non-infrastructure assets.

Working capital - The agaregate of stocks, trade debtors, trade creditors and working cash balances, if material.

Working capital adjustment - The impact of general inflation {RP1) on the 1eal value of working capital o the business.
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