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Il Turnover £467.0 million

I Profit before tax
{before exceptional items) £121.6 million

B Earnings per share
{before exceptional items} 85.8p

B Dividend per share 47.8p

B Further improvements in product quality
and customer service

B A difficult trading year for Viridor businesses
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It has been another eventful year for the Group
— one of considerable change and challenge
following several years of profitable growth.

South West Water Limited continued
to provide first class customer service,
enhanced levels of product quality
and significant environmental
improvements. These were achieved
against a backdrop of continued

operational efficiencies.

The group of environmental
businesses within Viridor Limited
encountered difficult market
conditions in the UK and overseas
but remains well placed to produce

profitable growth in the furure.

Group performance

The Group made good progress
during the year which saw wrnover
increase by 7% to £467 million. South
West Water contributed £11.6 million
of increased turnover, with Viridor and
other non-regulated activities
contributing £18.3 million.

Profit before tax was maintained at
£121.6 million and earnings per share
showed a 10% increase to 85.8p. The
Directors are recommending a final
dividend of 32.4p which, with the
interim dividend, will provide a full
year dividend of 47.8p — a 4.8%

increase.

South West Water Limited

The water and sewerage business
performed well during the year
providing enhanced levels of
customer service and product quality
while delivering further reductions in
overheads and operating costs. The
restructuring initiatives which
continucd throughout the year helped
achieve efficiency savings and cost
reductions amounting to £4.9 million,
The company is on track to deliver
further significant savings in the
future,

The company's capital investment
programme continued apace during
the year, providing significant benefits
for customers, the environment and
the region. Its ongoing ‘Clean Sweep’
bathing water improvement
programme was the most high profile

example of regional enhancement.

The good progress made in all areas
of the company’s business is
described more fully in the operating
review which also confirms details of
improved levels of drinking water
quality and the achievement of
leakage reduction targets set by
Ofwat,

Viridor Limited

Following a period of sustained
expansion which saw the Viridor
businesses grow significantly, the rate
of growth slowed during the year as a
result of difficult trading conditions in
both the home and overseas markets.
Viridor Waste Limited is one of the
largest waste disposal businesses in
the United Kingdom and during the
year a new 10 million cubic metre site
was opened in Erin, Derbyshire and
three other sites operaled for a first
full year. With the benefit of the input
from these sites, volume increased

during the year by 7%,

Viridor Instrumentation Limited
continues to enjoy a share of up to
50% of the world market in certain key
product areas and during the year
several new products were launched
to further enhance the group’s range.
The integration of Orbisphere,
acquired in 1998, was completed as
planned, together with other
restructuring and refocusing
programmes which helped partially to
offset the trading difficulties prevalent

in cerain markets.

During the year Viridor Contracting
Limited increased its proportion of
external business to 70%. While
turnover decreased, operating profit
and operating margins improved as a
direct result of positive action taken
last year in response to changes in its

market.




Further details of Viridor's progress
during the year are contained in the

operating review,

Competition in the
water industry

The Group welcomes the advent of
competition within the water industry
and indeed, through its investment

in Enviro-Logic Limited, has been
successful in securing clean and
waste water contracts with major

companies throughout the UK,

South West Water's plans to mcct the
challenge of the competitive market

are well advanced.

Prospects

In November last vear the Director
General of Water Services announced
his Final Determination of price limits
for water and sewerage services for
the five years 2000-2005. His
Determination will have a major
impact on the Group. Both turnover
and profitability for South West Water
will be reduced as a result of the
price reduction of 12.2% imposed for
the financial year 2000/01. The
Determination represents a significant
challenge. However, with detailed
plans already in place and now being
implemented, there is a confident
expectation that a degree of out-

performance can be achieved.

The Viridor businesses, in their
respective areas, are well-positioned
to produce profitable growth. The
challenge is to deliver the full

potential offered by these businesses.

The Board announced with its
Interim Results in December 1999 its
intention to reduce the 2000/01
dividend by 25% and thereafter to
pursue a progressive dividend policy.

This remains the Board’s intent.

The Board has also announced that it
is actively reviewing strategic options
to maximise shareholder value.
Further anncuncements on the
strategic review will be made as and

when appropriate.

Board matters

Mr B A O Hewett retired from the
Board in July 1999 and Mr S M
Yassukavich retired as non-executive
Deputy Chairman in March 2000. My
Beard colleagues and I thank them
for their contributions during many

years of service.

I am pleased to report that Sir
Geoffrey Chipperficld has agreed to
become Deputy Chairman and Ms
Kate Mortimer was appointed to the
Board as a non-executive Director on
1 May 2000. The Board welcomes

their appeintments.
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Employees

I have been Chairman of the Group
for three years now and during that
time the structure of the organisation
has changed considerably in order to
meet regulatory demands and
pressures, and the vagaries of
national and international markets. In
an era of constant change,
employees continue to provide
consistently high levels of
professionalism, dedication and
loyalty and once again I expross my

sincere thanks to them all.

Y

e )

K G HARVEY
Chairman

Pennon Group Ple
22 June 2000



South West Water Limited
OPERATING REVIEW =c=F

Exemplary levels of customer service
remain one of the company’s key
objectives for the future.

Financial performance

The Periodic Review Finat Determination
Customer service

Drinking water supplies

Environmental enhancement and
protection



Sound progress has been made during
the year by South West Water Limited in

all areas of its business.

Product quality improvements have
continued, together with enhanced
levels of customer service. Further
operational efficiencies were also
achieved as part of the company’s
ongoing operational cost reduction

programme.

Financial performance

South West Water’s turnover
increased by 4.2% to £281.4 million.
Operating costs prior to depreciation
have reduced in real terms from the
1998/99 levels. The impact of
operating new works, inflation and
other cost increases has been
substantially mitigated by further
efficiency savings amounting to £4.9

million.

Operating profit increased by 5.8%
to £146.8 million.

Customers switching from an
unmeasured charging basis to a
metered basis continues to have an
adverse impact on tumnover and
profits. During the year some 24,000
customers switched to measured
billing adversely affecting turnover
by £6.3 million.

Capital expenditure for the year
increased by £28.4 million to £133.6
million with £58.9 million invested in

water supply improvements including

water treatment works enhancement,
leakage control and water mains
renovation. Waste water services
investment expenditure was £74.7
million of which £52.0 million was
invested in the company’s ‘Clean
Sweep’ bathing water improvement

programime.

The Periodic Review Final
Determination

In November 1999, the Director
General of Water Services announced
his Final Determination of price limits
for water and sewerage services for
the first five financial years of the

new Millennium.

The extremely tough Final
Determination confirmed a one-off
price cut of 12.2% for the year
2000/01, followed by ‘K’ price
increases of 0%, 2%, 2% and 2% for
the years 2001/02 to 2004/05. The
Determination provided for a capital
investment of £725 million at May
1999 prices for the five year period.
It also required operating cost
efficiencies of 14% for water services
and 17% for sewerage services, with
associated capital programme savings
of 7% and 13% respectively, by
2004/05.

Recognising that the cutcome of the

Periodic Review would be of crucial

Pennon Group Pic 2000

importance to its future operation,
the company had already embarked
upon a restructuring programme to
deliver significant reductions in

operating and overhead costs.

This included a planned manpower
reduction of 200, of which just under
one half is expected to take place
before the end of 2000/01.

The Final Determination represents
one of the most significant challenges
ever for South West Water. Despite
the severity of the Determination and
the resultant reduction in manpower
numbers, exemplary levels of
customer service remain one of the
company’s key objectives for the
future.

Customer service

The drive to become a leading
customer-orientated service provider
continued throughout the year with a
number of significant additions to the
company's already extensive
programme of customer benefits. In
tandem with the new benefits the
company carried out further market
research amongst its customers which
confirmed that around 80% of
customers are now satisfied with the
overall service provided by the

company-

A further new customer benefit
introduced during the year was the
launch of freephone telephone
numbers to enable customers to

contact the company’s Accounts and



South West Water Limited
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Customer Service Helplines free of
charge. The freephone facility was
complemented by the extension of
the Accounts Helpline Service which
is now available seven days a week

between 7.00am and 8.00pm.

In order to provide consistently high
standards of customer service, Further
business structure changes were
effected. The improved
communications and new customer
service management processes which
will result from the changes will help
the company achieve the efficiencies
required by the Periodic Review and
assist in further customer service

improvements,

A considerable amount of time and
effort was expended during the year
as the company prepared for the
introduction of service changes from
1 April 2000 as a result of newly

introduced legislation.

The changes included the provision
of free water meters for domestic
customers in post-1989 properties,
together with a right o revert to
unmeasured charges within twelve
months and assistance with water
bills for certain vulnerable groups of
metered customers who need to use

large volumes of water.

A further challenge for the future
follows the introduction of
competition within the water
industry. This will inevitably bring
about changes and the company is
determined to ensure that if

CUsStOmers are presented with a

choice they will choose South West
Water as their preferred water and

sewerage services provider.

Drinking water supplies

There were no water restrictions in
any part of the region during the
year and, as a result of focused
investment, drinking water quality
levels were increased to an all rime

high of 99.8% overall compliance.

The company’s ongoing water mains
rehabilitation prograrmne continued
to improve the quality of drinking
water for many thousands of
customers and during the year almost
200 kilometres of water mains were
renovated or replaced at a cost of

£15 million.

The company’s performance in terms
of leakage continued to improve and
it has consistently achieved the
targets set by Ofwat. The approved
leakage figure for 1999/00 of 84
megalitres per day was met and the
company is on track to meet next

year's target.

In the early 1990s, the company
introduced an innovative ‘Leak
Seekers’ programme which included
one of the most comprehensive
water supply monitoring systems in
the industry, This programme has
delivered excellent results and the
company is now saving the
equivalent of encugh water to supply
the entire daily domestic needs of the
county of Corawall and the city of

Plymouth.

Throughout the year, the region-wide
water conservation promotional
programme continued to advocate
the efficient use of water. It included
sponsorship of a series of gardening
programmes on television, a
‘waterwise’ roadshow, garden centre
promotions and many other water

efficiency related initiatives.

As a direct resuit of South West
Water’s practical and financial
assistance, the historic Probus
Gardens in Cornwall are able to
survive and demonstrate a range of

water conservation features.

The comprehensive plan evolved for
managing water and sewerage
services during the August 1999
Eclipse was not activated following
minimal additional demand on the
company’s services. In addition, as a
direct result of careful planning,
coupled with an investment of £4.0
million, including £0.4 million in the
year, customer services were not
affected by potential Y2K information
technology problems.

Environmental
enhancement and
protection

The largest area of investment

in recent years has been the
company’s £1 billion ‘Clean
Sweep’ coastal sewage treatment
improvement programrge and
during the year schemes were
completed at Newquay, Porthallow

and Porthtowan at a cost of



£17 million. These provided
sewage treatment to over 83,000

customers for the first time.

At privatisation in 1989, the company
inherited 227 crude sewage
discharges, many of them located at
environmentally sensitive sites.
Already more than 180 of those have
been eliminated and replaced with
modern sewage treatment works at a
cost of over £680 million at current
prices. Twenty of the thirty new
works incorporate ultra violet

disinfection.

The region’s coastline includes 140
designated bathing waters. 125 of
them now meet mandatory EU
bathing water standards and of the
15 failures, seven will be subject to
future capital schemes, seven result
from non-South West Water
discharges and one is subject to
further investigation by the
Environment Agency. 60 of the 125
bathing waters comply with the
stringent European guideline
standards required for ‘Blue Flag’
status. Successful delivery of the
company’s ‘Clean Sweep’ programme
was a major factor in enabling the
region to win more coveted Tidy
Britain Group Seaside Awards than

any other area in the UK.

Progress on the £95 million scheme
for Torbay continues with completion
scheduled for April 2001. Over &30
million of that sum has already been
invested in improvements to the
existing sewer network. The

new sewage treatment scheme at
Newquay in Cornwall is now
operating and a further scheme at
Falmouth, also in Cornwall, will be
completed this summer. Around
£38 million has been invested in

both schemes.

Work on similar schemes at Daxwlish
and Sidmouth in Devon will be
completed during the summer of
2000.

Over 200 inland sewage treatment
waorks have been modernised and
upgraded since 1989 when only 60%
complied with consent standards.
Now aver 97% of the works comply,
helping the region to achieve a
higher percentage of Grade A
classification rivers than in any other
area in England. The company’s

investment has not only helped
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deliver significantly improved levels
of environmental protection for

inland waterways, it has also been a
major factor in enabling around 400
planning embargoes to be lifted,

allowing cominercial and residential
development, which is important to

the region’s economy, to proceed.

R ] BATY

Chief Executive

South West Water Limited
22 june 2000
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Viridor is one of the premier waste
disposal companies in the UK.

Financial performance
Waste management
instrumentation
Construction services

Property



Viridor Limited has buiit a group of
businesses with strong positions in their

respective segments.

Viridor Waste Limited is one of the
premier waste disposal companies in
the UK. It has an extensive network
of licensed disposal facilities
operated to the highest
environmental standards. It is well
placed to benefit from the increasing
environmental demands and shortage
of disposal capacity in the UK

market.

Viridor Instrumentation Limited is a
leading world-wide supplier of
specialist monitoring instrumentation.
It is focusing on the environmental
menitoring and process control
sectors where long term potential is

believed to be excellent.

Viridor Contracting Limited is a
leading specialist construction

services comparny.

Financial performance

Viridor turmover increased by 9.3%
to £206.9 million during the year.
Operating profit reduced by £3.8
million to £19.8 million. This
reflected difficult trading conditions
in certain areas and special profit
gains in the previous year. Capital
expenditure for the year was £20.6
million with £17.5 million invested

in Viridor Waste.

Waste management

Viridor Waste is one of the largest
waste disposal businesses in the
United Kingdom in terms of total
landfill void. It is also active in
recycling, in partnership with a
number of local authorities, and in
clinical waste incineration. The
company is a leading collector of

waste in the South West of England.

At year end, Viridor Waste’s total
consented landfill void amounted to
82 million cubic metres, with a
further 58 million cubic metres of
unconsented void for potential future
development. The company is
therefore ideally positioned to
capitalise on the increasing shortage
of disposal capacity in the United
Kingdom caused by environmental
pressures and a more restrictive

planning consent process.

In September, Viridor Waste
commenced operations of its new
landfill site at Erin, Derbyshire. The
former open-cast coal mine has a
void space of some 10 million cubic
metres and represents an important
disposal site for the waste

requirements of Derbyshire and

South Yorkshire for the next 12 years.

This is the fourth new landfill that
Viridor Waste has opened in the past

two years.
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Viridor Waste disposed of a total of
3.0 million tonnes of waste in
1999/00, an increase of 7% over the
previous year with increased overall
market share more than offsetting a
decline in contaminated soil volumes.

Average landfill gate prices increased
slightly.

During the year the company
achieved planning permission for a
number of small extensions to
existing landfill sites totailing 3.0
million cubic metres. However, an
extension of its landfil] site at Yanley
near Bristol was turned down on
appeal. This reflects the general
tightening in the planning regime
which has become apparent over the

last year.

Viridor Waste’s landfill gas power
generation with a capacity of 24.5
megawatts has operated successfully
in the year helping to offset the
impact of the ending of NFFO 1 and

2 contracts in December 1998,

Reflecting its commitment to high
environmental standards, Viridor
Waste has now achieved ISO 14001,
the international environmental
accreditation, at 24 sites, 80% of its
total and considerably more than any
other company in the UK waste
industry. As part of its commitment
to epvironmental improvements,
particularly in areas near its landfill
operation, Viridor Waste made a total
contribution of £5.8 million to
environmental bodies under the

landfill tax credit scheme.
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Turnover in Viridor Waste increased
by 20.6% to £100.6 million. Landfill
tax included in turnover increased by
£11.5 million to £29.7 million.
Operating profit decreased by £2.7
million to £15.2 million, impacted by
the ending of NFFO 1 and 2
contracts and special profit gains in

the previous year.

Instrumentation

Trading in over 130 countries, Viridor
Instrumentation is a leading supplicr
of specialist environmental
monitoring and process control
equipment. It has research and
development and manufacturing
facilities in the UK, USA and
Switzerland. It has a share of up to
530% of the world market in certain
product areas and focuses on the
increasing long term world-wide
demand for environmental
monitoring and process control

equipment.

During the year the company
completed integration of Orbisphere,
acquired in December 1998. At the
same time it continued the
restructuring and refocusing
programme instigated in its ELE
materials testing business during
1998/99 to help combat the trading
difficulties experienced in certain
markets and the impact of the
strength of the US dollar and sterling.
The Pacific Rim and Latin American

markets remained weak in the early
part of the year but showed a
recovery in the last quarter. Capital
expenditure constraints within the
UK water sector produced a highly
competitive market situation. The
USA market remains a strong trading
sector for the instrumentation

businesses.

The cost reductions and synergies
identified at the time of the
Orbisphere acquisition arc being
achieved. GLI and Orbisphere salos
operations in the UK were merged to
provide a wider choice of product
and services from a single source,
Research and development is being
co-ordinated across Orbisphere, GLI
and Hydrolab. In the last quarter of
the year the ELE Inc sales operation
was relocated to a lower cost
location in Alabama, whilst the ELE
Ltd cperation in the UK is due to
relocate later this vear to smaller,
lower cost premises in Leighton
Buzzard, Bedfordshire; together these
steps will generate significant

overhead savings.

Research and development
expenditure is vital for the continued
growth of the company and during
the year it amounted to 8% of
turnover. New products launched
included an automatic weather
monitoring system, a range of
dissolved oxygen analysers, the

‘Spectrac’ alcohol analyser and a

multi-parameter water quality
monitoring instrument. The ‘Probrix’
analyser for measuring sweetener in
soft drinks launched at the end of
last year achieved approval and sales
of £1.2 million to the world’s leading

cola suppliers.

Given Viridor Instrumentation’s
strong brand name and extensive
product offering, business to business
e-commerce offers considerable
opportunities. All businesses within
the instrumentation group are
actively utilising web site technology
for marketing and sales support and
are starting to use it for transaction

purposes.

Turnover in Viridor Instrumentation
increased by 21.0%9 to £49.6 million.
Operating profit, before goodwill
amortisation charges of £1.2 million,
reduced by £0.1 million to £4.1
million after charging £0.3 million for
the integration of Orbisphere.

Construction services

Viridor Contracting’s subsidiary, T ]
Brent Limited, is a market leader in
urilities contracting, civil engineering,
mechanical and electrical engineering
and waste water process engineering
particularly in the South West of
England. As a result of the action
taken last year, the company
significantly improved its financial

performance.



The company’s Civils division has
partnership/framework agreements
with three UK water companies
and is nearing completion of its
largest single contract, a new

&7 million sewage treatment plant
in Swanage, Dorset. A £3 millicn
land reclamation project forming
part of the Cattedown Regeneraticn
Scheme in Plymouth, Devon, was

also completed.

The Utilities division is a market
leader in the management of utilit«
contracts, including pipelines, mains
rehabilitation, leakage control, meter
installation and highway cleansing
and has a number of term contracts

with water and electricity utilities.

Its Copa division has significantly
expanded its product range in order
to meet the demands of the waste
water improvement and combined
storm overflow programmes of the
UK water companies for the next five
years. It has made an encouraging
start in the USA by supplying large
storm water screens for Sewerage

systems in Chattanooga and Detroit.

During the year the company
established a trading company in
Guemsey and won its first major
contracts, a £2 million pumping
station and pressure mains scheme in
St Sampson’s Harbour and a £0.6
million sewer rehabilitation contract

on the island.

In its commitment to quality
improvement, T ] Brent has extended
its 1SO 9001/2 accreditations to eight
of its 15 operating bases, including
this year its mechanical and electrical
business locations in Devon and

Manchester.

In line with its strategy, it has
continued to grow its business
external to the Pennon Group both
at home and overseas. Its total
turnover decreased by 7.1% to £56.0
million, with external turnover at
£39.4 million, 70% of the total,
Operating profit increased by £0.5
million to £1.6 million.
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Property

The Group continues to seek to
maximise the value of its property
assets. During the year a number of
profitable disposals were contracted

with a sales value of £2 million.

CT1JH DRUMMOND
Chicef Executive
Viridor Limited

22 June 2000
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Earnings per share increased by
10.1% to 85.8p.

Operating profit
Finance costs

Profit before tax
Taxation

Earnings per share
Dividends and retained earnings
Investment
Financing

Treasury activities
Share capital
Shareholders’ return



Group profit before tax was maintained
at £121.6 million before the 1998/99

exceptional item.

The water and sewerage business
profit before tax at £108.0 million

increased by £1.8 million.

Viridor profit before tax atr £18.5
million, reduced by £4.2 million.

Net interest payable increased by
£4.2 million o £45.1 million in
1999/00.

The Group’s taxation charge
benefited from a £12.5 million
reduction to £5.0 million in 1999/00.

Earnings per share increased by
10.1% to 85.8p (before the
exceptional item in 1998/99),

Operating profit

Group tumnover for the year
increased by 6.8% to £467.0 million.
Total water and sewerage business
turnover was £281.4 million, up 4.2%
on 1998/99 principally emanating
from the approved tariff increase.
The £6.3 million adverse cost of
customers moving from the
unmeasured to the measured usage
tariff was covered in part by an
increase in the number of billed
customers. Total turnover for Viridor
businesses reached §200.9 million, up
9.3% on 1998/99, including £100.6
million for waste management
(1998/99 £83.4 million), £49.6 million
for instrumentation (1998/99 £41.0

million) and £56.0 million for
construction services (1998/99 £60.3
million). Group operating costs for
1999/00 at £299.9 million increased
by £25.5 million. Further efficiency
benefits of £4.9 million were achieved

in the water and sewerage business.

Group operating profit for the ycur
increased by £4.4 million to £167.1
million, before the exceptional item
in 1998/99. The water and sewerage
business achieved a £146.8 million
operating profit, up 8.1 million on
1998/99. Viridor businesses
contributed £19.8 miilion, or 12% of
Group operating profit in 1999/00,
with £15.2 million being delivered by

waste management.

Non-regulated operating profit
performance for 1999/00 experienced
a £3.7 million reduction (before the
1998/99 exceptional item). This arose
in waste rnanagement, principally
through the impact of changes to
power generation contracts and
special profit gains in 1998/99, and in
instrumentation from competitive
pressures in the international

markets.

Finance costs

Net interest payable was £45.1
million, compared with £40.9 million
in 1998/99.
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Gross interest payable was £49.7
million arising on borrowings,
predominantly denominated in sterling,
Gross interest receivable of £4.8
million was derived from the invest-

ment of temporarily surplus funds.

Net interest payable was 3.7 times

covered by Group operating profits.

Profit before tax

Profit before tax was £121.6 million,
unchanged on 1998/99 (before the

exceptional item).

Water and sewerage business profit
before tax increased by £1.8 million
to £108.0 million. The turnover
driven operating profit improvement
was impacted by a £0.3 million
increase in net interest payable,
principally arising from funding the

capital investment programme.

Non-regulated businesses provided
£13.6 million profit before tax, a £1.8
million reduction on the 1998/99

position before the exceptional ifem.

Taxation

The Group’s taxation charge for the
vear was £5.0 million (1998/99 £17.5
milliony). The reduction reftects the
benefit delivered from the policy of
disclaiming capital allowances in
order to utilise the Group’s entire

surplus advance corporation {ax.

The Group’s capital investment
programme continues to generate
substantial capital allowances to be

set against taxable profits.
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Earnings per share

Earnings per share increased by
10.1% to 85.8p (before the
exceptional item in 1998/99)
benefiting from the £12.5 million
reduction in the Group's taxation

charge.

Dividends and retained
earnings

The Directors reconynend the
payment of a final dividend of

324p per share for the year endexl
31 March 2000. Together with the
interim dividend of 15.4p per sharc
paid on 6 April 2000 this makes a
total dividend for the year of 47.8p
per share, an increase of 4.8% on the
dividend for 1998/99.

The total cost of the interim and
recommended final dividend of the
Company is £65.1 million.

The retained profit of £51.5 million

has been transferred to reserves,

The dividend paid by South West
Water Limited to the Company for
1999/00 amounted to £64.0 million.

The Directors foreshadowed, with the
interim results annocuncement in
December 1999, a proposed dividend
cut of 25% to be applied in 2000/01.
This action is necessary to maintain
dividend covers at acceptable levels
following the impact of the windfall
tax, the Pericdic Review price
reductions and a review of Viridor
profit projections. In the absence of
unforeseen circumstances, the
Directors expect to pursue a

progressive dividend policy thereafter.

Investment

Capital expenditure by the Group on
tangible fixed assets was £153.8
million (1998/99 £125.3 million) of
which £133.6 million arose in the

water and sewerage business.

There were no business acquisitions

in the year.

In the opinion of the Directors the
current market value of land and
buildings is not significantly different
from the holding cost shown in the

financial statements.

Financing

The cash inflow from operating
activities was £216.3 million (1998/99
£193.6 million). Capital expenditure
and financial investment cash outflow
accelerated from £125.0 million in
1998/99 to £140.6 million in 1999/00.
Taxation cash outflow was £15.9
million (1998/99 £79.9 million,
including £52.0 million windfall tax).
Acquisitions and disposals involved a
cash inflow of £0.5 million {1998/99
£29.7 million outflow), Overall, the
cash inflow of the Group, before the
use of liquid resources and financing,
was £1.5 million (1998/99 £97.5

million outflow).

No significant new borrowings were
made in the year. Finance lease
obligations increased by £11.7 million
principally from increased accrued

finance charges.

At 31 March 2000 loans and finance
lease obligations were £706.1 million

and the Group held current asset
investments and cash of £39.3
million. Net borrowings, which
increased by £11.7 million during the
year to £666.8 million, represent 71%
of shareholders’ funds (1998/99 73%).

The borrowing powers of the
Directors are limited to two and a
half times capital and reserves, as
defined in the Company's Articles of
Association, At 31 March 2000 the
limit was £2.4 billion. The Dircctors
confirm that the Group can mcet its
short-term requirements from the
existing borrowing facilities without
breaching covenants or other

borrowing restrictions.

Treasury activities

The Group’s treasury operations are
managed in accordance with policies
established by the Board. Major
transactions are individually
approved by the Board. Treasury
activities are reported to the Board
and are subject to review by internal

audit.

Financial instruments are used to
raise finance and to manage risk.
The Group does not engage in

speculative activity.

The principal financial risks faced by
the Group relate to interest rate,

exchange rate and counterparty risk.

Finance and interest rale risk

The Group is financed by a
combination of equity, retained

profits, bank borrowings, finance



leases, loan nates and a long-term
debt market issue, Individual
subsidiaries are financed through a
combinaticn of external debt, and
loan and equity finance from the

Company.

Derivatives, usually interest rate
swaps, are used to manage the mix
of fixed and floating rate debt -
ensuring at least 50% of net debt is at
fixed rate. At 31 March 2000, after
taking account of interest rate swaps
with a notional principal amount of
£160.0 million, 57% of net debt was
at fixed rate (1998/99 60%0), with
debt in place for periods of between
2 and 12 years (1998/99 3 and 13
years), with an average maturity of
7 years {1998/99 & years).

During the year, interest rat¢ swaps
with a notional principal amount of
£200 million, commencing from April
2006 and maturing in March 2030,
were entered into as part of the
Group's risk management policy.
These derivatives diversify the mix of
interest rate exposures by swapping
the basis of floating rate interest
payments from being based on UK
bank rates to being based on
European bank rates, as set out in
the financial statements. The
settlement of £18.2 million, received
when these swaps were entered into,
has been deferred and will be
matched with interest charges on the
underlying hedged debt over the

periods of the swaps.

The notional principal amounts of

the interest rate swaps are used o

determine settlement under those
swaps and are not, therefore, an

exposure for the Group.

Net interest costs represent a rate of
(.8% when measured against average

net debt (1998/99 6.8%).

The Group ensures continuity

of funding by arranging new
commiited facilities and borrowings
in accordance with anticipated
requirements, supported by extensive
short-term uncommitted bank

facilities of over £200 million.

Current asset investments

The Group invests funds which are
surplus to immediate operational
requirements in high quality deposits
and financial instruments in
accordance with policies established
by the Board.

Foreign currency risk

The Group’s principal exchange rate
risk is to the value of overseas
investments. Net equity value,
including capitalised goodwill, is now
protected by the forward sale of
foreign currency — at 31 March 2000
US dollar 18.5 million and Swiss
franc 65.0 million. Foreign cumrency
transaction exposure is covered on a
case by case basis — at 31 March
2000 contracts for overseas
transactions, with a sterling value of
£9.0 million, existed for settlement in

Swiss francs.

Pennon Group Plc 2000

Share capital

During the vear the issued ordinary
share capital increased from £136.1
million to £136.3 million.

Permission was obtained from
shareholders at the annual general
meeting in July 1999 to purchase up
to 10% of the Company's ordinary
share capital. Renewal of the
authority will be sought at the July
2000 annual general meeting.

Shareholders’ return

The dividend of 47.8p is paid out of
earnings per share of 85.8p. The
cover for payment of dividends is 1.8

times.

The Company’s share price started
the year at 954p and was 465p at 31
March 2000, The value of net assets
per share at book value, at

31 March 2000, was 692p.

.

IRETAYS

KL HiLL

Group Director of Finance
Pennon Group Plc

22 June 2000
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ikenneth George Harvey
230, £Eng, FIEE {59}

Non-executive Chairman

was appeinted on 1 March 1997. He was
formerly chairman and chief executive of
Norweb Plc. He was chairman of National
Grid Holdings in 1995 and was previously
deputy chairman of London Electricity
and earlier its engineering director. He is
also a non-executive chairman of Beaufort
Gtoup Ple and The Intercare Group Plc.

Sir Geoffrey Howes
Chipperfield
KCB, DCL {87}

Non-executive Deputy Chairman

was appointed on 1 October 1993 and
became Deputy Chairman on 1 May 2000.
He was the permanent secretary and chief
executive of PSA Services from 1991 and
previously he was permanent secretary in
the Department of Energy. He is chairman
of the Energy Advisory Panel of the
Department of Trade and Industry,
chairman of the British Cement
Association and pro-chancellor

of University of Kent.

Robert John Baty
CEnuy. FICE, FCIWEM, Miligt,

AT FVO (08)

Chief Executive,

South West Water Limited

was appointed on 1 March 1996,

He was formerly engineering and
scientific director of Scuth West Water
Services Limited having joined South West
Water Authority in 1988. Previously he
held engineering and operational
appointments with North West Water
Authority.

Colin rwin Jehn Hamiltan
Drummond
MA, MBA (49

Chief Executive, Viridor Limited

was appointed on 1 April 1992, Prior to
joining the Company he was a divisional
chief executive of Coats Viyella, having
previously been corporate development
director of Renold plc, a strategy
consultant with the Boston Consulting
Group and an official of the Bank of
England.

Kenneth Leslie Hill
CPFA ({59}

Group Director of Finance

was appointed on 21 September 1989,
He is a public finance accountant with
wide experience in the water industry.
Prior to joining the Company he was
finance director of Severn Trent Water.
He is chairman of Eden Project Limited, a
non-executive director of Vocalis Ple and
a City Disputes panellist.

Alan Thomas Fletcher
MA (85)

Non-executive Director

was appointed on 26 May 1993, He is
managing partner of Rubicon Partners,
chairman of Vector Industries Limited,
deputy chairman of Shepherd Building
Group and a director of a number of

subsidiary companies within those groups.

Formerly he was chairman and chief
executive of the Wilkinson Sword Group
and chief operating officer of Swedish
Match,

Katharine Wary Hope
Mortimer
MA, BPhil {54}

Non-executive Director

was appointed on 1 May 2000. She is
cutrently a freelance financial consultant,
a non-executive director of British Nuclear
Fuels Ple, 2 member of the Competition
Commission and of the Crown Agents
Foundation Council and a director of
Crown Agents Financial Services Limited
and Crown Agents Asset Management
Limited. She was formerly a director of

N M Rethschild & Sons Limited, Director
of Policy at the Securities and Investments
Board and Chief Executive of Walker Books.

! -
Committees of the Board 1

. Andit

L Sir Geoffrey H Chipperfield (Chairman)
A T Fletcher |
Ms KM H Mortimer :

Environment :
B A O Hawest (Chairman) (co-apted member) |
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C I J H Drutnmond

| Nomination
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Report OF THE DIRECTORS

The Directors of Pennon Group Ple (‘the
Company') present their eleventh Annual
Repott, in respect of the year ended 31
March 2000, together with the audited
Financial Statements of the Company for

that year.

The Financial Statements will be laid
before the shareholders ar the eleventh
annual general meeting of the Company,
1o be held on 27 July 2000, notice of
which is given on page 59,

Principal activities

The principal activitics of the Company
and its subsidiaries {the Group’)
continued 1o be the provision of water
and sewerage services, waste manage-
ment, instrumentation and specialist
construction services. The activities are
described in more detail in the operating

revicws.

Financial resuits and dividend

Group profit on ordinary activities after
taxation was £116.6 million. The Directors
recommend a final dividend of 32.4p per
ordinary share, making a total for the year
of 47.8p, the cost of which would be
£65.1 million, leaving retained profit of
£51.5 million to be transferred into

TESCIVCS.

The financial review on pages 12 to 15
analyses the results in more detail, and
sets out other financial information.

Directors

Mr B A O Hewett retired from the Board
on 29 July 1999 and Mr § M Yassukovich
retired as Non-executive Deputy
Chairman on 31 March 2000. Ms KM H
Mortimer was appointed as a Non-
executive Dircctor on 1 May 2000.

Messrs K G Harvey, C [ ] H Drummond
and A T Fletcher arc due 1o retire by
rotation af the annual general meeting.

Having been appointed by the Board, Ms
K M H Mortimer is also duc to retire. All
of the Directors due to retire offer
themsclves for re-election and resolutions
for their re-election will be proposed at
the annual gencral meeting.

Mr C 1] H Drummond has a service
contract which provides for not less than
one year's notice of termination by the
Company or by the Director, expiring at
any time. Messrs A T Fletcher and KX G
Harvey and Ms K M H Mertimer do not
have service contracts with the Company
but Mr Harvey is entitled to twelve
months’ notice of termination under the
terms of his appointment.

No Director has, or has had, a matcrial
interest, directly or indirectly, at any time
during the year under review in any
contract significant to the Company’s
business.

Details of Directors” interests in shares
of the Company are given on pages 21
and 22,

Employees

The Company is committed to effective
communication with all employees which
is effected, inter alia, via a monthly
employee briefing system and an
employee newspaper. Employees of South
West Water Limited elect representatives
from all levels to a Staff Council, which
deals with matters of concern to all staff
employees, both trade union and non-
trade union members alike.

Employees are cncouraged to become
sharehoiders in the Company through the
all-employee share schemes.

Training and development of staff is 2
priotity and particular attention is given to
the management of change and training
for revised working processes.

The Group operates a nen-discriminatory
employment policy and makes cvery

——
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reasonable effort to provide disabled
people with equal opportunities for
employment, training and development,
having regard to their paricular aptitudes
and abilities.

Year 2000

As a direct result of careful planning
allied to an investment of £4.6 million,
including £0.5 million in the year,
businesses within the Group were not
affected by potential Y2K information
technology problems.

Research and development

Rescarch and development activities
continued throughout the Group during

the year, with expenditure of £4.1 million.

Donations

During the year charitable donations
amounting to £42,000 were made. No

political donations were made.

Tax status

The Company is not a closc company
within the meaning of the Income and
Corporation Taxes Act 1988.

Payments to suppliers

It is the Company’s payment policy for
the year ending 31 March 2001 to follow
the Code of The Better Payment Practice
Group on supplier payments. The
Company will agree payment terms with
individual suppliers in advance and abide
by such terms. Information about the
Code may be obtained from The Better
Payment Practicc Group’s website at
www,payontime.co.uk. The ratio,
expressed in days, between the amount
inveiced to the Company by its suppliers
during 1999/00 and the amount owed to
its trade creditors at 31 March 2000, was
23 days.
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Substantiai shareholdings

At 22 June 2000 interests in the issucd
share capital had been reported by:

Shares Y%

AXA Group 7,966,434 619

Norwich Union Life
Insurance Society

Sanford € Bernstein

& Co Inc 6,288,307 4.61

Standard Life Group 5,408,865 3.96

Fuiure developments

The Board is actively reviewing strategic
options 10 maximise shareholder value.

In November last year the Dircctor
General of Water Services announced his
Final Determination of price limits for
water and scwerage services for the five
years 2000-2005 following the Pericdic
Review. His Determination will have a
major impact on the Group, Both
rurnover and profitability for South West
Water Limited will reduce as a result of
the price reduction of 12.2% imposed for
the financial year 2000/01. The
Determination represents a significant
challenge. However, with detailed plans
in place and now being implemented,
there is a confident expectation that a
degree of out-performance can be
achieved.

6774446 497

The Viridor businesses, in their respective
arcas, are well positioned 1o produce
profitable growth. The challenge is to
deliver the full potential offered by these
businesses.

The Board has previously announced its
intention to reduce the 2000/01 dividend
by 25% and thereafter to pursue 2
progressive dividend policy.

Auditors

PricewaterhouseCaopers were appointed
auditors until the conclusion of the
eleventh annual general mecting and have
indicated their willingness to continue in
office. A resolution for their re-
appointment will be proposed at the
annual general meeting,.

Appointed business

South West Water Limited is requited o
publish additional financial information
rclating to the ‘Appointed Business’ as
water and scwerage undertaker in
accordance with the Instrument of
Appointment from the Scerctary of State
for the Environment. A copy of this
information will be available from 17 July
2000 by application to the Company
Secretary at Peninsula House, Rydon
Lane, Exeter EX2 7HR.

Annual general meeting

The eleventh annual general meeting
will be held at The Plymouth Pavilions,
Millbay Road, Plymouth, Devon on

27 July 2006 at 11.00 a.m.

In addition to routine business,
resolutions will be proposed at the annual
general mecting to rencw the existing
authoritics to issue a limited number of
shares and to purchase up to 10% of the
issucd share capital. Detatls are set out in
the notice of mecting on page 59.

By Order of the Board

K D WOODIER

Company Secretary

Peninsula House, Ryden Lane,
Exeter EX2 7HR

22 June 2000
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POLICY AND REMUNERATION

This report is made in compliance with
Section B of the Best Practice Provisions
on Directors’ Remuneration, annexed to
the Listing Rules of the UK Listing
Authority.

iAemuneration policy

The policy of the Group continues 1o be
to provide for Exccutive Directors a
remuneration package which is adequate
o attract, retain and morivare good
quality cxecutives and which is
commensurate with the remuneration
packages provided by companies of
similar size and complexity.

Zxacutive Directors

The remuneration package of the
Executive Directors comprises:

1 Salary and benefits — these arc based
on surveys conducted by external
consultants and reviewed annually by the
Remuneration Committee (“the Committee”);

i Performance related bonus — annual
performance related bonuses are awarded
in accordance with an incentive bonus
scheme for Exceutive Directors and based
on the achievement of overall corporatc
and individual objectives established by
the Committee. The maximum bonus
achievable under the scheme for
Executive Directors is 40% of basic salary;

i Long-Term Incentive Plan —a
restricted share plan for Exccutive
Dircetors, as approved by sharchaolders at
the annual general meeting on 29 July
1997, was operated by the Company
during the year. In line with Schedule A
of the Combined Code, the Committee
ensures that awards under the Plan arc
subject to challenging performance eriteria
which are reflected in the Company’s
relative performance against comparators
and it also ensures that awards made
under the Plan are phased over time. In
addition, the Committes requires

participants in the Plan 1o provide a
matching investment in shares of the
Company by way of shares they already
hold or which they purchase. The basis of
matching for Executive Directors in each
award made between 1997 and 1999 has
becn one share for every four shares
awarded. The eventual number of shares,
if any, which participants may reccive is
dependent upan the achievement of the
performance conditions of the Plan over a
three year periog. For the 1997 and 1998
awards these were:

a the Company's growth in earnings per
share, calculated in accordance with
IIMR guidelines, must be equal to at
least 2.5% per annum abave the Retail
Prices Index; and

& the Company’s total sharcholder
return (share price growth and
dividends paid) must be at least equal
ta that of the company ranked at the
13th position (reading from the
bottom) of z list of 25 companics in
the FT-SE classified as ‘Utilities.

For the 1999 award the performance
condition was:-

the total sharcholder return achicved
by the Company in the performance
period is greater than that of the
company at or nearest 1o (but not
above) the 50th percentile position of
the comparator group.

A congdition relating to the Company’s
carnings per share was not applied in
1999 because the Comminee, taking
account of the expected Determination by
the Director General of Water Services in
respect of price limits for South West
Water Limited, believed that such a
condition would be unachicvable at the
end of the thice year period and therefore
the Plan would not have been an
incentive 1o patticipants.

“rirnon

The ranked performance of the Company,
as described above in the conditions
relating to total sharcholder return, wilt
determine the proportion of the awards (if
any) to which participants will be entitled;

1 Provision for pension ~ Exccutive
Directors participate in the Pennon Group
Pension Scheme and the Pennon Group
Executive Pension Schemc. These are
funded defined benefit schemes. Through
membership of these schemes Executive
Directors will be provided with a pension
which, dependent on length of service, at
nermal retirement date will normally
amount to two-thirds of final pensionable
pay (subject to any restriction in respect
of the Earnings Cap).

Messrs Drummond and Hill are subject to
the Earnings Cap and are provided with
additional pension benefits under the
unapproved funded Supplementary
Pension Scheme in order to bring their
pension benefits up to the level which
would have been provided under the
other schemes if the Earnings Cap had
not applicd. Exceutive Directors included
in the unapproved pension arrangements
receive payments equivalent to the tax
liability which arises in respect of
Company contributions to the
Supplementary Pension Scheme.

The pensionable pay for participants
consists of the highest basic salary in any
consecutive twelve month period of service
within five years of retirement. Bonuses
are not inciuded in pensionable pay.

In determining remuncration
arrangements for Executive Directors, full
consideration is given to their impact on
the pension funds and costs of providing
individual pension arrangements; and

v Service agreements — all Executive
Directors have one year rolling scrvice

AgIECents,
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Zmoluments of Directors

The emoluments of individual Directors are shown in the able below:

Payments related

Performance Other w0 supplementary
Salary/fees bonuses emoluments pension Toral 2000 Total 1999

£000 £000 SH00 000 £000 £000
Non-executive Chairman
KG HH.I’VC)’ 118 - 14 — 132 122
Executive Directors
R J Baty 140 7 13 - 160 157
C 1] H Drummend 140 [ 14 21 181 197
K L Hill 14% 24 12 11 192 194
Non-executive Directors
Sir Geoffrey H Chipperficld 25 - - - 25 22
A T Fletcher 40 - - - 40 35
B A O Hewett (retired 29 July 1999} 12 - - - 12 21
$ M Yassukovich (retired 31 March 2000} 27 - - - 27 26
Sir Simon | Day (retired 30 July 1998) - - - - - 7

647 37 53 32 769

Other emoluments include car benefit and health cover.

781

The remuneration of Non-executive Directors is determined by the Board taking account of independent surveys of comparable

appointments. Non-executive Directors do not vote on any resolutions submitted as part of this process.

THrectors’ pensions

Defined benefit pensions accrued and payable on retirement for Directors holding office during 1999/00 are shown in the table below:

Increase in accrued pension
during 2000 {(nct of inflation)

Increase in ransfer value
(net of inflation)

Accrued pension entitdement
at 31 March 2000

a & c

£000 L000 £000

R J Baty 11 182 91
C 1] H Drummond 4 52 22
K L Hill 10 184 90

Column a above is the increase in accrued pension during 1999/00 (net of inflation). It recognises:

¢ the accrual rate for the additional year's service based upon the pensionable pay at the end of the year; and

i the effect of pay changes in real terms (net of inflation) based upon the acerued pension at the start of the year,

Column 4 js the increasc in the ransfer value of column a. This has been calculated in accordance with Actuarial Guidance Note GN11

less, where paid, directors’ contributions.

Column ¢ is the accumulated total pension at the end of the year payable at

o

normal retirement age.
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The Supplementary Pension Scheme, which mainly funds pension provision above the Earnings Cap, provides benefits in tax-paid lump

sum form at retirement. Appropriate figures have been included in the above accrued pension totals.

Directors have the option to pay additional voluntary contributions; neither the contributions nor the resulting benefits are included in

the table opposite.

shiarc interests

a Shareboldings

The number of shares of the Company in which Directors held beneficial interests at 31 March 2000 and 31 March 1999 were:

2000 1999 2000 1699
R J Baty 16,189 5,593 K G Harvey 3,180 2,117
Sir Geoffrey H Chipperficld 2,500 1,500 KL Hill 19,017 15,139
C 1] H Drummond 8,076 4,951 S M Yassukovich - -
A T Florcher 1,321 1,283

Following an excreise of options on 3 April 2000 under the Company’s Sharesave Scheme, Mr R ] Baty acquired a further 2,774 shares.

Messrs R J Baty and C 1} H Drummond acquired an additional 85 and 55 shares respectively on 7 April 2000 as a result of reinvestment

of dividends in a Personal Equity Plan.

As a result of participation in the Company's Dividend Reinvestment Plan, Directors acquired additional sharcs on 20 April 2000 as

follows:
R ] Baty 1,217 K G Harvey 64 :
C 1) H Drummond 083 K L Hill 1,208
A T Fletcher 39

N Director had any interest in the shares of any subsidiary undertaking during the year.

b Restricted Sbare Plan

In addition to the above beneficial interests, the following Directors have a contingent intcrest in the number of shares shown,
representing the maximum number of shares to which they would become entitled under the Group’s Long-Term Incentive Plan if ali of

the relevant criteria were met:

Date of Sepltember September September
candirtional award: 1597 1968 1599 ‘toal
R ] Baty 7,949 9,558 10,314 27,821
C 1] H Drummond 7.949 9,558 10,314 27,821
K L Hill 8,532 9,852 10,683 29,067

On the basis of the financial results for the year ended 31 March 2000, it is not anticipated that any of the shares under the 1997 award

will vest.

—p—
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POLICY AND REMUNERATION

¢ Executive Sbare Qption Scheme

Opticns to subscribe for shares of the Company under the Executive Share Option Scheme at 31 March 2000 and 31 March 1999 werc:

2000 999 |
R J Baty - 47,100
C 1] H Drummend - 30,500

K L Hill - 33,500

As disclosed in the Annual Report 1999, on 28 May 1999, Messrs R | Baty, C 1] H Drummond and K L Hill exercised all of their
cutstanding options under the above Scheme as follows:

Grant date 1995 1993 1992 1991

Subscription price S03p 19%6p 418p 328p
R ] Baty 7,500 15,000 4,600 20,000 '
€ 1] H Drummond 8,000 22,500 - !
K 1 Hill 8,000 25,500 - -

On that date, the market price of the shares was 1,005p per sharc.

As announced in 1995, the Company ceased granting options under the Executive Share Option Scheme in that year and, consequent
upon these exercises, no Director has an interest in the Scheme. The performance targets in respect of exercise of the above options are
shown in note 23 1o the financial statcments.

d Sharesave Scheme

Options 1o subscribe for shares of the Company under the Sharesave Scheme at 31 March 2000 and 31 March 1999 were:

Grant date 1998 1997 1995 2000 1999
Subscriplion price 775p 356p 373p Total Total |
R J Baty - 701 2,774 3,475 3475 |
C 1] H Drummond - 1,753 - 1,753 1753 -
K L Hili 1,335 1,241 - 2,576 2,576

On 3 April 2000, Mr R J Baty exercised options under the scheme in respect of 2,774 shares at an exercise price of 373p per sharc.
At that date, the market price of the shares was 473p per share.

The exercise dates of the above options arc shown in note 23 10 the financial statements.

e Share price

The market price of the Company’s shares at 31 March 2000 was 465p (1999 934p) and the range during the year to that date was 370p
0 1,126.5p {1999 927.5p to 1,169p).

By Order of the Board

K D WOODIER % \ S : -~
Company Sccrelary

22 June 2000 =

b
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STATEMENT OF COMPLIANCE

The Board of Pennon Group Pl is
committed to high standards of corporate
governance and fs accountable to the
Company's shareholders for those
standards. This Statement sets out how
the principles of corporate governance
contained in Scction 1 of the Combined
Code attached to the UK Listing Authority
Rules are applied by the Company in
practice. Throughout the year, the
Company has complied with the current
provisions of the Combincd Code.

Hoard of Direetors

The Board of Directors currently
comprises three Executive Directors and
four Non-executive Directors, including
the Chairman, Mr K G Harvey. Messrs

B A O Hewett and § M Yassukovich, Non-
exccutive Directors, retired from the
Board during the year and Ms K M H
Mortimer was appointed a Non-executive
Dircetor on 1 May 2000. All of the Non-
executive Directors are regarded as
independent and Sir Geoffrey M
Chipperfield is the nominated senior Non-
executive Director. The biographies on
page 16 demonstrate a broad range of
business and financial experience and
there is a clear scparation in the roles of
Chairman and the Chief Executives of
South West Water Limited and Viridor
Limited. All Directors are subject to re-
efection at least every three years.

The Board meets monthly and has
adopted a schedule of matters reserved
for its decision. These include the
approval of financial statcments,
acquisitions and disposals, major items of
capital expenditure, authority levels for
other expenditure, risk management and
approval of the stratcgic plan and annual
operating budgets.

Dvirectors have access 1o the advice and
services of the Company Secretary and
the Board has established a procedure

whereby any Dircctor, in order o fulfil
their duties, may seek independent
professional addvice at the Company’s
expense. The training needs of Directors
are reviewcd on-a regular basis.

All Directors are equally accountable for
the proper stewardship of the Group’s
affairs with the Non-cxecutive Directors
having a paricular responsibility for
ensuring strategics proposed for the
development of the business are critically
reviewed. The Non-executive Directors
also critically examine the operational and
financial performance of the Group and
fulfil a key rele in corporate
accountability through their membership
of various Committees of the Board as set
out below,

Audit Comimitte

The Audit Committce, consisting of Non-
exccutive Directors, Mr A T Fletcher, and
Ms K M H Mortimer under the
chairmanship of Sir Geoffrey H
Chipperfield, mcets at least four times a
year. Its Terms of Reference cover the
paints recommended by the Comhined
Code. The Chairman and the Group
Director of Finance attend by invitation
and the Company's auditors have the right
of direct access o the Committee without
the presence of any Executive Director.

Remuneraiion Committee

The Remuneration Commiltee coOmpriscs
three Non-execurive Directors being Mr
A T Fletcher, who chairs the Commiittec,
Sir Geoffrey H Chipperficld, and Ms

K M H Mortimer, The Chairman (who was
formerly a member of the Committee)
attends by invitation. The Committee
meets as and when required and is
responsible for determining the
remuneration and terms of employment
of the Executive Directors and senior
management of the Group. Members of

the Remuneration Committee do not
participate in decisions concerning their
own remuncration. The report on
remuneration policy and remuneration
appears on pages 19 10 22.

Momination Comm

The Nomination Committee is chaired by
Mr K G Harvey and also comprises Sir
Geoffrey H Chipperfield and Mr A T
Fletcher. It meets as and when required to
select and recommend to the Board
suitable candidates for appointment as

Executive and Non-executive Directors.

Environment Committes

The Environment Committee js chaired by
Mr B A O Hewett (a co-opted member
and former Non-exccutive Director of the
Company) and also comprises the Chief
Exccutives of South West Water Limited
and Virider Limited. It usually meets four
times a year and is responsible for
reviewing and monitoring the
environmental policies of Group
companies and their achievement of
environmental objectives and targers,

‘The Board reviews the environmental
abjectives of the Group on an annual
basis having regard to the
recommendations of the Committece,

Compliance Committes

The Compliance Committee is chaired by
the Company Secretary, Mr K D Woodier
and comprises all of the Exceutive
Directors and the Head of Personnel. Tt is
expected to meet five times a vear and is
responsible for reviewing the systems to
manage risk and the cffectiveness of the
Group’s internal control procedures
including financial, operational and
compliance controls.
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STATEMENT

LOUDOTaTEe GOVERMANCE -
OF COMPLIANC

zinal gontrol

The Group has adopted the transitional
approach for the Combined Cade set cut
in the letter from The London Stock
Exchange to listed companies at the end
of September 1999 and repors as follows:

Wider aspects of internal
control

The Board confirms that it has established
the procedures necessary to implement
the guidance “Internal Control : Guidance
for Directors on the Combined Code”. As
part of these procedures the Board has
formalised its risk management policy
which provides for the identification of
key risks in relation to the achievement
of the business objectives of the Group.
This has been disseminated to all business
units within the Group together with
guidance on the implementation and
operation of the policy in accordance

with an annual timetable.

From April 2000 each business unit

has received as part of its regular
management reports an enhanced and
focused assessment of key risks against
corporate objectives and the Compliance
Committee will receive and report on
high level risk issues to the Board on a
quarterly basis. A full risk and control
assessment has been undertaken and will
be reviewed before reporting on the year
ending 31 March 2001

‘wiornal financial control

The Directors are responsible for the
Group's system of internal financial
control, A systcm can only provide
reasonable and not absolute assurance

against material mis-statement or loss.

There is an established internal control
framework which comprises:

a a clearly defined structure which
delegares authority, responsibility and
accountability, including responsibility for
internal financial control, to management

of operating units;

b a comprehensive budgeting and
reporting function with an annual budget
approved by the Board of Directors,
which also monitors monthly achicved
results and updated forecasts for the year
against budget;

¢ documented financial control
procedures; managers of operating units
are required to confirm annually that they
have adequate financial controls in
operation and to report all material arcas
of financial risk; compliance with
procedures is reviewed by the Company's

internal audit function; and

d an investment appraisal process for
evaluating proposals for all major capital
expenditure and acquisitions, with
defined levels of approval and a system
for monitoring the progress of capital
projects.

The Audit Committec regularly reviews
the operation and cffectivencss of this

framework.

Going conzern

The Directors consider, after making
approptiate enquirtes, that the Company
and the Group have adequate resources
to continue in operational existence for
the foreseeable future. For this reason
they continue to adopt the going concern

basis in preparing the financial statements.

Directors rezoonsibility

statemen:

The Directors are required by the
Companies Act 1985 to prepare financial
statements for cach financial year which
give a true and fair view of the state of

affairs of the Company and the Group as
at the end of the financial year and of the
profit or loss of the Group for the
financial year.

In preparing the financial statements
appropriate accounting policies have been
used and consistently applied and
reasonable and prudent judgements and
estimates have been made, All relevant
accounting standards which the Directors
consider 10 be applicable have been
followed.

The Directors have responsibility for
cnsuring that accounting records are kept
which disclose with reasonable accuracy
at any time the financial position of the
Company and the Group and which
enable them to ensure that the financial
statements comply with the Companies
Act 1985. They are responsible for
safeguarding the assets of the Group and
hence for taking reasonable steps for the
prevention and detection of fraud and

other irregularitics.

F oy b v ampidla iminos
Pelations with shas

The Company maintains a regular
dialogue with its institutional sharcholders
and has a well developed investor
relations programme, The Board
encourages the participation of
shareholders at the annual general
meeting and complies with the provisions
of the Combined Code in respect of
relations with shareholders.

By Order of the Board

K 1T WOCDIER
Company Secretary

22 June 2000

\X&QSS&
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We have audited the financial statements
on pages 26 1w 57 (including the
additional disclosures on pages 20 to 22
relating to the remuneration of the
Directors specified for our review by the
Financial Services Authority} which have
been prepared under the historical cost
convention and the accounting policies
set out on pages 29 and 30.

Sesbective responsihilities of

5 oand nuditors

The Directors are responsible for
preparing the Annual Repost. As
described on page 24, this includes
responsibility for preparing the financial
statements, in accordance with applicable
United Kingdom accounting standards.
Our responsibilities, as independent
auditors, arc established in the United
Kingdom by statute, the Auditing Practices
Board, the Listing Rules of the Financial
Services Authority and our profession’s
cthical guidance.

We report o you our opinion as o
whether the financial statements give a
true and fair view and are properly
prepared in accordance with the United
Kingdom Companies Act. We also report
to you if, in our opinion, the Report of
the Drirectors is not consistent with the
financial statemenss, 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 spccified by law or the
Listing Rules regarding Dircctors’
remuneration and transactions is not

disclosed.

We read the other information contained
in the Annual Report and consider the
implications for our report if we become
aware of any apparent misstatements or
matcrial inconsistencies with the financial

statements.

We review whether the statement on
pages 23 and 24 reflects the Company’s
compliance with the seven provisions of
the Combined Code specified for our
review by the Financial Services Authority
and we report if it does not. We are not
required to consider whether the Board’s
statements on internal control cover all
risks and controls, or to form an opinion
on the effectiveness of the Company's or
Group's corporate governance procedures
or its tisk and control procedures.

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. Tt
also includes an assessment of the

significant estimates and judgements made

by the Irectors in the preparation of the
financial statements, and of whether the
accounting policics are appropriate to the
Company’s circumstances, consisiently
applicd and adequately disclosed.

We planned and performed our audit so
as 1o obtain all the information and
explanations which we considered
necessary in order to provide us with
sufficient evidence to give reasonable
assurance that the financial statements are
free from material misstatement, whether
caused by fraud or other irregularity or
crror. In forming our opinion we also
evaluated the overall adequacy of the
presentation of information in the

financial statements.

Pennen Sroan 2in

Opinion

In our opinion the financial statcments
give a true and fair view of the state of
affairs of the Company and the Group at
31 March 2000 and of the profit and cash
flows of the Group for the year then
ended and have been properly prepared
in_accorclance with the Companies Act

1 fe

PRICEWATERHOUSECOOPERS
Chartered Accountants

and Registered Auditors

Bristol

22 June 2000
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2000 1999
Notes Lm £m
2 467.0 437.1
Other opcerating income 4 - 5.0
Operating costs 3 (299.9) (274.4)
Teaty operating profit 2 167.1 167.7
Shaﬂ. of operating loss in associate (0.4) (0.2)
Total operating profit 166.7 167.5
Net inferest payable 5 (45 1) (40.9)
Profit on ardinary activities before taxation 2 121.6 126.6
Tax on proﬁt on ordmary activities 6 6.0 (17 5)
3mfit cn ordinary activities after taxation 116.6 109 1
8 (65.1) 615
ined plofl‘ transferred to resarves 24 51.5 472
¢ 9
Bc.fore excnpnonal item;
Basic earnings per share 85.8p 77.9p
Diluted earnings per share 85.4p 77.4p
After exceptional item:
Basic carnings per share B5.8p 81.7p
Diluted carnings per share 85.4p 81.1p
Dividend per share 3 47.8p 45.6p

All the activitics are continuing operations.

CF TOTAL »=COGNISED

i I 7 e
CAING AND LO5520

2000 1999
Notcs £m &m

Profit on ordinary activities after taxation 116.6 109.1
Currency retranslation differences on foreign Currency net investments 24 1) (0 9)
stal gains and Tosses recognised for the year 115.5 1082
Pricr year adjustment - 2.4
ezl gaing and lesses rm,oqm"sf'd stee last Annus i 115.5 110.6

There were no recognised gains or losses for the Company, other than profit for the year, in 2000 or 1999.

The notes on pages 29 to 57 form part of these financial statements.

.V
o
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Balance sneets

Group Company
2000 1999 2000 1699
Notes £m £m £m £m
Fixed assets
Intangible assers 12 23.3 27.0 - —
Tangible assets 13 1,711.2 1,623.2 0.3 0.2
Investments 14 2.1 22 748.7 664.4
1,736.6 1,652.4 749.0 664.6
Durrent assets
Stocks 15 15.1 15.5 - -
Debtors: ameunts falling duc
after more than one year 16 8.4 9.8 162.5 162.0
Debtors: amounts falling due
within onc year 17 100.1 917 14.8 55.2
Investments 18 35.5 56.4 - 26.7
Cash at bank and in hand 3.8 73 - -
162.9 180.7 177.3 243.9
Current liabilities
Creditors: amounts falling due
within one year 19 (217.5) (206.9) (116.9) (90.8)
Mot current iabilities)/assets (54.6) (26.2) 60.4 144.1
Total assets iess current liabilities 1,682.0 1,626.2 8509.4 808.7
Creditors: amounts falling due
after more than one year 20 (664.5) (675.9) (272.9) (282.9)
Provisions for liabilities and charges 21 (24.3) (26.3) - -
Deferred income 22 (49.9) (32.1) - -
ilet assets 2 943.3 801.7 536.5 525.8
Capital and veserves
Called-up share capital 23 136.3 136.1 136.3 136.1
Share premium account 24 148.6 147.0 148.6 147.6
Qther reserves 24 - - 3.1 21
Profit and loss account 24 658.4 608.6 248.5 239.6
Sharehalders’ funds 25 943.3 891.7 536.5 525.8

The notes on pages 29 to 57 form part of these financial statements,

approved by the Board on 22 June 2000 and signed on its behalf by:

K G HARVEY -

e

Chairman

20 ‘
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2000 1999
Notes £m sm

Cash inflow from operating activities 31a 216.3 193.0
Returns on investments and servicing of finance 31b (10.1D (31.1)
Taxation 31b (15.9) 799
Tapital expeaditore and financial investment 31b (140.6) (125.00
Leguisitions and disposals 31b 0.5 (29.7)
Zquity dividends paid (48.7) (25.4)
Cash inflow/(outflow) before use of liquid resources and financing 1.5 (97.5)
Management of liquid resources 31b 20.8 34.0
Financing 31b 27.4) 64.5
[asreaselfincrease in cash in yvear 7(75‘1) " 1.1
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FINANCIAL STATEMENTES

The following paragraphs describe the

main policies:

a Accounting convention

The financial statcments have been
prepared under the historical cost
convention and in compliznce with all
applicable accounting standards, the
requirements of the Financial Services
Authority and except for the treatment of
grants and contributions on infrastructure
assets, with the Companies Act 1985. An
explanation of this departure from the
requirements of the Companies Act 1985
is given in note 1g below,

b Basis of consolidation

The Group financial statements include
the results of the Company and its
subsidiary undertakings, each made up to
31 March 2000, together with the
attributable share of results and reserves
of associated undertakings on the basis of
their latest financial statements. The
results of subsidiary and associated
undertakings acquired or disposed of
during the year are included for the
periods of ownership.

¢ Turnover

Turnover, excluding Value Added Tax,
represents the income receivable in the
ordinary course of business for goods and

services provided.

d Landfill tax

Landfill tax is included within both

turnover and operating costs.

e Tangible fixed assets and
depreciation

i Infrastructure assets (being mains and
sewers, impounding and pumped raw
water storage reservoirs, dams, sludge

pipelines and sca outfalls),

Infrastructure asscts comprise a network
that, as a whole, is intended to be
maintained in perpetuity at a specified
level of service by the continuing
replacement and refurbishment of its
components.

Expenditure on infrastructure assets
relating to increases in capacity or
enhancement of the network, in
accordance with defined standards of
service, and to the maintenance of the
operating capacity of the network, is
treated as an addition and included at
cost after deducting grants and
contributions.

The depreciation charge on infrastructure
assets represents the level of annual
expenditure required to maintain the
operating capacity of the network and is
calculated from an independently certified

asset management plan.

i Landfill sites

Landifill sites are included at cost less
accumulated depreciation, The cost of a
landfill site is depreciated over its
estimated operational life taking account
of the usage of void space. Cost includes
acquisition and development expenses.

it Otber assets (including propertics,
overground plant and equipment).

Other assets arc stated at cost less
accumulared depreciation.

Frechold land is not depreciated. Other
assets are depreciated evenly over their
estimated economic lives, which arc

principally as follows:

' Leaschold Over the period
buildings of the lease
Freehold

. buildings 30 — 60 years

Opcrational

| structures 40 — 80 years

. Fixed plant 20 — 40 years
Vehicles, mohile
plant and computers 3 — 10 years

Assets in the course of construction are

not depreciated until commissioned.

£ Leased assets

Assets held under finance leases are
included in the balance sheer as tangible
fixed assets at their equivalent capital
value and are depreciated over their
estimated economic lives or the finance
lease period, whichever is the shorter.
The corresponding hability 15 recorded as
a creditor. The interest clement of the
rental costs is charged against profits,
using the actuarial method, over the
pericxd of the lcase.

Rental costs arising under operating leases

are charged against profits in the year
they are incurred.

£ Granis and contributions

Grants and contributions receivable in
respect of capital expenditure on non-
infrastructure assets arc included in the
halance sheet as deferred income and are
released to profits over the depreciable

lives of the assets to which they relate.




T Accounting paolicies s

£ Grants and contributions continued

Grants and contributions receivable
relating 10 infrastructure assets have been
deducted from the cost of tangible fixed
assets. This is not in accordance with the
Companies Act 1985 which requires
tangible fixed assets 1o he shown at cost
and hence grants and contributions as
deferred income. This departure from the
requircments of the Companies Act 1985
is, in the opinion of the Dircctors,
necessary for the financial statcments to
show a true and fair view as while a
provision is made for depreciation of
infrastructure asscts, these asscts do not
have determinable finite lives and
therefore no basis exists on which to
recognise grants and contributions as
deferred income. The effect of this
treatment on the value of tangibie fixed
assets is disclosed in note 13,

Grants and contnibutions receivable in
respect of expenditure charged against
profits in the year have been included in
the profit and loss account,

b Investments

Listed investments held as current assets
are stated at the Jower of cost and net
realisable value.

Short-dated unlisted securities held as
current assets arc stated at cost plus
accrued income,

i Stocks

Stocks arc stated at the lower of cost and
net realisable value, Cost includes labour,

materials and an clement of overheads.

§ Pension costs

The expected cost of pensions in respect
of the Group’s defined benefit pension
schemes is charged against profits so as 10
spread evenly the cost of pensions over

the service lives of employees in the
schemes. A pension surplus (or deficit) is
released (or charged) to profits using the
straight line method, over the average
remaining service lives of employees in
the scheme.

Pension costs for the Group’s defined
contribution schemes are charged against
profits in the year in which they are
incurred.

k Research and development
expenditure

Research and development expenditure is
charged against profits in the year in
which it is incurred,

I Taxation

Tax payable on profits for the year is
provided at current rates, Tax deferred or
accelerated as a result of timing
differences between the treatment of
certain items for taxation and for
accounting purposes is provided for to
the extent that it is probable that a
material liakility or asset will crystallise in
the foreseeable future.

m Goodwill

From 1 April 1998 goodwill, arising from
the acquisition of subsidiary and
associated undertakings, representing the
excess of the purchase consideration over
the fair value of net assets acquired, is
capitalised and classified as an asset on
the balance sheet. Where goodwill has a
finite economic life it is amortised evenly
over that period. Previously such goodwill
arising on acquisitions was written off
directly to Group reserves.

When a subsidiary or associarcd
undertaking is sold the profit or loss on
disposal is determined after including the
attributable amount of ynamortised
goodwill.

n Foreign currency

Asscts and liabilities denominated in
foreign currencies are translated into
sterling at the rates ruling at the balance
sheet date. Profit and loss accounts are
translated at average rates for the relevant
accounting period. Exchange differences
arising from the retranslation of the
opening net investment in overseas
enterprises at closing rates, offset by
translation differences on foreign currency
loans and forward currency contracts
which hedge such investments, are dealt
with in reserves.

o Landfill vestoration and
environmental costs

Provisions for restoration, aftercare and
environmental control costs are made
when an obligation arises, Where the
obligation recognised as a provision gives
access to future cconomic benefits a
tangible fixed assct is recognised,
Provisions are otherwise charged against
profits.

Where the effect of the time valuc of
money is material the current amount of
the provision is the prescni value of the
expenditures expected to be required to
settle obligations. The unwinding of the
discount to present value is included as a
financial item within net interest payable.

P Findancial instruments

Derivative financial instruments arc used
to hedge interest rate and foreign
exchange risks. All such hedging
instruments, including interest differentials
and foreign exchange gains and losses
that arise, are matched with their
underlying hedged item.




7. 3egmental analysis

By class of business

o

"

Turnover Group operating profit Profit before tax
2000 1999 2000 1999 2000 1959
£ Lm £m im £m &m
Water and sewerage business: 281.4 270.1 146.8 1387 108.0 106.2
Less: Intra-group trading (1.2 (1.5) - - - -
280.2 268.6 146.8 138.7 108.0 106.2
Non-regulated businesses:
viridor businesses:
Waste management 100.6 834 15.2 17.9 14.0 17.3
[nstrumentation 49.6 41.0 29 37 29 34
Construction services 56.0 60.3 1.6 1.1 1.4 0.7
Property and other 0.7 4.6 0.1 0.9 0.2 1.1
Total Viridor 206.9 189.3 19.8 23.6 18.5 22.7

Other non-regulated businesses 6.8 0.3 0.5 0.4 (4.9) 7.3

Less: Intra-group trading (26.9) Q7.1 - - - -

Before exceptional item 186.8 1685 20.3 24.0 13.6 15.4

Exceptional item:

Scttlement of legal claim - - - 5.0 - 5.0

After exceptional item 186.8 168.5 20.3 29.0 13.6 20.4

Group totals 467.0 437.1 167.1 167.7 121.6 126.6
Net assets Employees i
(average number) ‘
2000 1999 2000 1999
Em im
Water and sewerage business 1,000.4 BB2.8 1,638 1,700
Non-regulated businesses:

Viridor businesses: .
Wasle management 90.4 88.4 438 441
Instrumentation 48.3 48.9 556 437 |
Construction services 5.4 54 837 875 !
Property and other 2.8 2.7 4 4
Total Viridor 146.9 145.4 1,835 1,757

Other non-regulated businesses (197.2) 129.7) 53 51

Total non-regulated businessses (50.3) 15.7 1,888 1,808

Intra-group trading (6.8) (6.8) - -
Group totals 943.3 891.7 3,526 3,508
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FINANCIAL STATEMENTES

2. Segmental analysis o

By class of business contisived

Water and scwerage business comprises the regulated water and sewerage services undertaken by South West Water Limited.

Instrumentation operating profit in 2000 is after charging £0.3 million for the post-acquisition integration of Orbisphere Management
Holding SA (1999 nil).

Wet liabilitics of other non-regulated businesses include parent company financing of business acquisitions. Profit before tax of other
non-regulated businesses is shown after interest arising thercon.

By geographical origin

Turnover Group operating profit
2000 1999 2000 1999
£m &m £ £m
United Kingdom 428.8 408.6 163.4 165.2
Continental Europe 14.1 4.8 0.5 0.4
Americas 24.1 23.7 3.2 2.1
467.0 437.1 167.1 167.7

By geographical destination
Turnover Group operating profit
2000 1999 2000 1999
£m Lm Am im
United Kingdom 423.4 400.8 164.1 164.5
Continental Europe 6.9 43 (0.2) 0.4
Americas 26,7 22.2 3.3 2.0
Other 10.0 98 {0.1) 08
467.0 437.1 167.1 167.7

Intra-group trading arose in the United Kingdom.

Net assets and profit before tax are not separately disclosed by geographical origin and destination since they are substantially located in
the United Kingdom.

The employee numbers include 403 working outside the United Kingdom (1999 291).




Gvoerating cosis

2000 1999
£m £m
Manpower costs (note 10} 70.2 61.0
Raw materials and consumables 391 38.6
Rentals under operating leases:
Hire of plant and machinery 3.7 1.9
Other operating lcases 21 3.0
Research and development expenditure 4.1 2.0
Auditors’ remuneration 0.4 0.3
Other external chargies 59.2 63.4
Amortisation of goodwill 1.2 0.5
Depreciation: .
On owned assets 44.2 401 !
On assets held under finance leases 13.1 140 |
On assets held under defeased finance leases 3.6 32
Profit on disposal of tangible fixed assets 0.7) {1.0) ‘
Deferred income released to profits (1.2) (13 |
Other operating charges 60.9 43.7
299.9 2744 |

Fees payable to the Company's auditors for non-audit work, mainly in connection with taxation advice, amounted to £0.2 million
(1999 £0.3 million).

i

i bxceptional item

Operating profit of continuing operations is after crediting the following exceptional item

in other operating income:

Setttement of legal claim on Browning-Ferris Industries Inc

2000 199
sm fmo
- I

- 5.0
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FINANCIAL STATEMENT

2000 1999
im £m
Interest payable:
Bank loans and overdrafts (17.5) (18.2)
Other loans ar.e (19.3)
Interest clement of finance lease rentals (14.9) {13.5)
Other finance costs (0.3) (1.3)
“9.7) (52.3)
Interest receivable:
Listed redcemable securities 0.6 1.4
Other investments (as defined in note 18) 4.2 6.6
4.8 8.0
Unwinding of discount in provisions 0.6) (0.3)
Gain on defeasance of finance leases 0.4 3.9
Net interest payable (45.1) (40.9)

The gain on defeasance of finance leases results from the in-substance carly extinguishment (defeasance) of obligations under finance

leases. South West Water Limited has:
a utilised finance lease facilities for cermain water and sewerage business tangible fixed assets; and

b deposited amounts, cqual to the present valuc of rental obligations arising from these finance leases, with United Kingdom financial
institutions, to counter-indemnify the letters of credir issucd by those financial institutions to the lessors in order to secure those

rental obligations,

These deposited funds, which totalled £145.9m at 31 March 2000 (1999 £143.8m), together with interest carned thercon, may be used o
scttle the rental obligations under those finance leases. If the finance leases terminate due to the insolvency of the financial institutions
which have issucd the letters of credit no liability will fall on South West Water Limited, or any Pennon Group company.

The rentals payable under the finance leases will vary if interest rates, or effective tax rates, change. The Group has deferred the
recognition of income, based upon the Dircctors’ assessment of likely outcomes, for possible future costs arising from such variations in

arriving at the gain recognised.

A gain of £).4m (1999 £3.9m) has been recagnised, equivalent to the difference between the finance lease proceeds and the funds
deposited with financial institutions to cover rentals arising therefrom, after deferring income in recognition of possible rental variations

as follows:
2000 1959
£m Am
Gain on defeasance of finance leases .5 5.1
Less: Deferred income (note 22) {0.1) (1.2)
0.4 39
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Tax on profit on ordinary activities

2000 1999
&m im
United Kingdom taxation:
Corporation tax at 30% (1999 31%):
Current year - 43.3
Prior year 14.8 227
Advance corporation tax:
Previous year utilisation (10.5) {48.8)
Overseas taxation 0.7 03
5.0 17.5

No provision for deferred tax has been made (note 21).

The corporation tax charge arising in 2000 and 1999 reflccts actions o wtilise all the advance corporation tax charged against profits in

previous years.

7. rofit of parent company

2000 1999

£m &m
Profit on ocdinacy activities after taxation dealt with in the accounts of the pareat campany 74.6 967 !
i

As permitted by section 230 of the Companies Act 1985, no profit and loss account is presented for the Company.

Selnangs
2000 1999
£m Am
Interim dividend of 15.4p (1999 14.7p) per share paid 6 April 2000 21.0 19.8
Proposed final dividend of 32.4p (1999 30.9p) per share payable 2 October 2000 44.1 421
65.1 619
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9. Earnings per share

2000 1999
Profit Earnings per share Profit Eamings per share

after tax. Basic Diluted after tax Basic Diluted

&m P p £m 4] »

Before exceptional item 116.6 85.8 85.4 104.1 77.9 774
Exceptional item:

Settlement of legal claim - - - 5.0 38 3.7

After exceptional item 116.6 858 85.4 109.1 81.7 81.1

Earnings per share before the exceptional item in 1999 have been caleulated to show the impact of that ftem on the results, as

exceptional items can have a distorting effect on earnings from year 1o year and therefore warrant separate consideration.

The calculation of basic earnings per share is based on the profit on ordinary activities after taxation divided by the weighted average
number of ordinary shares in issue during the year of 135.9 million (1999 133.6 million).

All share options with an exercise price lower than the average market price of the Company's shares during the year have been
included in the calculation of diluted earnings per share. The weighted average number of shares in issuc during the year, taking
account of the ditutive cffect of share options, was 136.5 million (199% 134.5 million).

5. Employees and employment costs

The average number of persons (including Directors) employed by the Group was 3,526 (1999 3,508).

Employment costs comprise: 2000
£m
Wages and salaries 76.1
Social security costs 7.3
Pension costs (note 29) 1.4
Total employment costs 84.8 76.1

Charged as follows:

Manpower costs (note 3) 70.2 61.0
Research and development expenditure 23 13
Restructuring provision 1.7 1.4
Capital schemes 10.6 12.4

84.8 76.1

[$)]




Direciors’ emaiuments

Salary

2000 1999
£000 £000

Executive Directors:
425 394
Performance bonus 37 86
Other emoluments 39 35
Payments in respect of tax liability from supplementary pension arrangements 32 33
Non-cxecutive Directors 236 233
769 781

Total emoluments

The emoluments of the highest paid Director, including gains on the exercise of share options, were £436,000 (1999 £157,000).

Total gains made by Dircctors on the exercise of share options were £601,000 (1999 nil.

Total emoluments inchide £219,000 (1999 £225,000) payable to Dircctors for services as directors of subsidiary undertakings.

At 31 March 2000 and 31 March 1999 retirement benefits were accruing to three Directors under defined benefit pension schemes.
The accrued pension entitlernent at 31 March 2000 under defined benefit pension schemes of the highest paid Director was £91,000
(1999 £18,000). No pension contributions were payable to defined contribution schemes in 2000 or 1999.

More detailed information concerning Directors’ emoluments, sharcholdings and share options is shown in the report on remuneration

policy and remuneration on pages 19 to 22.

Intangible fixed assets

(7.

Goodwill Group
2000 199%
&m im
Cost:
At 1 April 27.5 -
Arising on acquisitions - 291
Currency retranslation (2.5) (1.6)
At 31 March 25.0 27.5
Amortisation:
At 1 April 0.5 -
Charge for year 1.2 0.5
At 31 March 1.7 0.5
27.0

Net book value at 31 March

Goodwill is amortised evenly over its uscful economic life of twenty years.

—9 -
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L Tangible fixed assets

Fixed and
mobile plant, Group Company
Land and Infrastructure Operational vehicles and Construction Total Total
buildings asscls propertics computers in progress 2000 2000
sm £m im &m im &m sm
Cost:
At 1 April 1999 134.9 780.7 484.0 560.1 38.5 1,998.2 0.4
Additions 11.7 44.3 7.1 474 433 153.8 0.2
Grants and contributions - (1.9) - - - {1.9) -
Disposals - 0.3 0.1} (7.3 - 7.7 (0.2)
Transfers (4.6) 0.0 (26.00 223 aLvmn - —
At 31 March 2000 142.0 842.8 465.0 6225 70.1 2,142.4 0.4
Depreciation:
At 1 April 1999 27.7 68.3 91.2 187.8 - 375.0 0.2
Charge for vear 9.2 7.5 9.2 36.7 - 62.6 -
Disposals - (6.3} - 6.1 - (6.4) (0.1)
At 31 March 2000 369 75.5 100.4 218.4 - 431.2 0.1
Net book value:
At 31 March 2000 105.1 767.3 364.6 404.1 70.1 1,711.2 0.3
At 31 March 1999 107.2 7124 392.8 3723 385 1,623.2 0.2
Assets held under finance leases
inchided above:
Cost: At 31 March 2000 - - 193.9 116.2 - 310.1 -
Depreciation: Charge for year - - 33 9.8 - 13.1 -
i Depreciation: At 31 March 2000 - - 19.4 613 - 80.7 -
Assets held under defeased finance
leases included above:
Cost: At 31 March 2000 - 753 §9.2 325 30 180.0 -
Depreciation: Charge for year - 07 1.2 17 - 3.6 -
Depreciation: At 31 March 2000 - 2.2 2.5 45 - 9.2 —

Tangible fixed assets of the Company comprise fixed and mobile plant, vehicles and computers.



The cost of land and buildings and of operational properties includes non-depreciable land of £1.7 million (1999 £1.7 million) and
£8.9 million {1999 £8.8 million) respectively.

The net bock value of land and buildings comprises:

2000 1999

im &m
Freehold 62.8 65,7
Long leaschold 0.8 0.8
Short leasehold 41.5 40.7

105.1 107.2

The net book value of infrastructure assets is stated after deducting £42.5 million (1999 £40.6 million) grants and contributions,

The net book value of infrastructure asscts includes £4.0 million (1999 £2.8 million) for the accumulated difference between expenditure
on mainlaining operating capacity and depreciation charges. Expenditure jn the year was £8.7 million (1999 £9.6 million).

Out of the total depreciation charge for the Group of £62.6 million (1999 £58.7 million}, the sum of £1.7 million (1999 £1.4 million) has
been charged to capital projects and £60.9 million (1999 £57.3 miltion) against profits.




Tl Fiked asset investments

Group Company

2000 2000
&m &m
Subsidiary underiakings
Cost:
AU 1 April 1999 - 663.2
Additions - 85.0
At 31 March 2000 - 748.2
Assoginted undortakings
Cost:
At 1 April 1999 - 0.8
Pravision for impairment - {0.8)

At 31 March 2000 - -

i shares

Cost:
At 1 April 1999 0.4
Additions 0.5
Provision for impairment 0.4
At 31 March 2000 0.5

Othar investments

Cost:
AL 1 April 1999 1.0 -
Disposals 0.4) -
At 31 March 2000 0.6 -

Total invastmonts

At 31 March 2000 2.1 748.7

At 31 March 1999 2.2 0604.4

All investments are in shares except other investments which are Joans,

Investments made by the Company during the year in subsidiary undertakings comprise the subscription for shares in South West Water
Limited.

A Long-Term Incentive Plan is operated for senior management of the Group. Awards under the Plan, involving the release of ordinary
shares in the Company to participants, is dependent upon performance conditions being met. These shares are released out of an
Employee Share Ownership Plan, a discretionary trust, established to facilitate the operation of the incentive scheme. More information
on the operation of the incentive scheme is included in the report on remuneration policy and remuneration on pages 19 to 22,

™~
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T4, Fixed asset investments oo

During the year the trustees of the Employee Share QOwnership Plan purchased 139,000 of the Company's ordinary shares (1999 99,6000
financed through non-interest bearing advances made by sponsoring Group companies. The market value of the 393,000 shares held as
Group investments at 31 March 2000 was £1.8 million (1999 £2.4 million), 131000 of those shares (1999 83,0000 held as Company

investments had a market value of £0.6 million at 31 March 2000 {1999 £0.8 million). The costs of the incentive scheme are recognised

as a provision for impairment and arc charged 1o profits over the peried of its operation, and are included in employment costs.

Details of principal subsidiary and associated undcertakings of the Group are set out in note 28.

“

io. 3tocks

Group Company
2000 1959 2000 1990
£m &m £m &m0
Raw materials and consumables 7.2 83 - -
Work in progress 3.6 1.9 - -
Finished goods 4.3 5.3 - -
15.1 15.5 - -
—_ - S - s ————— 4?
iA. Debtors: amounts faliing due after mers (ann one year ‘
—— i . I - —_—— M .
Group Company
2000 1999 2000 1999
£m &m £m &m
Amounts owed by subsidiary undenakings - - 161.2 161.2
Other debrors 1.2 - 11 -
Prepayments for pension costs 7.2 9.2 0.2 0.3
Other prepayments and accrued income - 0.6 - a5
84 9.8 162.5 1620 |
________ — [ e e e !
Depptors: amounts fatling due within on: vany
Group Company
2000 1999 2000 1959
&m Em &m Am
Trade debtors 70.6 61.9 - - |
Amounts owed by subsidiary undertakings - - 14.0 536
Other debtors 5.7 7.0 0.2 08 |
Prepayments for pension costs 1.6 0.5 0.1 -
Other prepayments and accrued income 20.7 20.8 0.5 06 |
Advance corporation tax recoverable 1.5 15 - 0.2
100.1 91.7 14.8 552 |
A
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T2, Current asset investments

Group Company

2000 1999 2000 1999
£ £m &m &m

Listed investments 9.3 163 - -

Other investments:

Qvernight deposits 0.1 0.2 - -
Other 26.1 39.9 - 26.7
26.2 40.1 - 26,7
35.5 50.4 - 267

At 31 March 2000 the market value of listed investments was £9.3 million (1999 £16.4 million).

Cther investments include cerificates of deposit, variable rate notes, commercial paper and other short-dated unlisted securities,

o, Zroditors: amounts falling due within

Group Company
2000 1999 2000 1999
£m £m £m £m
Loans:

Bank loans and overdrafts 2.4 0.7 15.4 1.1

Short-term loans 0.8 2.1 - -

European Investment Bank loans 11.4 1.8 - -
Unsecured loan stock notes 17.8 219 17.8 219
324 355 33.2 41.0

Obligations undecr finance leases 9.7 84 - _
Trade creditors 54.6 53.0 0.3 06
Amounts owed to subsidiary undertakings — - 10.7 24
Other creditors . 15.2 14.8 6.8 6.6

Carporation tax 17 13.3 - -

Foreign tax 1.6 0.9 — -
Orher taxation and social security 13.8 21 0.1 0.1
Accruals and deferred income 234 23.1 0.7 0.3
Interim dividend 21.0 6.7 21.0 6.7
Proposed final dividend 44,1 42.1 44,1 421
217.5 2069 116.9 99.8




i Creditors: amounts falling due after maor» shan one vear

Group
2000 1999 2000 1999
im im £m £m
Loans: :
Sterling bond 150.0 150.0 150.0 1506 |
Furopean Investment Bank loans 74.1 85.5 - - |
Other bank loans 120.1 130.0 120.0 130.0
344.2 365.5 270.0 280.0
Obligations under finance leases 319.8 309.4 - -
Amounts owed to subsidiary undertakings - - 2.9 29
Other creditors 0.5 1.0 - -
664.5 675.9 272.9 2829
21, Provisions for liabilities and charges
Environmental & landfill Other Group Total
restoration Restructuring Provisions 2000
£m &m £m &m
At 1 April 1999 22.0 2.2 2.3 26.5
Arising in year 28 1.0 L3 5.1
Released to profits 1 - - 2.1)
Utilised during year .49 (2.2} 0.6 5.2y
At 31 March 2000 203 1.0 3.0 243

Environmental and landfill restoration provisions will be utilised over the period 2001 to 2076. The provisions have been established
assuming current waste management technology based upon estimated costs at future prices, which have been discounted to present
value, The restructuring provision principaily relates to severance costs, most of which arc expected to be incurred in the next financial
year. Other provisions include onerous contracts, which will unwind over the period to 2017, and £1.2 million for the decommissioning

of an operational sitc in the water and sewerage business in 2004.

Deferred taxation

The maximum potential liabality for deferred taxation, for which no provision is considered necessary, was;

Group
2000 1999
£m £
Tax effect of timing differences due to:

Accelerated capital allowances 202.7 181.2 .
Other timing differences 7.3 46 |
210.0 1858 |
Advance corporation tax recoverable - (103 I'
— . - [ —_— cee
1753 |

Maximum potential hability
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Finance Forward Finance Forward
lease interest rate Group lease interest rate Group
variations SWaps Grants and Toral variations swaps Grants and Teral
{note 5 (noie &7) contributions 2000 (note 5} (note 273 contributions 1952
£m £m &m &m &m &m &m £m
At 1 April:
Amount to be released:
After more than onc year 7.4 - 247 32.1 - - 25.5 25.5
Prior year adjustment - - - - 6.2 - - 6.2
Restated 7.4 - 24.7 32.1 6.2 - 255 31.7
Within one year - - 1.2 1.2 — — 1.2 1.2
7.4 - 25.9 33.3 6.2 - 26.7
Additions a1 18.2 0.7 19.0 1.2 - 0.5
Released to profits - - (1.2) (1.2) - - (1.3)
At 31 March: 7.5 18.2 254 51.1 7.4 - 259
Amount 10 be relcased:
Within one year - - (1.2) (1.2) - ~ (1.2) (1.2}
After more than one year 7.5 18.2 24.2 49,9 7.4 - 24.7 32.1
i
75 Talizd-up share capital ;
|
2000 1999
sm &m
Authorised
175,000,000 ordinary shares of £1 cach 175.0 175.0
Liatted, called-up and fully paid
136,345,283 ordinary shares of £1 each (1999 136,068,577} 136.3 136.1
— ; 7 e e o
2000 1999
Number Number
Dedinary shares allotted during the year
In licu of £41.9 million cash under scrip dividend alternative - 4,335,310
For consideration of £0.8 million (1999 £0.4 million) under the Company's Executive
Share Option Scheme to Directors and senior employees who exercised their options 176,600 83,000
For consideration of £1.0 million (1999 £2.9 million) o Pennon Trustee Limited on
behalf of employees who exercised their options under the Company's Sharesave Scheme 100,106 275,458

276,706

4,695,768




Taited-un ghare capitai
Share options ,

Ourstanding options to subscribe for shares of £1 each under the Company’s share optien schemes are:

Period when Thousands of shares
Date granted and Performance opliens normally in respect of which options
Nature of scheme subscription price fully paid targets exercisable outstarding at 31 March
2000 1995
Sharesave 3 July 1992 332p - 1997 — 1599 - 88
2 July 1993 393p - 1998 ~ 2000 34 36
6 Jan 1995 373p - 2000 - 2002 308 338
8 July 1997 556p - 2000 — 2004 530 569
7 July 1908 775p - 2001 — 2005 226 336
6 July 199¢  825p - 2002 - 2006 219 -
Exccutive 5 July 1991 328p a 1994 — 2001 - 20
3 July 1992 418p a 1995 — 2002 9 14
5 July 1993 4%p b 1996 - 2003 45 138
6 Jan 1995 S03p [ 1998 — 2005 115 174
1,486 1,813
The performance targets for exercise of Executive Scheme options are: |
a gross dividend yield of 9.68% on the 1989 water share offer price;

b increase in earnings per share in excess of the Retail Prices Index movement over the period March 1993 to date of exercise; and
¢ increase in earnings per share in excess of the Retail Prices Index movement over the period March 1994 to date of exercise.
At 31 March 2000 there were 1,489 participants in the Sharesave Scheme (1999 1,622) and 24 in the Executive Scheme (1999 40). i

Options granted to Directors, included above, are shown in the report on remuneration policy and remuneration on pages 19 to 22,

Tl Heserves
Group and Company Group {ompany
Company share other profit and loss profit and loss
prcmium account rCSCIVes account account
Lm £m &m £m
At 1 April 1999 147.0 31 608.6 2306
Retained profit for year - - 51.5 9.5
Currency retranslation differences on foreign cumrency net investments - - (1,13 -
Premium on shares issued 1.0 - - -
Adjustment for shares issued under the Sharesave Scheme through
Employee Share Ownership Trust 0.6 - (0.6} 0.6)
Al 31 March 2000 148.6 31 658.4 248.5
Currency retranslation differences on foreign currency net investinents is after a £1.8 million gain arising on a currency hedge
(1999 £0.7 million}.
The cumulative value of goodwill at 31 March 2000 resulting from acquisitions, which has been written off to reserves, is £173.4 million
(1999 £173.4 million).

—o—
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tatemeni of movements in shareholdsrz” Yunds

Group
2000 1999 2000 1999
sm £m &m LRl
Profit on ordinary activitics after taxation 116.6 109.1 74.6 96.7
Dividends (65.1) 61.9) (65.1) 61.9)
515 47.2 2.5 34.8
Other recognised gains and losses for the year 1) 0.9 - -
Adjustment for shares issued under the scrip dividend alternative - 35.9 - 35.9
Shares issued for cash consideration 1.8 3.2 1.8 32
Share issue expenses - (0.5} - (0.5)
Adjustment for shares issued under the Sharesave Scheme
through Employee Share Ownership Trust (0.6) 1.9} {0.6) [OBY)]
Sharcholders’ funds (equity interest):
Addition for year 51.6 83.0 10.7 715
Al 1 April 891.7 808.7 525.8 454.3
At 31 March 943.3 891.7 536.5 5258
During the year no fair value acquisition accruals and provisions were established (1999 £0.7 million), £2.3 million were utilised
(1999 £0.7 million), £4.0 million were released (1999 £1.5 million), and at 31 March 2000 £12.2 million (1992 £18.5 million) were
carried forward.
T3 Loans and other borrowings
Lodans
Group Company
2060 1999 2000 1999
&m £m £m £m
Repayable:
Ower five years 171.2 235.6 150.0 200.0
Owver two and up to five years 150.9 118.5 110.0 80.0
Over one and up to two years 221 11.4 10.0 -
Falling due after more than one year (note 203 344.2 365.5 2'70.0 280.0
Falling duc within one year {note 19) 324 33.5 33.2 41.0
376.6 3210

401.0

303.2




45, Loans and other borrowings ..«

Obligations under finance leases

Pl

Company
2000 1999 2000 1999
sm £m &m im
Repayable:

Over five years 297.6 293.5 - -
Over two and up to five years 11.4 a3 - -
Over one and up to two years 10.8 6.4 - -
Falling due after more than one year (note 20) 319.8 300.4 - -
Falling due within one year (note 19) 9.7 8.4 — -
329.5 317.8 - -

Included above are accrued finance charges arising on obligations under finance leases totalling £53.2 million (1999 £37.1 million), of

which £0.9 million {1999 £4.2 million} is repayable within one year.

Loans and obligations under finance leases

included above are instalment debts, of which any part falls due for repayment after five years, and non-instalment debts due after five

years:
Group Company
2000 1999 2000 1999
&m am m &m
Loans 2355 296.4 150.0 200.0
Obligations under finance leases 322.3 305.3 - -
601.7 150.0

Loans are repayable over the period 2001 to 2021. The rates of interest payable on loans and other borrowings, any part of which is due

after five years, range between 5.7% and 11.3% (1999 5.1% and 11.3%).

Borrowing facilities

557.8

2000

Undrawn committed borrowing facilitics of £30.0 million were available to the Group at 31 March 2000 which expire as follows:

In one year or less
Over two and up to five years

In addition, the Group has short-terro uncommitted bank facilities of over £200 million,

2000 1999
£m £m
- 26

30.0 20.0

30.0 226

4
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. Financia! instruments

Disclosures on financial and treasury policies are also included in the financial review on pages 12 10 15.

Interest rale and currency profile of financial assets and labifities

After taking inte account interest rate swaps aznd forward currency contracts entered into by the Group, the interest rate and currency

profile of the Group’s financial assets and liabilities was:

Financial liabilities

Financial assets
2000 1999 2000 1999
&m im £m im
Floating rate 36.0 57.2 (318.8) (322.3)
Fixed rate 4.7 6.6 (387.3) (396.5)
On which no interest is paid 0.4 1.6 (19.9) (2.6)
41,1 65.4 (726.0) (721.9)
Which is included in:
Net debt 39.3 83.7 (706.1) (718.8)
Provisions for liabilities and charges - - (1.7} (2.3)
Dcferred income - - (18.2) -
Orther long-term monetary assets/(liabilities) 1.8 1.7 - (0.3)
41.1 65.4 (726.0) (721.4)
Floating rate financial assets and liabilities are denominated in:
Sterling 31.7 53.4 (281.0) (289.13
US dollar 2.8 2.7 12.4) (10.3}
Swiss franc 1.0 06 (25.4) 2.9
Orther currencies 0.5 0.5 - -
36.0 57.2 (318.8) (322.3)
Fixed rate financial asscts and liabilities:
Weighted average interest rate 6.3% 5.0 8.7% 8.8%
Weighted average period for which rate is fixed 1.6 years 0.7 years 6.8 years 7.8 years
Range of interest rates 3.5% to 4.7% to 5.4% to 5.4% to
8.0% 5.8% 11.3% 11.3%
Financial assets and liabilities on which no interest is paid:
Weighted average period until maturity - (.5 years 1.2 years

17.9 years

Financial assets and liabilitics with a fixed interest rate, or on which no interest is paid, are denominated in sterling.

The floating rate financial assets earn interest, in some cases fixed in advance for periods up to twelve months, based on short-term

money market rates.

The floating rate financial liabilities bear interest at rates, in some cases fixed in advance for periods up to twelve months, related to the
London Inter Bank Offered Rate (LIBOR) or equivalent, The range of interest rates applying at 31 March 2000 was 3.8% to 8.0% (1999

2.8% to 6.3%).

—p—




Interest rate and currency profile of financial assets and liabilities continued

The maturity profile of floating rate and fixed rate financial liabilitics is shown in note 26. Other financial liabititics fall due for payment

principally after five years.

Interest rate swaps arc uscd 10 achicve a mix of fixed and Roating rates — ensuring at least 50% of net debt is at fixed rate:

at 31 March 2000 interest mate swaps to hedge financial liabilitics, with a notional principal value of £160.0 million, cxisted with a
weighted average maturity of 3.6 years (1999 £160.0 million, with 4.6 years) to swap from floating to fixed rate; and

at 31 March 2000 floating rate interest rate swaps, to hedge financial liabilitics, with a notional principal value of £200.0 million,
cxisted to swap LIBOR to European Inter Bank Offered Rate (EURIBOR) with commencement dates between 1 April 2006 and
1 April 2010, and maturing on 31 March 2030. A settlement of £18.2 million, shown in note 22, was received when these swaps

were entered into during December 1999,

Forward currency contracts are used to hedge the net investment in overseas subsidiaries. At 31 March 2000 forward cucrency sales of
US collar 18.5 million and Swiss franc 65.0 million existed for settlement in twelve months (1999 US dollar 15.5 million and $wiss franc

50.0 million, with tweclve month settlement).

Financial assets and labilities exclude short-term debtors and creditors (other than loans and obligations under finance leases falling duei

within one year).

Currency profile of net monetary asseis and liabilities

Net monetary assets and liabilities of Group companics that are not denominated in their functional currency give rise to exchange gains
and losses that are credited, ar charged, to the profit and loss account. Net foreign monetary assets and liabilities comprise:
Sterling 13§ dollar Deutche mark Other Total
&m &m Em &0y im
Functional currency of Group operation:
At 31 March 20010;
sterling - 0.6 - 0.1 0.7
Us dollar 0.3 - - - (0.5)
Swiss franc - 04 0.7 1.0 2.1
0.5 1.0 0.7 1.1 2.3
Sterling US dollar Yen Other Texal
Am £m &m Em sm
At 31 March 1999:
Sterling - 14 - - 14
US dollar 0.5) - - - 0.5
Swiss franc 0.9 27 1.1 19 0.6
0.4 4.1 1.1 1.9 75

Forward currency contracts which are used to hedge the net invesiment in overscas subsidiarics are not included in the analysis above.

The exchange gains and losses on those hedges are included in the statement of total recognised gains and losses.

—p—
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Fair values of financial assets and liabilities

The fzir values of the Group's financial assets and liabilities arc as follows:

1999

2000
Book value Fair valie Book value TFair value
£m £mn &m £m
Financial assets:
Current asset investments 35.5 35.5 56.4 56.5
Cash at bank 38 3.8 7.3 7.3
Other 1.8 1.8 1.7 1.7
41.1 41.1 65.4 65.5
Financial liabilities: l
Short-term debt (32.4) (32.5) (35.5) (35.6) i
Long-term debt (344.1) (395.8) (365.5) (438.8)
Finance lease obligations (329.5) (329.5) (317.8) (317.8)
Other (1.7} 1.7) (2.6) 23)
(707.7) (759.5) (721.4) (794.5)
Derivative financial instruments
(used 1o manage interest rate and currency profile:
Interest rate swaps (18.2) (16.0) -~ a7
Forward currency contracts (0.1) {0.5) - .3
(18.3) (16.5) - (8.0) !

Floating rate debt, short-dated unlisted current asset investments and cash at bank is assumed to have a fair value equal to the book

value. Other fair values shown above have been determined by utilising, where available, market rates as at 31 March or otherwise have :

been caiculated by discounting cash flows at prevailing interest and exchange rates.
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7. Finanetal instruments . oo

Hedging interest rate and currency exposures

As explained in the financial review the Group uses derivative finzncial instruments to manage certain interest rate risks and currency

exposures. The unrecognised gains and losses on such instruments are:

2000 1999
Total Total
Gains Losses. net gains Gains Losses net losses
im £m Am £m £m £m

Unrecognised gains and losses

on hedges:
Al 1 April - 8.0 (8.0) 0.3 B9 (3.6)
Of which recognised in

current year - 2.2 (2.2) 0.3 0.6) (0.3}
- (5.8} (5.8) - (3.3 (3.3

Arising and not recognised
in current year 2.9 4.7 7.6 - 4.7 4.7)
At 31 March 2.9 (1.1) 1.8 - {8.0) (8.0}

Expected to be recognised:
In next vear 0.8 .35 0.3 - 1.9 (1.9
Thereafter 2.1 0.6) 15 - 6.13 6.1
@B.m

2.9 (1.0 1.8 - (8.0}

Gains and losses on instruments used for hedging are recognised as the exposure that is being hedged is itself recognised.
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28. Principal subsidiary and associated undariniings

Subsidiary undertakings: !
— ]

Country of incorporation, registration and principal operations

Yntar ant sewerage South West Water Limited® England
Clontn o managanent Viridor Waste Limited} England
Viridor Waste Disposal Limited England

VWM (Scotland) Limited Scotland

Viridor Waste Exeter Limited England

Dragon Waste Limited England

Viridor Waste Wootton Limited England

Viridor Waste Hampshire Limited England

Viridor Waste Management Limited England

instrumentation viridor Tnstrumentation Limited t England
ELE International Limited England

Exe International Inc United States

ELE International Inc United States

GLI International Inc United States

Hydrolaly Corporation United States

GLI International Limited England

Orbisphere Management Holding SA Switzerland

Orbisphere Laboratories Neucharel SA Switzerland

Orbisphere Canada Inc Canada

Orbisphere France Sarl France

Orhisphere GmbH Germany

Orbisphere Laboratorics Geneve SA Switzerland

Orbisphere Laboratories Japan Inc United States

Orbisphere Laboratories Overseas Corporation United States

Orbisphere South Africa (Pty} Limited South Africa

Orbisphere UK Limited England

Consiruction services Viridor Contracting Limited ¢ England
T ] Brent Limited England

Viridor Properties Limited+ England

Lorurnnes servicos Peninsula Insurance Limited® Guernsey
el nompaniar Viridor Limited® England
Exc Continental Limited® England

* indicates the shares were held direatly by the Company; t indicates the shares were held by Viridor Limited.

All shares in issue are ordinary shares. The subsidiary undertakings are wholly owned, except for Dragon Waste Limited, where 81% of
the ordinary shares are held by Viridor Waste Exeter Limited.

Associated undertakings:
Share capital in issue Pereentage held
Uater and sewernge concessions Enviro-Logic Limited 2000 A ordinary shares 100%
2000 B ordinary shares -

Albion Water (Shotton) Limited 1 ordinary sharc 100%
Shares in Enviro-Logic Limited were held directly by the Company. The share in Albion Water (Shotton) Limited was held by
Enviro-Logic Limnited.
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29. Pensions

The Group operates a number of pension schemes. The assets of the Group's pension schemes arc held in separate trustee administered

funds. During the year the two main funded defined benefit schemes were merged.

The latest actuarial valuations of the two main schemes were as at 31 March 1998 prior to their merger. At that date, the market value of
the schemes’ assets was £186.2 million, and the actuarial value of those asscts represented 127% and 149% of the benefits that had

accrued to members, after allowing for expected future increases in earnings. The assumptions which have the most significant effect on
the results of the valuations are those relating to the rate of return on investments, the rate of dividend growth, and the rates of increase |
in carnings and pensions. The valuations assume that the investment return would be 8.5% per annum, the dividend growth would be ‘
4.5% per annum, pensionable pay increases would average 6.5% per annum and that present and future pensions would both increase

at a rate of 4.5% and 5.0% per annum for the two main schemes.

The pension cost of the defined benefit schemes has been determined on the advice of independent qualified actuaries using the
projected unit method. The employers' regular pension cost for the year of the two main schemes is 12.2% and 15.9% of pensionable
earnings (1999 12.2% and 15.9%). The net pension charge for the year ended 31 March 2000 was £1.4 million (1999 £1.0 million} which
benefits from the actuarial surpluses, after allowing for benefit improvements implemented on the merger of the two main pension
schemes. Following the actuarial valuations, employer contributions to the two main schemes ceased uniil the actuarial review of the
merged scheme (which is expected to be as at 31 March 2001).

Pension prepayments included as debtors of the Group amount to £8.8 million (1999 £9.7 million), representing the accumulated

difference between the Group pension cost and employer contributions paid. i

T Tmimimitments and sontinoant liabilitie
Group Company
2000 1599 2000 1999
£m &m &m £m
Capital commitments
Contracted but not provided 85.4 32.5 24.0 24.0
Commitments under operating leases
Rentals during the year following the balance sheet date:
Land and buildings leases expiring:
Within one year 0.3 0.2 - -
Berween one and five years 1.0 1.2 - -
After five years 3.1 2.6 - -
Other leases expiring:
Within one year 0.1 01 - -
Between one and five years 0.5 0.4 - -
5.0 4.5 - -
Contingent liabilities :
I
Contractors' claims on capital schemcs 0.8 1.1 - -
Guaraniees 25.9 23.0 442.1 414.6
26.7 24.1 4421 4146 |

Guarantees by the Company are principally in respect of borrowing facilitics of subsidiary undertakings. Guarantees by the Group are
principally in respect of performance bonds entered into in the normal course of business. No liability is expected to arise in respect of

the guarantees. i
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1. votes to the Group cash flow statemernt j
a Reconciliation of Group operating profit to net cash inflow from operating activities i

SR — - - [

2000 1999
£im £m
Group operating profit 167.1 167.7
Depreciation charge 60.9 57.3
Amortisation of goodwill 1.2 0.5
Provision for impairments of fixcd asset investments L1 0.7
Deferred income released to profits 1.2 (1.3)
Diecrease in provisions for liabilities and charges 4.0 {3.3)
Drecrease in stocks 0.1 3.1
Increase in debtors (amounts falling due within and aver one year) (8.6) O
Increase/(decrease) in creditors (amounts falling due within and over one year} 0.4 (20,4}
Profit on disposal of tangible fixed assets 0.7 (1.0}
Net cash inflow from operating activitics 216.3

193.6

Net cash outflow from operating activities accounted for as exceptional items in previous years, included above, were £1.7 million in

respect of the wtilisation of the restrueturing provision (1999 £1.6 million). In addition, in 1999 there was a £5.0 million exceptional cash
inflow from the settlement of a legal claim, :

b Analysis of cask flows for beadings netted in the Group cash flow statement

2000 1999
&m &m
i Returns on {nvestments and servicing of finance
Interest received 4.8 12.4
Interest paid (35.1) (38.5)
Interest clement of finance lease rentals 1.9 {5.6)
Costs associated with defeased finance leases (note 5) - ©.0
Gain on currency hedge 01 4.7
Forward interest rate swap settlements (note 22} 18.2 -
Net cash outflow for returns on investments and servicing of finance (10.1) 31.1)
2000 1999
£Em £m
i1 Taxation
Windfall tax - {(32.00
Other taxes {15.9) (27.9)

Net cash outflow for taxation (15.9) (79.93

The windfall tax was accounted for as an cxceptional item in 1997/98.

——




Clotes to the Groun cash How statemen: i
b Analysis of cash flows for beadings netted in the Group cask flow statement continued

2000 1999
£m &m
iti Capttal expenditure and financial investment
Purchase of tangible fixed assets (144.1) (131.9)
Grants and contributions:
Infrastructure asscts 1.9 3.6
Non-infrastructure assets 0.6 0.8
Receipts from disposal of tangible fixed assets 2.0 20
Purchase of Company shares by Employee Share Ownership Plan (1.4) (1.0}
Other investments disposals 0.4 0.9

(140.6) (125.0)

Net cash outflow for capital expenditure and financial investment

2000 1999
&m Em

iv Acquisitions and disposals

Purchase of businesses - (33.D

Net cash acquired with businesses - 18

Sale of businesses 0.5 1.6 i

Net cash inflow/(outflow) for acquisitions and disposals 0.5 (29.7}

During the year £0.5 million of the deferred consideration, arising from businesses sold in earlier years, was received (1999 £1.6 million). ;

2000 1999 i
Lm &m
v Management of liguid resources
Purchasc of current asset investments (186.7) (265.4>
Sale of current asset investments 207.5 2004
Net cash inflow from management of liquid resources 20.8 34.0

Liquid resources comprise readily disposable current asset investments.




7. MNotes to the Group cash flow statemen-

b Analysis of cash flows for beadings netied in the Group cash flow statement continued

- e N . S
2000 1996
£m
i Financing
Issue of ordinary share capital 1.8 33
Adjustment for shares issued under the Sharesave Scheme through Employee Share Ownership Trust {0.6) 1.9
Share issue expenses - .3
1.2 0.9
Reduction in debt due within one year (other than bank overdrafts) (16.2) 92.5)
(Reduction)/increase in debt due after more than one year (10.1) 80.0
Cash inflow from currency hedge 1.8 -
Cash withdrawn from deposit against finance lease obligations - 75.0
Cash placed on deposit with financial institutions (note $) (2.1) (15.9)
Defeased finance lease drawdowns (note 5) 2.6 21.0
Other finance lease drawdowns - 1.9
Capital element of finance lease rental payments (4.6) 5.8)
(28.6) 63.7
Net cash (outflow)/inflow from financing (27.4) G64.6

¢ Analysis of net debt ;

At 1 April

Non-cash Exchange
1999 Cash flow mavements movements
im £m &m £m
Cash at bank and in hand 7.3 3.3 - (0.2) 38
Current asset investments: QOvernight deposits 0.2 (0.1) - - 0.1
Bank overdrafts 0.7 amn - - (2.4)
6.8 G0 - ©0.2) 1.5
Debt due within one year (other than bank overdrafts) (34.8) 16.2 (11.3) ©.1) (30.0)
Debt due after more than one year (365.5) B.3 113 1.7 (344.2)
Finance lease obligations (317.8) 4.1 (15.8) - (329.5)
(718.1) 28.6 (15.8) 1.6 (703.7)
Current asset investments:
Other than overnight deposits 56.2 (20.8) - - 354
(635.1) 2.7 (15.8} 1.4

{666.8)

Non-cash movements include transfers between categories of debt for changing maturitics, increased accrued finance charges within

finance lease obligations and the in-substance extinguishment of finance Jease obligations (note 5.

[N
[o}]

4




27. Notes to the Group cash flow statemen:

d Reconciliation of net cash flow to movement in net debt

2000 1999
£m fm
{Deerease)/increase in cash in year 5.1 1.1
Cash outflow/(inflow) from reduction/(increase) in debt and finance leasing 28.6 ©3.7)
Cash inflow from decrease in liquid resources (20.8) (34.0) |
Reduction/(increase) in net debt arising from cash flows 2.7 (96.6)
Acquisitions {excluding cash items):
Loans acquired with businesses - 2.2)
Loan stock notes issued as part consideration for businesses acquired - 6.3)
Non-cash movements:
In-substance extinguishment of finance lease obligations (note 5) 0.5 5.1
Increase in accrued finance charges on finance lease obligations (16.3) (10.5)
Exchange movements 1.4 0.1)
Increase in net debt in the year {1L7 (110.6}
Net debt at 1 April (655.1) (544.5)
Net debt at 31 March (666.8) (655.1)
e Purchdse of businesses
2000 1999
£m Lm
Net assets acquired:
Tangible fixed assets - 6.0
Net current asscts - 2.4
Cash at bank and in hand - 1.8
Loans - Q2
Fair value of net assets acquired - 8.0 I
Goodwill - 29.1
e - - e L e ;
- 37.1 !
The businesses purchased in 1999 were satisfied by cash consideration of £33.1 million and the issuc of loan stock notes of £4.0 million.
During 1999 £2.3 million of the contingent consideration, arising on businesses purchased in 1998, was paid.
22, Related party transactions
In September 1999, Mr R | Baty acquired a surplus property from South West Water Limited, a wholly owned subsidiary of the Company,
for a consideration of £78,500 which was the valuation of the property as determined by an independent property valuer.
During the year the Company advanced £0.4 million to Enviro-Logic Limited, an associated undertaking, to finance business

development costs. The advance was ourstanding at 31 March 2000 and the Company had fully provided against the debt.

4
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FINANCIAL SUMMARY

Profit and loss account

2000 1999 1998 1997 1996

&m E&m £m £m Am

Turnover 467.0 437.1 382.4 343.6 314.4

Group operating profit 167.1 167.7 134.8 130.2 134.1

Share of operating (loss)/profit in associates (0.4) ©0.2) 0.4 1.2 1.6
Business disposal (loss)/profit - - 7.5 19.2 -

. Net interest payable (45.1) 40.9) (20.3) (18.03 (26.6)
Profit on ordinary activities before taxation 121.6 126.6 106.6 132.6 109.1
Tax on profit on ordinary activitics® (5.0) (17.5) (117.0) (14.3) (10.3)
Profit/(loss) on ordinary activities after taxation 116.6 109.1 (10.4) 1183 98.8
Dividends (65.1) (61.9) 341 (47.4) (38.9)
Retained profit/(loss) transferred to/{from) reserves 51.5 47.2 (64.5) 70.9 59.9
Farnings per share (basic)k o 7 7

Before cxceptional items 85.8p 77.9p 83.3p 81.2p 724p
Exceptional items - 3.8p (91.3)p 10.9p 53p
After exceptional items 85.8p 81.7p 8.0)p 92.1p 77.7p
Di;ri&end per share 47.8p 45.6p 41.0p 36.7p 30.5p
* including £104.0 million windfall lax in 1998
Capital expenditure 2000 1999 1998 1997 1996
Am £ £m £&m &m |
—— !;
| Acquisitions - 37.1 93.9 09 1030 |
Tangible fixed assets 153.8 1253 1846 157.2 1103 1
e et e _ . .
Falantce sheet 2000 1999 1998 1997 1996 I
£m m m £m im o
Fixed asscts 1,736.6 1652.4 1,558.9 13978 13012 |
Net current (liabilities)/assets (54.6) (26.2) (166.0) (42.9 836 |
Non-current lizbilitics (738.7) (734.5) (584.2) (439.0) 247§
Net agsets 943.3 8917 808.7 9159 8401 |
o . R i
- . _ — J
Number of employees ‘cvcidse i ionss 2000 1999 1998 1597 1996
Water and sewerage business 1,638 1,700 1,734 1,765 1,815 !
Waste management 438 441 312 297 322
Instrumentation 556 437 443 411 357
Construction services 837 875 838 567 308 |
Other businesses 57 55 93 113 113
3,526 3,508 3,420 3,153 3,005

The adoption of Financial Reporting Standard 12 ‘Provisions, Contingent Liabilities and Contingent Asscts’, Financial Reporting Standard 14
‘Earnings per Share’, and Financial Reporting Standard 15 ‘Tangible Fixed Assets’, required the revised presentation of certain numbers
which have been incorporated for the periods 2000 to 1998 above. Comparatives for the two earlier years have not been restated.
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MEETIN™

The eleventh annual general mecting of
Pennon Graup Ple will be held at The
Plymouth Pavilions, Millbay Read,
Plymouth, Devon on Thursday, 27 July
2000 ar 11.00 a.m. for the transaction of
the following business:

czsoiution |
To receive the Report of the Directors and
the financial statements for the year
cnded 31 March 2000,
Resolution 2
Ta declare a final dividend for the vear
ended 31 March 2000,

soiulion 2

To re-elect Mr K G Harvey as a Director.

Sasojution 4

To re-clect Mr C 1] H Drummond as a
Director.

Resolution b

To re-clect Mr A T Flewcher as a Tyirector.

Hesolution 6

To reclect Ms K M H Mortimer as a

Dircctor.

asoiution 7

To re-appoint PricewaterhouseCaoopers as
auditors uniil the conclusion of the next
general meeting at which financial
statements are laid before the Company
and to authorise the Directors to fix their

remuneration,

Reselution 3

To propose the following as an ordinary

resolution:

That, in accordance with Article § of the
Company’s Articles of Association, the
Directors be authorised to allot relevant
securities up to a maximum norminal
amount of £38,390,000, that such awthority
shall expire on the day five years after the
passing of this resolution and that all
previous authoritics under section 80 of
the Companies Act 1985 be revoked,

Rescolution 8

To proposc the following as a special

resolution:

That, in accordance with Article 6 of the
Company’s Articles of Association, a the
Directors be given power o zllot equity
securities for cash, # that for the purpose
of paragraph {A)(ii} of that Article, the
nominal amount to which this power is
limited is £6,830,000 and ¢ this power
shall expire on 27 October 2001 or, if
carlier, at the conclusion of the next
anrual general mecting of the Company.

Resolution 10

To propose the following as a special

resolution:

That the Company is generally and
uncenditionally authorised to make
market purchases (within the meaning of
section 163 of the Companies Act 1985) of
Ordinary Shares of £1 each in the capital
of the Company (“Ordinary Shares”) on
such terms and in such manner as the
Directors of the Company may from time
to time determine provided that:

a the maximum number of Ordinary
Shares that may be purchased under this
authority is 13,660,000 (being 10% of the
current issucd share capital of the
Company;

-

b the maximum price which may be paid
for an Ordinary Share purchased under
this authority is an amount equal to 105%
of the average of the middle marker
quotations for Ordinary Shares, as derived
from the London Stock Exchange Daily
Official List for the five business days
immediately preceding the day on which
that share is purchased, and the minioumt
price which may be paid is £1 per i
Ordinary Share; and

¢ this authority will, unless previously

varied, revoked or rencwed, expire at the
conclusion of the next annual general

meeting of the Company, but the

Company may make a contract to

purchase Ordinary Shares under this ;
authority before its expiry which will or ‘
may be executed wholly or partly after 1
the expiry of this authority and may make |
purchases of Ordinary Sharcs pursuant to

such a contract.

|
!
I
|
By Qrder of the Board i
K D WOODIER
Company Secretary
Peninsulz House, Rydon Lane
Exeter EX2 7HR
22 June 2000 i
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Pursuant to Regulation 34 of the
Uncertificated Securities Regulations 1995,
only those shareholders registered in the
register of members as at 6.00 p.m. on 25
July 2000 will be entitled to antend or vote
at the meeting in respect of the number
of shares registered in their name at that
time. Changes to cntrics on the register
after 6.00 p.m. on 25 July 2000 will be
disregarded in determining the rights of
any persen to attend or vote at the
meeting.

A person entitled to artend and vote at
the meeting is cntitled 10 appoint onc or
more proxies to attend and, on a poll,
vote instead of him or her. A proxy nced
not be a member of the Company.

A Form of Proxy is enclosed and, if used,
should be lodged with the Company’s
Registrars, Lloyds TSB Registrars, not less
than 48 hours before the time fixed for
the meeting.

Explanatery notes on certain
business »r the annual

general meating
Autbority to allot sbares

Resolution 8 requests shareholder
approval by way of an ordinary resclution
to renew for a period not exceeding five
years the Directors’ existing general and
unconditional authority to allot securities
in accordance with the Companies Act
1985 and the Articles of Association of the
Company. This authority would continue
that granted in July 1999. The share
capital to which this authority relates of
£38,390,000 Ordinary Shares represents
approximately 28% of the issued share
capital at the date of this report, being the
balance between the current issued share
capital and the authorised share capital of
the Company.

Resolution 9 requests shareholder
approval by way of a special resolution to
renew until next year’s annual general
mecting the Directors' existing authority
to allot equity securities for cash without
first being required 1o offer such securitics
to existing sharcholders, The share capital
to which this authority relates represents
approximately 5% of the issued share
capital at the date of this report.

The Directors consider that they should
have the above autherities {n order to be
able to take advantage of opportunities as
they arise and to retain flexibility although
they have no current plans to issue

shares.

Autbority to purchase Ordinary
Shares of the Company

Resolution 10 requests shareholder

approval by way of a special resolution (o]
renew the Company’s authority to ;
purchasc up to 10% of its Ordinary Shares}
!

at or between the minimum and

maximum prices specified in the |
resolution. This authority is requested in
order to increase the Company's flexibility
ro optimise the long-term financial and
tax efficiency of its capital structure. The |
Diirectors have ne specific plans (o
exercise such powers in the immediate
future but will keep the matter under
review and will only make such
purchases if they would result in an
increase in the Company’s earnings per
share and arc in the best interests of the

Company's sharcholders generally,




