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The Board has confirmed the strategic direction of the Group which will in future concentrate on water and sewerage

services and waste management.

# Financial overview

Group turnover reduced by 6.8% to £435.1 million, reflecting the impact of the 12.2%
price reduction imposed on South West Water Limited by the Director General of
Water Services which saw the company's turnover decrease by £30.0 million to
£250.2 million. Turnover in Viridor and other Group businesses fell by £1.9 million

to £184.9 million influenced by the disposal of the construction services business in
December 2000,

Group profit before tax and the exceptional item reduced by £45.3 million to £76.3
million and consequently earnings per share fell by 34.7% to 56.0p.

As foreshadowed in the Interim Results announced in December 1999, the Board has
rebased the level of dividend. A final dividend of 24.4p is recommended which, with the
interim dividend of 11.6p, will result in a full year dividend of 36.0p — a 24.7% reduction.

¥ South West Water Limnited

The water and sewerage business responded well to the chaltenges imposed by the
Regulator's tough review and delivered the highest ever levels of compliance and
customer service. That achieverent is all the more significant given the tight regulatory
targets set for operational and capital expenditure and the company is confident of
maintaining a similar performance throughout the five year period to 2004/05.

B Viridor Limited

Viridor Waste Limited experienced difficult trading conditions in some areas,
aggravated by the very wet winter which had an adverse effect on leachate control
costs. However, the company continues to be well placed 1o take advantage of the
anticipated shortfall of landfill capacity in key parts of the UK.

Viridor Instrumentation Limited has seen improved performance across all its business
areas, particularly from Orbisphere.

The performance of both South West Water and Viridor is described in more detail in
the Business Review section.

H Prospauix

In May last year, in view of the need to mitigate the impact of the Final Determination
on the Group's turnover and profitability, the Board announced it was to carry out a
review of strategic options. During the review, a great many proposals were scrutinised
by the Board taking into account the delicate balance which exists in seeking to meet
the needs of all the Group's key stakeholders.




Having considered alternative structures for the wtility business, the Board has

concluded that at present none offers an increase in shareholder value compared to

the current integrated structure. However, efferts will continue to more efficiently
structure the balance sheet.

It is intended that Viridor should focus on the waste management business and, to that
end, having sold the construction services business, it is now proposed to dispose of
Viridor Instrumentation with 2 view to returning value to shareholders.

The Board is confident its strategy will maximise shareholder value but it is absolutely
vital, not just for Pennon Group Plc but for the water industry as a whole, that the
cuirent regulatory arrangements be reviewed., While the regulatory framework has
generally worked well in the first decade after privatisation by lowering prices and
encouraging the improvement of quality and standards, it is now clear that its
emphasis on continuous cost reductions is not sustainable. Although the need for

efficiency is unarguable, the focus must move to long-term investment needs.

Against that background, it is imperative that the Government entets into a
constructive dialogue with the industry and its three regulators (Ofwat, the Drinking
Water Inspectorate and the Environment Agency) io ensure that their sometimes
conflicting requirernents are resolved and long-term investment needs are taken into
account in future price reviews. This dialogue will become all the more urgent as
environmental and quality legislation is set to place ever greater demands on the
industry. It is clear from the curmrent sitvation that a more cosrect balance between the
needs of customers and shareholders must be struck.

F Social rosporaildlity and semmaoity involvement

The Pennon Group is proud of its track record in the increasingly important area of
corporate social responsibility and feedback from institutional investors has indicated
that the Group is regarded as being in the vanguard in terms of its environmental
reporting and ethical behaviour.

In past Annual Reports many of the Group's achievements in these areas have not
been given the prominence they perhaps deserve and I am pleased to report, that for
the first time, these issues are covered in more depth within the Business Review.

K.G. HARVEY, Chairman, Pennon Group Plc { 21 June 2001
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In the twelve years since the privatisation of the water industry, the companies within the Pennon Group have

developed via organic growth and acquisition together with significant restructuring initiatives designed to maintain
competitiveness and profitability.

The pace of change since 1989 has been rapid, but both the regulated and non-regulated sectors of the business have adapted and
responded to market changes.

The past year has produced differing formanes for each element of the business with South West Water Limited performing well,
Viridor Instrumentation Limited enjoying a significant upturn in turnover and profitability, whilst Viridor Waste Limited suffered as

a result of difficult market conditions which have similarly affected most waste management companies. Viridor Properties
completed a successful major property transaction.

Bouth West Water Limited

The imposition of the Director General’s one-off price reduction of 12.2%, resulted in
a 10.7% decrease in turnover from £281.4 million to £251.4 million for 2000/01.
However, South West Water responded weill to the challenges posed by the tough

Final Determination which required demanding operational and capital expenditure
efficiencies.

Operating costs, before depreciation charges, increased by 1.4% to £92.8 million,
incorporating further efficiency savings of £5.8 million.

Operating profit decreased by 26.9% to £107.3 million.

At the time of the last Perindic Review, Ofwat estimated that the number of customers
who would switch from an unmeasured to a measured charging basis would be lower
than that assumed by the company. In the event, the company’s estimate was more
accurate and during the year 27,500 customers switched to a measured charging basis
producing an adverse impact on turnover of £4.7 million. As a result, based on current
projections of customers opting to move to a measured charging basis, the company

expects to apply to the Director General of Water Services for an Interim Price
Determination in September 2001.

A restructuring programme to deliver significant reductions in overhead and operating
costs was introduced some two years ago. This successful initiative is designed 1o

ensure that South West Water outperforms the regulatory contract targets for the five
year period 2000/01 to 2004/05.

South West Water’s track record in the area of efficiency savings is excellent and since

1995 cost reductions totalling £33.4 million have been achieved.




Despite the severity of the Regulators Final Determination, and the consequential
reduction in operational expenditure, first class levels of customer service have
remained one of the company’s key objectives. This focus was endorsed during the
year by the presentation of the Government’s Charter Mark award for excellence in
public service.

Levels of customer satisfaction with the overall service provided by the company

remain high and improvements in the ‘Levels of Service Indicators’ prescribed by
Ofwat have been achieved.

Plentiful supplies of high quality drinking water are an absolute priority for customers
and, as a direct result of careful planning and expenditure, the region's water supply
capability has been significantly enhanced. There have been no water restrictions
since 1996 and the company’s innovative and industry-leading leakage reduction

programme i5 delivering results in line with the mandatory leakage targets set by
Ofwat,

Water mains renovation expenditure will be considerable during the K3 period. The
length of mains scheduled for improvement is more than double that completed in
the K2 period. Whilst quantity of supply has improved, so o has quality. Drinking
water quality levels were elevated to the highest ever achieved by the company —
99.85% compliance with all water quality standards.

Excellent progress has also been made in the area of waste water treatment. South
West Water's massive coastal waste water treatment improvement programme ‘Clean
Sweep’, continues to provide both environmental and economic benefits and was a

vital factor in the region achieving the best ever bathing water quality results during
the year.

Inland waste water treatment works are also being updated and modernised as patt
of a rolling programme to ensure compliance with stringent environmental standards.
In tandem with providing environmental benefits, the programme is also contributing

towards the removal of planning embargoes which were preventing much needed
commercial and residential property development.

Capital expenditure for the year increased by £20.8 million to £154.4 million, with

£62.0 million invested in water supply improvements including water mains

renovation, water treatment works enhancement and leakage control. Waste water
services investment expenditure was £92.4 million of which £61.0 million was

invested in the company’s ‘Clean Sweep’ bathing water improvement programme.
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Yiridor Limited

A refocusing of the strategy of Viridor Limited led to the sale of construction services
company T ] Brent Limited in December 2000 and the subsequent announcement of
the proposed disposal of Viridor Instrumentation Limited. This will enable Viridor to
focus on the development of its waste tmanagement business.

Turnover in Viridor decreased by 1.5% to £203.% million during the year and operating
profit increased by £1.0 million to £20.8 million. The results reflect a significant
increase in the profitability of Viridor Instrumentation on strong sales growth and, in
Viridor Properties, from the disposal of land for retail development. The results were

however impacted by cost increases incurred by Viridor Waste Limited.

Capital expenditure for the year was £12.0 million, of which £11.0 million was

invested by Viridor Waste, primarily on its continuing landfill operations.

Viridor Waste is one of the larger waste disposal businesses in the UK, It is active in
recycling in partnership with a number of local authorities, in the generation of
electricity utilising landfill gas and in clinical waste incineration. The company is also
a major waste collector in South West England.

The business disposed of 3.0 million tonnes of waste during the year {1999/00
3.0 million). Gate fees increased by 4% but were insufficient to cover the significant
increase in operating costs incurred during the year, paniculasly as a result of the
exceptional conditions created by the wettest year on record; this resulted in
significant additional leachate control costs.

During the year, the Government published its ‘Strategy for Waste’ which sets out the
targeted reduction in the volume of waste being disposed of to landfill and the
timescale within which the targets must be achieved. Working in harmony with local
authorities, Viridor Waste is committed to playing its part in achieving those targets.
The Government has also published information which suggests that the remaining
life of consented landfill void in the whole of the country is around six years. That
being the case, Viridor Waste is confident that the value of its 71 million cubic metres

of fully consented void space will increase substantially in the future.

Whilst conditions in the waste disposal market during the year adversely affected

Viridor Waste's results, Viridor Instrumentation improved its performance
considerably.




The company is a leading supplier of specialised environmental menitoring and

process control equipment with research and development and manufacturing
facilities in the UK, USA and Switzerland. It trades in over 150 countries and enjoys a

share of up to 50% of the world market in certain product areas,

The instrumentation business achieved strong sales growth with particular successes

being sales of Orbisphere analysers to the cola industry and a large ELE order from
Thailand's universities.

During the year, the company completed its business rationalisation programme
which inciuded relocating its UK operation w0 smaller, lower cost premises in
Bedfordshire and the relocation of one of its American based businesses — ELE

International Inc. — to Alabama. Both moves have generated significant overhead
savings.

Research and development expenditure continues to play a major role in the future
growth of the company and during the year totalied 6% of tarnover. New products
launched included a multi-parameter water quality monitor. The company also

acquired the rights to manufacture and market particle monitors and samplers.

Business to business e-commerce opportunities are being pursued throughout Viridor
Instrumentation and during the year, US subsidiary GLI International Inc. commenced

on-line transactions which now account for 25% of its tarnover,

The Group continues to maximise the value of its property assets via a partnership
between Scuth West Water and Viridor Properties Limited. During the year, Viridor
Properties sold surplus land surrounding a water treatment works in Plymouth o a
major property company and construction of a retail development has commenced.
This ransaction created a profit of £3.0 million for the Group.

Viridor Contracting’s subsidiary, T J Bremt, including its Copa Products division, was
sold by December 2000 for £12.4 million which included the assumption of debt

amounting t0 £1,5 million. Overall, the sale resulted in a loss of £2.1 million alter

writing back £6.6 million of goodwill previously written off to reserves.
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Emmployses

Highly skilled, well motivated employees are fundamental to the continued success
of the Group which is committed to supporting them with the infrasiructure,
technology and opportunity to perform at the highest levels.

A number of proven employee communications initiatives are used throughout the
Group and include a monthly team briefing system, employee newspapers and the
use of the Group's intranet facility. E-communication is proving to be an extremely
useful additional medium given the geographical diversity of the Group.

Employees of South West Water elect representatives from all levels to a Staff Council
which deals with matters of interest to all staff employees, both trade union and non-

trade union members alike. A staff association has also been established within
Viridor Waste,

Employees in the UK are encouraged to become shareholders in the Company
through the all-employee share schemes. The approval of shareholders to the
introduction of an All Employee Share Option Plan will be sought at the Annual
General Meeting. The plan will assist in furthering the Group's policy of seeking to
align the interests of employees with those of shareholders.

The Group's training and development strategy remains a key factor for success and
a wide range of programmes is available to suit all needs. Particular attention is given

to the management of change and training for revised working practices to ensure
success in the ever-changing market place.

The people management processes employed by the Group were recognised during
the year via an ‘Investors in People’ award made to South West Water. Whilst the
external accreditation was most welcome, the Group is not complacent and will
continue its drive for industry-leading best practice.

A safe working environment for all employees is of paramount importance to the
Group which regularly reviews its health and safety policy and standards of
performance, The Group’s health and safety strategy has continually evolved over the

years with innovative risk assessment and control programmes being introduced.

These have helped to ensure a low level of work related accidents and attendant
reductions in operating costs.




The Group encourages ethical employment practices by adopting key policies with

Group-wide application. A non-discriminatory employment policy is in operation and
every reasonable effort is made to ensure that no current or future employee is
disadvantaged because of age, gender, religion, colour, ethnic origin, marital status,

sexual orientation, or disability, In addition, a “Whistleblowing' policy has been
adopted.

Caring for the environment

The Group plays a leading role in enhancing and maintaining the environment. As

noted, that is one of the three key goals set out in the Group's mission statement.

Two of the companies within the Group, South West Water and Viridor Waste,
perform the important sk of treating and disposing of society's waste in a carefully
controlled and highly engineered manner. Viridor Instrumertation is increasingly
involved in the development of equipment which assists its customers in reducing
their impact on the environment.

An environmental policy has been in place since the early days of the Company’s life
and is regularly reviewed by the Environment Committee. That policy a2ims to achieve
continuous improvement in environmental performance. Recognition of enhanced
performance came recently when the Group improved its ranking in the Business in
the Environmer 2000 survey.

South West Water has achieved its highest ever performance in both clean and waste
water compliance. Drinking water quality reached the very high level of 99.85%
compliance while 98% of the company's sewage teatment works were fully
compliant with their discharge consent conditions. The latter achievement is
particulatly creditable bearing in mind that the company inherited a situation where
only 60% compliance was being achieved.

Reflecting its continuing commitment to high environmental standards, Viridor Waste

has now achieved 13O 14001, the international environmental management standard,
at all of its key sites.

The Group is a major producer of renewable energy, Viridor Waste increased its
capacity for power generation from landfill gas from 24.5MW to 28MW while South
West Water generates from hydro-electric sources. In total, the Group generates the

equivalent of 111% of its electricity requirements from renewable sources. These

activities contribute to the Government’s plans to increase the proportion of energy
from renewable sources.
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As a result of the Government's introduction of the Climate Change Levy — a new tax
on the business use of electricity, gas and oil — with effect from 1 April 2001, steps
previously taken by Group companies to raise the awareness of employees of the
release of greenhouse gases have assumed greater importance.

Construction  activity associated with the Group’s water, sewerage and waste
management activities can have a significant impact on the neighbourhood as well as
the natural habitat. The Group is committed to working closely with planners and
interested parties to minimise such impacts and to ensure that sites blend in with the
natural environment. At all landfill sites and on many construction projects, close
liaison is maintained with the local community to discuss and, wherever possible,

mitigate potential problems. This underscores the approach of the Group in its
determination to be a good neighbour.

The outbreak of foot and mouth disease presented major challenges throughout the
country in terms of the disposal of culled animals. Viridor Waste has assisted the
Government in its management of the outbreak by accepting carcasses from
precautionary culls at five of its engineered landfill sites. In doing so, it has paid due

regard to the sensitivities of the neighbouring communities.

The Group's environmentzl performance will be more fully reported in the
environmental report ‘Enhancing the Environment 2001’

Involvement in the comurunity

As one of the few large Plcs headquantered in the West Country, the Company
recognises that it has a2 number of social responsibilities wherever it operates but
particularly in the relatively economically deprived region of its home territory —
Devon and Cornwall.

In recognition of the impact of the outbreak of foot and mouth disease on the rural
communities within its area, South West Water has sought to deal sympathetically with
customers who may be suffering hardship as a result of the outbreak. In addition, it
has assisted farms with the delivery of emergency water supplies wherever necessary,
It has also made a donation to the ‘Green Wellie Fund’ which was established to assist

the farming community and small rural businesses in the South West.

In April 2000, the South West Lakes Trust was established to take over responsibility
for the management of South West Water's leisure activities. The Trust has been very
active with various communities in the South West through the involvement of local

volunteers on a number of environmental projects.




The Group is proud to be associated with The Eden Project which opened to much

acclaim in March 2001, The Project, near St Austell in Cornwall, has involved the
construction of major biomes to recreate a range of plant habitats from across the

world. It seems set to give a major boost to the tourist industry which is so important
to the economy of the South West,

Community involvement is channelled through a number of initiatives:

# Charitable donations — charitable donations amounting to £55,000 were made
during the year. Such donations were primarily made to charities operating in Devon
and Cornwall where the average size of donation of £1,000 can often make a

significant difference to the service provided by those organisations.

K South West Water community sponsorship programme — again, relatively small
donations can often have a significant impact. Funds amounting to £40,000 were
awarded during the year across a wide spectrum of activities,

8 Landfill Tax Credit Scheme ~ the Landfill Tax Credit Scheme enables Viridor Waste
1o demonstrale s commitment 1o environmental improvements in a very positive
way, particularly in areas near its landfill operations. Since the inception of the
Scheme, Viridor Waste has made a total contribution of £21.3 million to Environmental
Bodies and has provided support for a wide range of environmental and local amenity
projects across the country. Funds of £7.2 million were awarded in the year under
review. In recognition of the Government's desire w see a greater proportion of
landfill tax credits being used for the benefit of recycling or waste related research
and development, Viridor Waste has voluntarily adopted a target whereby 50% of its
landfill tax credits will go to such initiatives in the future.

& Pennon Environmental Fund Committee — the Committee was established in late
1999 with the aim of utilising Viridor Waste landfill tax credits for the specific benefit
of the West Country. Since then it has supported a diverse range of environmental and
community initiatives in the South West pursued by Environmental Bodies. In
particular, it has provided support to the Pennon Water Champions programme which
was set up in conjunction with the Devon and Corawall Wildlife Trusts with a view

to bringing about improvements to natural habitats and water-related projects. A

number of local communities within Devon and Cornwall have also received financial

assistance for amenity projects to benefit their residents.
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The Group’s financial results for the past year were dominated by the impact of the one-off price reduction imposed
on South West Water Limited by the Director General of Water Services.

The water and sewerage business profit before tax at £67.0 million reduced by £41.0 million, reflecting the 12.2% tariff cut arising
from the Periodic Review which was implemented from April 2000.

Viridor profit before tax at £19.5 million improved by £1.¢ million.
Group net interest payable increased by £6.3 million t© £51.4 million in 2000/01.

Earnings per share reduced by 34.7% to 56.0p, before the 2000/01 exceptional itetn.

Operating profit

Group wrnover for the year reduced by 6.8% o £435.1 million, Total water and
sewerage business turnover was £251.4 million, down 10.7% on 1990/00 principally
resulting from the reduction in tariffs imposed by the Regulator. The £4.7 million
adverse cost of customers moving from the unmeasured to the measured usage rariff
was covered in part by an increase in the number of billed customers. Total turnover
for Viridor businesses at £203.8 million was 1.5% down on 1990/00, and included
£106.1 million for waste management (1990/00 £100.6 million), £54.9 million for
instrumentation (1999/00 £49.6 million) and £37.1 million from construction services
until the sale in December 2000 (1999/00 £56.0 million). Group operating costs for
2000/01 at £307.0 million increased by £7.1 million. Further efficiency benefits of £5.8

million were achieved in the water and sewerage business.

Group operating profit for the year reduced by £39.0 million to £128.1 million. The
water and sewerage business achieved a £107.3 million operating profit, down £39.5
million on 1999/00. Viridar businesses contributed £20.8 million, or 16% of Group
operating profit in 2000/01.

Viridor businesses operating profit performance for 2000/01 experienced a £1.0
million improvement. This was achieved in the instumentation business, where
operating profit improved by £1.9 million to £4.8 million, and from a successful

property development which delivered £2.3 million, At waste management, higher

environmental costs, arising from above average rainfall, and tight competitive
pressures were responsible for a £2.1 million profit reduction to £13.1 million in
2000/01. The absence of a full year construction services trading, following the
December 2000 sale, reduced operating profit by £1.1 million.




Finanse covis

Net interest payable was £31.4 million, which was 2.5 times covered by Group
operating profits, compared with £45.1 million in 1999/00.

Gross interest payable was £56.8 million arising on borrowings, predominantly
denominated in sterling. Gross interest receivable of £5.4 million was derived from
the investment of temporarily surplus funds.

Profit before tax

Prafit before tax and the exceptional item (business disposal loss} was £76.3 million,
£45.3 million down on 1999/00.

Water and sewerage business profit before tax reduced by £41.0 million to &67.0
million, being largely driven by the operating profit reduction. An £8.1 million
increased interest burden from funding the capital investment programme was

ameliorated by a £6.6 million benefit following the £85.0 million equity cash provided
by the Company in March 2000.

Non-regulated businesses provided £9.3 million profit before tax and the exceptional

item, 2 £4.3 million reduction on the 1999/00 position, reflecting the provision of cash
resources to the water and sewerage business.

The return on investment achieved for 2000/01 for waste management was 6%
(1999/00 7%), representing profit before tax expressed as a percentage of acquisition

cost. For instrumentation the return, before goodwill amortisation charges, was 7%
(1999/00 5%).

Taxation

The Group had no United Kingdom or overseas taxation charge for the year (1999/00
£5.0 million). The Group’s capital investment programme continues to generate
substantial capital allowances to be set against taxable profits.

Earnings par share

Earnings per share reduced by 34.7% to 56.0p (before the exceptional item in

2000/01). The dominant factor was the tariff reduction in the water and sewerage
business.
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Dividends and retoined samings

The Directors recommend the payment of a final dividend of 24.4p per share for the year
ended 31 March 2001. Together with the interim dividend of 11.6p per share paid on 6
April 2001 this makes a total dividend for the year of 36.0p per share, a reduction of 24.7%
on the dividend for 1999/00. The dividend of 36.0p is paid cut of earnings per share of
56.0p before the exceptional item. The cover for payment of dividends is 1.6 times.

The Directors had previously foreshadowed the 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 Periodic Review price reductions and
the review of Viridot profit projections. In the absence of unforeseen clrcumstances, the

Directors expect to pursue a progressive dividend policy in subsequent years,

The total cost of the interim and recommended final dividend of the Company is £49.4

million. The retained profit of £24.8 million has been transfetred to reserves.

The dividend payable by South West Water Limited to the Company for 2000/01
amounts to £60.4 million.

Investment

Capital expenditare by the Group on tangible fixed assets was £166.5 million (1999/00

£153.8 million) of which £154.4 million arose in the water and sewerage business
(1999/00 £133.6 million).

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 financtal statements.

Financing

The cash inflow from operating activities was £205.0 million (1999/00 £216.3 million).
Capital expenditure and financial investment cash outflow increased from £140.6
million in 1996/00 to £153.2 million in 2000/01. Taxation cash outflow was £0.3
million (1999/00 £15.9 million}. Equity dividends paid and servicing of net debt
involved a cash outflow of £105.2 million (1999/00 £58.8 million).

Overall, the cash outflow of the Group, before the use of liquid resources and
financing, was £41.7 million (1999/00 £1.% million inflow).

Financings during the year included £89.0 million of finance lease facilities,

At 31 March 2001 loans and finance lease obligations were £783.1 million and the
Group held current asset investments and cash of £65.1 million. Net borrowings,

which increased by £51.2 million during the year to £718.0 million, represent 73% of
shareholders’ funds (1999/00 71%).




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 2001 the
limit was £2.4 billion. The Directors confirm that the Group can meet 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 10 interest rate, exchange rate
and counterparty risk.

8 Finance and interest rate risk

The Group is financed by a combination of equity, retained profits, bank borrowings,
finance leases, loan notes and a long-term debt market issue. Individual subsidiaries

are financed through a combination 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 2001,
after taking account of interest rate swaps with a notional principal amount of £200.0
million, 57% of net debt was at fixed rate (1999/00 57%), with debt in place for
periods of between 1 and 11 years (1999/00 2 and 12 years), with an average maturity
of 6 years (1999/00 7 years).

During the prior year, interest rate swaps with a notional principal amount of £200.0
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 to determine

settiernent under those swaps and are not, therefore, an exposure for the Group.

Net interest costs represent a rate of 7.4% when measured against average net debt
(1995/00 6.8%).
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The Group ensures continuity of funding by arranging new committed facilities and
borrowings in accordance with anticipated requirements, supported by extensive
short-term uncommitted bank facilities of over £160.0 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 approved
by the Board.

8 Foreign currency risk

The Group's principal exchange rate risk is to the value of overseas investments. Net
equity value, including capitalised goodwill, is protected by the forward sale of foreign
cutrency — at 31 March 2001 US dollar 22.0 million and Swiss franc 69.0 million.
Foreign currency transaction exposure is covered on a case by case basis — at 31
March 2001 contracts for overseas transactions, with a sterling value of £2.0 million,
existed for settlement in Swiss francs.

Paymonts to suppliers

It is the Company’s payment policy for the year ending 31 March 2002 to follow the
Code of The Better Paymem 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 can be obtained from wiow.payontime.co.uk. The ratio,
expressed in days, berween the amount invoiced to the Company by its suppliers during
2000/01 and the amount owed to its trade creditors at 31 March 2001 was 25 days.

Share capital

During the year the issued ordinary share capital increased from £136.3 million to £136.9
million. The value of net assets per share at book value, at 31 March 2001, was 714p.

Permission was obtained from shareholders at the annual general meeting in July 2000

to purchase up to 10% of the Company’s ordinary share capital. Renewal of the
authority will be sought at the July 2001 annual general meeting.
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Kenneth George Harvey
B5¢, CEng, FIEE {60)

Non-cxecutive Chairman

was appointed 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 depury
chairman of London Electricity and earlier its engineering director. He is also a non-

executive chairman of Beaufort Group Plc and The Intercare Group Plc and a non-executive
director of Lattice Group Flc.

S Geolfrey Howes Chipparfeld
KCB, BCL {68)

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 previousty 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
CEng, FREng, FICE, FCIWEM, MIMgt,
AClArb, FIWO {57}

Chief Executive, South West Water Limited

was appointed on T March 1996. He was formerly engineering and scientific director of
South West Water Services Limited having joined South West Water Authority in 1988.

Previousty he held engineering and operational appointments with North West Water
Authority.

Cofin vwin John Hamiion
Exrurnmontd

MA, MBA (50

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 hbeen corporate development director of

Renold ple, a strategy consultant with the Boston Consulting Group and an official of the
Bank of England,

Keaneth Lesiie HE
CPFA (60}

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 and Vocalis Plc and a City
Disputes panellist.

Alzr Thomas Fletcher
MA {66}

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 Mary Hops Morlimer
MA, BPhil (55)

Non-e¢xecutive Director

Committess of the Board

was appointed on 1 May 2000. She is currently a freelance financial consultant, a member
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
Rothschild & Sons Limited, Director of Policy at the Securities and Investments Board and

Chief Executive of Walker Books and was a member of the Competition Commission between
1995 and 2001.

Audit

Sir Geoffrey H Chipperfield {Chatrman)

A T Fletcher

Ms K M H Mortimer

Envivomment

B A O Hewert (Chatrman) (co-opted mentber)
R [ Baty

C I f H Drummond

Nomination

K G Harvey (Chairman)
Str Geaffrey H Chipperfield
A T Fletcher

Remuneration Company secretary and registered affice
A T Fletcher (Chatrman) X D Woodier
Sir Geoffrey H Chipperfieid Peninsula House, Rydon Lane, Exeter EX2 7HR
Ms K M H Mortimer Registered tn England No 2366640
Compliance Auditors
K D Woodter (Chatrman) PricewaterbouseCoopers
R ] Baty Chartered Accowntants
C I H Drummond 31 Great George Street, Bristol BS1 50D
fés‘;ﬁ” Regisirars

Lioyds TSB Registrars

The Cavsenay, Worthing, West Sussex: BN99 8DA
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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.

e raticn iy

The policy of the Group continues to be to provide a remuneration package which is
adequate to attract, retain and motivate good quality executives and which is commensurate
with the remuneration packages provided by companies of similar size and complexity. In
conjunction with its remuneration consultants, Meis, the Remuncration Committee (‘the
Committee’) has undertaken a review of the remuneration policy for Executive Directors and
senior management. The Committee believed that, having regard to changing market
practice, there was a need to address the balance between fixed and variable remuneration
and to ensure that there was a sufficient retention element within the package. In addition,
the Committee wished to funther align the interests of the executives with those of
shareholders by linking incentives (o increasing shareholder returns.

In order to address these issues, two changes to the remuneration package have been
approved by the Board on the recommendation of the Committee. From 2002 onwards,
there wilt be an increase in the maximom potential bonus as noted in the section on
performance related bonus below. It is also proposed to introduce a share option scheme
for which shareholder approval will be sought at the Annual General Meeting. It is
intended that, in the normal course, the scheme should be operated in any given year as
an alternative to the existing restricted share plan. Details of the scheme are contained in
the notes accompanying the Notice of Meering.

Erecuiive Preckons
The remuneration package of the Executive Dirgctors comprises:

i Salary and benefits — these are based on surveys conducted by its remuneration
consultants and reviewed annually by the Committee.

i Performance related bonus - annual performance related bonuses are awarded in
accordance with an incentive bonus scheme for Executive Directors and based on the
achievement of overall corporate and individual objectives established by the Committee.
The maximum bonus achievable under the scheme for Executive Directors is 40% of basic
salary. The average bonus paid to Executive Directors over the last three years has been
18% of salary. From 2002, the cash bonus payable up to a2 maximum of 40% of salary will

be matched by an award of shares of an equivalent amount deferred for a period of three
years.

i#f Long-Term Incentive Plan — a restricted share plan for Executive Directors, as approved
by shareholders 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 are subject to challenging performance criteria 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 Committee requires
participants in the Plan to provide 2 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 2000 has been one share for every four
shares awarded. The eventual number of shares, if any, which participants may receive is




arntiive Tirantors oowtinyerd
dependent upon the achievement of the performance conditions of the Plan over a three
year period. 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 above the Retail Prices Index; and

(B} the Company's total shareholder return (share price growth and dividends paid) must
be at least equal to that of the company ranked at the 13th position (reading from the
bottom) of a list of 25 companies in the FT-SE classified as ‘Utilities’,

As the above performance criteria were not met in respect of the 1997 awards, no shares
vested and it is anticipated that a similar situation will apply to the 1998 awards.

For the 1999 and 2000 awards the performance condition was:

the total shareholder return achieved by the Company in the performance period must
be greater than that of the company at or nearest 1o (but not above) the S0th percentile
position of the comparator group.

A condition relating to the Company’s ¢arnings per share was not applied in 1999 or 2000
because the Committee had regard to the impact of the Final Determination by the Director

General of Water Services in respect of price limits for South West Water Limited and
curcent market practice,

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

ir Provision for pension — Executive Directors patticipate in the Pennon Group Pension
Scheme and the Pennon Group Executive Pension Scheme. 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 normal 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 Barnings 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 applied. Executive Directors included
in the unapproved pension arrangement receive payments equivalent to the tax liability
which arises in respect of Company contributions to the Supplementary Pension Scheme.

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

In determining remuneration 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 service agreements,
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Erolonenrs of Direciors

WOLNE

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

Payments celated
Performance Other to supplementary
Salary/fees bonuses emoluments pension Total 2001 Total 2000
£000 5000 £000 5000 £000 £000
Non-executive Chairman
K G Harvey 118 - 16 - 134 132
Executive Directors
R J Baty 143 40 14 - 197 160
C 1] H Drummond 143 25 14 29 211 181
K L Hill 149 40 14 12 215 192
Non-executive Directors
Sir Geoffrey H Chipperfield 30 - - - 30 25
A T Fletcher 40 - - - 40 40
Ms K M H Mortimer 22 - - - 22 -
B A O Hewett (retired 29 July 1999) - - - - - 12
S M Yassukovich (retired 31 March 2000} - - - - - 27
645 105 58 41 849 769

Other emoluments include car benefit and health cover,
The remuneration of Non-executive Directors is determined by the Board taking account of independent surveys of comparable

appointments by remuneration consultants, the Monks Parinership. Non-executive Directors do not vote on any resolutions submitted as
part of this process.

Dirsctors’ pnsicns

Defined benefit pensions accrued and payable on retirement for Directors holding office during 2000/01 are shown in the table below:

Increase in accrued pensicn Increase in transfer value Accrued pension entitlement

during 2001 {net of inflation) (net of inflation) at 31 March 2001

@ b 4

000 000 £000

R ] Baty 2 22 96
C 1] H Drummond 9 113 32
K L Hill 2 33 95

Column & above is the increase in accrued pension during 2000/01 (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 accrued pension at the start of the year,

Column & is the increase in the transfer value of column 4. 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 normal retirement age.




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 accrued pension totals.

Directors have the option to pay additional voluntary contributions; neither the contributions nor the resulting benefits are included in the
table shown on the previous page.

Diregtors: shers rfsvests
(a) Shareboldings

The number of shares of the Company in which Directors held beneficial interests at 31 March 2001 and 31 March 2000 (or date of
appointment if later) were:

2001 2000 2001 2000
R ] Baty 23,132 16,189 K G Harvey 2,350 3,180
Sir Geoffrey H Chipperfield 2,500 2,500 K L Hill 22,246 19,017
€ 1] H Drummond 12,516 8,076 Ms K M H Mortimer - -
A T Fletcher 1,424 1,321

Messrs R J Baty and C 1] H Drummond acquired an additional $8 and 38 shares respectively on 6 April 2001 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 shares on 6 April 2001 as follows:

R J Baty 912 K G Harvey 45
C 1] H Drummond 899 K L Hill 1,062
A T Fletcher 28

No Director had any interest in the shares of any subsidiary undentaking during the year,
(¥) Restricted Share Plan
In addition to the above beneficial interests, at 31 March 2001, the following Directors had a contingent interest in the number of shares

shawn, representing the maximum number of shares to which they would become entitled under the Group's Long-Term Incentive Plan
if all of the relevant performance criteria were met:

Date of September September September 2001 2000

conditional award: 1998 1999 2000 Total Total

R ] Baty 9,558 10,314 17,954 37,826 27821
C 1] H Drummond 9,558 10,314 17,954 37,826 27,821
K L Hill 9,852 10,683 18,612 39,147 29,067

©n the basis of the financial results for the year ended 31 March 2001, It is not anticipated that any of the shares under the 1998 awards will
vest, as the performance criteria have not been met.
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(c} Execuiive Share Option Scheme

No options have been granted under the Executive Share Option Scheme since 1995 and, following the exercise of their outstanding options
in May 1999, no Director now holds any options under the Scheme,

(d) Sbaresave Scheme

Options to subscribe for shares of the Company under the Sharesave Scheme as at 31 March 2001 and 31 March 2000 were:

Grat date 1997 2000 2001 2000
Subscription price 556p 461p Total Total
R J Baty -~ 1,260 1,260 3,475
C 1) H Drummond -~ 2, 2,101 1,753
K L Hill 1,241 1,260 2,501 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 share. At that
date, the market price of the shares was 473p per share.

Messrs R J Baty and € 1] H Drummond also exercised options under the Scheme on 1 September 2000 over 701 and 1,753 shares
respectively at an option price of 556p per share. At that date, the market price of the shares was 617p per share.

Options over 1,335 shares at an exercise price of 775p per share granted to Mr K L Hill in 1998 lapsed during the year.
The exercise dates of the above options are shown in note 23 o the financial statements.
(e) Share price

The market price of the Company’s shares at 31 March 2001 was 599p (2000 465p) and the range during the year to that date was 465p to
755p (2000 370p to 1,126.5p).

R S N

By Order of the Board
K D WOODIER, Company Secretary | 21 June 2001
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The Board of Pennon Group Plc is committed to high standards of corporate governance and is accountable to the Company’s
sharcholders for those standards.

This Statement sets cut how the principles of corporate governance contained in Section 1 of the Combined Code autached 1o the UK Listing
Authority Rules are applied by the Company in practice, Throughout the year, the Company has complied with the provisions of the
Combined Code.

Roard of Hrectorns

The Board of Directors currently comprises three Executive Directors and four Non-executive
Directors. Ms K M H Mortimer was appointed a Non-executive Director on 1 May 2000. The
Nen-executive Directors are regarded as independent and Sir Geoffrey Chippetfield is the
appointed senior Non-executive Director. The biographies on page 17 demonstrate a broad
range of business and financial experience and there is a clear separation in the roles of
Chairman and the Chief Executives of South West Water Limited and Viridor Limited. All
Directors are subject to re-election 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 statements, acquisitions and disposals, major items of
capital expenditure, authority levels for other expenditure, risk management and approval of
the Strategic Plan and annual operating budgets.

Directors have access to the advice and services of the Company Secretary and the Board has
established a procedure whereby any Director, in order to fulfil their duties, may seek

independent professional advice at the Company’s expense. The training needs of Direciors
are reviewed on a regular basis,

All Directors are equally accountable for the proper stewardship of the Group's affairs with
the Non-executive Directors having a particular responsibility for ensuring strategies
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

fulfit a key role in corporate accountability through their membership of various Committees
of the Board as set out below.

Rudnt Dommitie

The Audit Committee, consisting of Non-executive Directors, Mr A T Fletcher and Ms KM H
Mortimer under the chairmanship of Sir Geoffrey Chipperfield, meets at least four times a
year, Its Terms of Reference cover the points recommended by the Combined Code. The
Group Director of Finance attends by invitation and the Company’s auditors have the right
of direct access to the Committee without the presence of any Executive Director.

Ramuneration Jcumittee

The Remuneration Committee comprises three Non-executive Ditectors being Mr A T
Fletcher, who chairs the Committee, Sir Geoffrey Chipperfield and Ms K M H Mortimer. 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 decistons concerning their own
remuneration. The report on remuneration policy and remuneration appears on pages 18 to 22,

Homdnation Co

The Nomination Committee is chaired by Mr K G Harvey and also comprises Sir Geoffrey
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.
Consultarts are used in the recruitmemn process.
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Erndronment Conmivipe

The Environment Committee is chaired by Mr B A O Hewett (a co-opted member of the
Committee and former Non-executive Director of the Company} and also comprises the Chief
Executives of South West Water Limited and Viridor 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 targets.

Compliance Coueelitee

The Compliance Committee is chaired by the Company Secretary, Mr K D Woodier and
comprises all of the Executive Directors and the Head of Personnel. It meets five times a year
and is responsible for reviewing the systems to manage risk and the effectiveness of the
Group's internal control procedures including financial, operational and compliance controls.

Tpennal oordcg

The Board has overall responsibility for the Group's systems of internal controls and for
reviewing their effectiveness. These systems are designed to manage rather than to eliminate
the risk of failure to achieve business objectives and, as is the case with any such systems,
can only provide reasonable and not absolute assurance against material misstatement or loss.

Throughout the year and during the period prior to signature of this statement on 21 June
2001, the Board has operated procedures meeting the requirements of the Combined Code
relating to internal control as set out in the guidance ‘Internal Control : Guidance for Directors
on the Combined Code’ issued in September 1999, As part of these procedures the Board has
formalised a risk management policy which provides for the identification of key risks in
relation to the achievement of the business objectives of the Group. The Board and the Audit
and Compliance Committees review internal control and risk management policies regularly

to ensure that they are appropriate to the needs of the Group and with a view to achieving
best practice in this area.

Prior to the commencement of the year under review, a full risk and control assessment was
undertaken by the management of each business to idemtify financial and non-financial risks.
Since April 2000, each business unit management committee has received as part of its regular
management reports an enhanced and focused assessment of key risks against corporate
objectives. The Board and the Compliance Committee receive regular reports throughout the
year on key risk areas, Specifically, as part of the risk management policy, all senior managers
are required to centify on an annual basis that they have established effective controls to
manage fisks and to operate in compliance with legislation and Group procedures. As part
of the strategic planning process, the Board reviews corporate objectives and the key risks to
the achievement of those objectives., All of these processes serve to ensure that a culture of
effective control and risk management is embedded within the organisation and that the
Group is in a position to react appropriately to new risks as they arise.

Internal financial control is achieved through a framework which comprises:

(a) a clearly defined structure which delegates authority, responsibility and accountability,
including responsibility for internal financial control, to management of operating units;

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

e ———,———




{¢) documented financial control procedures, managers of operating units are requited o
confirm annually that they have adequate financial controls in operation and to report all
material areas of financial risk; 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 Committee regularly reviews the operation and effectiveness of this framework. It
is supported in this role by the Group’s Internal Audit department which conducts reviews of
financial systems, business unit operations and compliance with Group policies.

GOLNGT SONCERT,

The Directors consider, after making appropriate enquiries, that the Company and the Group
have adequate resources to confinue in operational existence for the foreseeable future. For

this reason they continue to adopt the going concern basis in preparing the financial
statements.

DEvactos’ respenadiiliny stabement
The Directors are required by the Companies Act 1985 to prepare financial statements for
each 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 to be applicable have been
followed,

The Directors have responsibility for ensuring that accounting records are kept which disclose
with reasonable accuracy the financial position of the Company and the Group 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 irregularities.

Felavions with sherdhwldors

The Company maintains a regular dialogue with its institutional shareholders 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.

AN RN

By Order of the Board %

K D WOQODIER, Company Sectetary | 21 June 2001
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The information which is required to be included in the Directors’ Report can be found on the following pages:

Charitable donations (Note: No political donations were made)

11
Directors 17, 18, 20
Employment policies 8
Financial results and dividend 12,13, 14
Future developments 2
Policy on payments to suppliers 16
Principal activities Inside front cover
Principal subsidia.ric; 56
Research and development 7,38
Substantial shareholdings 63

IS el

By Order of the Board ~—Sar—

K D WOODIER, Company Secretary | 21 June 2001
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clal statements
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Aulivos regorcto e sereholders of Dermon Growg Plo

We have audited the financial statements on pages 28 to 61 (including the additional
disclosures on pages 18 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 31 to 35.

Regnecrive ragoneiigl

The Directors are responsible for preparing the Annual Report. As described on page 25,
this includes responsibility for preparing the financial statements, in accordance with
applicable United Kingdom accounting standards. Our responsibilities, as independent
auditors, are established in the United Kingdom by statute, the Auditing Practices Board,

the Listing Rules of the Financial Services Authority and our profession’s ethical guidance.




We report to you our opinion as to whether the financial statements give a true and fair
view and are properly prepared in accordance with the United Kingdom Companies Act.
We also repott to you if, in cur opinion, the Directors’ report is not consistent with the
financial statements, if the Company has not kept proper accounting records, if we have
not received all the information and explanations we require for cur audit, or if information

specified by law or the Listing Rules regarding Directors’ 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 material
inconsistencies with the financial statements.

We review whether the statement on pages 23 to 25 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
risk and control procedures.

biocenadcon

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 staternents. It also includes an assessment of the
significant estimates and judgements made by the Directors in the preparation of the
financial statements, and of whether the accounting policies are appropriate to the
Company’s circumstances, consistently applied and adequately disclosed.

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

evaluated the overall adequacy of the presentation of information in the financial
statements,

Opindon

In our opinion the financial statements give a true and fair view of the state of affairs of the
Company and the Group at 31 March 2001 and of the profit and cash flows of the Group

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

Pm_v, Hc\.t'a.-k.a-n.uz.coa s =
PRICEWATERHOUSECOOPERS, Chartered Accountants and Registered Auditors
Bristol | 21 June 2001
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for the vear snded 31 RMarch 2001

2000
Restated
2001 {note 4)
Notes sm im
Tirnove
Continuing operations 412.1 427.6
Discontinued operation 23.0 39.4
Total turnover 2 435.1 467.0
Operating costs 3 307.0) (299.9)
Sroup oporaiing proft
Continuing operations 127.6 165.5
Discontinued operation 0.5 16
Total Group operating profit 2 128.1 167.1
Share of operating loss in associate 0.4) 0.4)
Total operating profit 127.7 166.7
Loss on disposal of discontinued operation 1) -
Net interest payable (51.4) (45.1)
Frofit on ordivary aciivities hetore lavalion 2 74.2 1216
Tax on profit on ordinary activities 6 - 5.0)
Profit vn vrdingey activities afier fanation 74.2 116.6
Dividends 8 (49.4) (65.1)
Retarned profil ranstorved 1o resorves 24 24.8 51.5
Earnings por shave 9
Before exceptional item:
Basic earnings per share 56.0p 85.8p
Diluted earnings per share 55.9p 85.4p
After exceptional item:
Basic earnings per share S54.4p 85.8p
Diluted eatnings per share 54.3p 85.4p
ividend por sharg 8 36.0p 47.8p
for the year ended 21 March 2001
2001 2000
Notes Am fm
Fraft on ordinary activities after Lagadion 74.2 116.6
Currency retranslation differences on foreign currency net investments 24 0.2 Qaun
Totaf gains and lusses recognised for the year 74.4 115.5

There were no recognised gains or losses for the Company, other than profit for the year, in 2001 or 2000.
The notes on pages 31 to 61 form pant of these financial statements.
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at 31 hMarch 2001

Group Company
2001 2000 2001 2000
Notes &m &m &m £m
Fined asseis
Intangible assets 12 24.7 233 - -
Tangible assets 13 1,798.5 1,711.2 0.3 0.3
Investments 14 3.1 2.1 744.5 7487
1,826.3 1,736.6 744.8 749.0
Carrent Busets
Stocks 15 13.9 15.1 - -
Debtots: amounts falling due
after more than one year 14 7.1 84 161.8 1625
Debtors: amounts falling due
within one year 17 82,2 100.1 35.1 14.8
Investments 18 61.4 35.5 - -
Cash at bank and in hand 3.7 38 - -
168.3 162.9 196.9 177.3
Current labifides
Creditors: amounts falling due
within one year 19 (217.3) (217.5) {111.2) (116.9)
Npt current (Hebiftiesdisssels (49.0) (54.6) 85.7 60.4
Fotal assets fess current fabhilities 1,777.3 1,682.0 830.5 809.4
Creditors: amounts falling due
after more than one year 20 (727.9) (664.5) (268.7) (272.9
Provisions for liabilities and charges 21 (22.8) (24.3) - -
Deferred income 22 (49.0) 499 - -
Mgt assets 2 977.6 943.3 561.3 536.5
Lapitaf and reseryes
Called-up share capital 23 136.9 1363 136.9 136.3
Share premium account 24 151.3 148.6 1513 148.6
Other reserves 24 - - - 3.1
Profit and loss account 24 689.4 658.4 273.6 248.5
Eharehoidare’ finds 25 977.6 943.3 561.8 5365

The notes on pages 31 to 61 form part of these financial statements.

Approved by the Board on 21 June 2001 and signed on its behalf by:




for the vear ended 31 March 2001

Farngon Group Pic 2007 §

2001 2000

Notes &m £m

Cash inflove o operating aciivities 32a 205.0 2163
Heturne on invesimenis and seevicing of fhwace 32b (39.9) 10.1)
Thuation (0.3) s,
Capital enpenditure and Bnanciai investmen 32b (153.2) (140.6)
Awmpuisitfons and disposals 32b 12.¢ 0.5
Eguity dividends paid (65.3) (48.7
Cash (outflow)/inflow before use of liquid tesources and financing (41.7) 1.5
Management of fguid resouress 32b (25.2) 208
financing 3h 65.6 (27.4)
USeirease i cash iy year .3 6D




lotes 10 the
thancial ¢

Pegpnpon Group Pie "“‘)_{

The following paragraphs describe the main policies:
a Accounting conveniion

The financial statements have been prepared under the historical cost convention and in
compliance 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 1h below.

& Basis of consolidation

The Group financial statements include the results of the Company and its subsidiary
undernakings, each made up to 31 March 2001, together with the attributable share of
results and reserves of associated underiakings on the basis of thetr latest financial

statements. The results of subsidiary and associated undertakings acquired or disposed of
during the vear are inciuded 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 Intangible fixed assets and amoritisation

i 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 amorntised evenly over that period. Previously such

goodwill arising on acquisitions was written off directly to Group reserves,

When a subsidiary or associated undenaking is sold the profit or loss on disposal is

determined after including the attributable amount of unamortised goodwill or the goodwill
previously written off to Group reserves.
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1.acosrting policdes continued
e Intangible fixed assets and amoritisation continued

if Licences

Expenditure on licences acquired is included at cost and is amortised evenly over its useful
economic life.

S Tangible fixed assets and depreciation

i Infrastructure assets (being mains and sewers, impounding and pumped raw water

storage reservoirs, dams, sludge pipelines and sea outfalls)

Infrastructure assets comprise a network that, as a whole, is intended o 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 ar 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

Landfill sites are included at cost less accumulation 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,

iti Other assets (including properties, overground plant and equipment)
Other assets are stated at cost less accumulated depreciation.

Freehold land is not depreciated. Other assets are depreciated evenly over their estimated

economic lives, which are principally as shown opposite.
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J Tangible fixed assets and depreciation continued

Leasehold buildings Over the period of the lease
Freehold buildings 30 — 60 years
Operational structures 40 — 80 years
Fixed plant 20 — 40 years
Vehicles, maobile plant and computers 3« 10 years

Assets in the course of construction are not depreciated until commissioned.,
& Leased assels

Assets held under finance leases are included in the balance sheet 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 liability is recorded
as a creditor, The interest element of the rental costs is charged against profits, using the
actuarial method, over the period of the lease.

Rental costs arising under operating leases are charged against profits in the year they are
incurred.

b Grants and coniributions

Grants and contributions receivabie in respect of capital expenditure on non-infrastructure

assets are included in the balance sheet as deferred income and are released to profits over
the depreciable lives of the assets to which they relate.

Grants and contributions receivable relating to 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 to be shown at cost and hence grants and
contributions as deferred income. This departure from the requirements of the Companies

Act 1985 is, in the opinion of the Directors, necessary for the financial statements to show

a true and fair view as while a provision is made for depreciation of infrastructure assets,
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£ Grants and contributions continued

these assets 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 reaunent on the

value of tangible fixed assets is disclosed in note 13.

Grants and contributions recelvable in respect of expenditure charged against profits in the

year have been included in the profit and loss account.
{ Investments

Listed investmenis held as current assets are stated at the lower of cost and net realisable
value,

Short-dated unlisted securities held as current assets are stated at cost plus accrued income.
§ Stocks

Stocks are stated at the lower of cost and net realisable value. Cost includes labour,
materials and an element of overheads.

k Pension costs

The expected cost of pensions in respect of the Group’s defined benefit pension schemes
is charged against profits so as to 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.

I R ch and development expenditure

Research and development expenditure is charged against profits in the year in which it is
incurred.
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m 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 liability
or asset will crystallise in the foreseeable futare.

n Foreign currency

Assets 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 retranslaton of
the opening net investment in overseas enterpriscs 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 restoration and environmental costs

Provisions for restoration, aftercare and environmental contrel costs are made when an
obligation arises, Where the obligation recognised as a provision gives access to future

economic benefits a tangible fixed asset is recognised. Provisions are otherwise charged
against profits.

Where the effect of the time value of money is material the current amount of the provision
is the present 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 Financial instruments

Derivative financial instruments are 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,
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& Ssemeral analysis

By class of business

Turnover Group operating profit Profit before tax
2001 2000 2001 2000 2001 2000
Sm &m sm sm sm £m
Water and sewerage business 251.4 2814 107.3 146.8 67.0 108.0
Less: Intra-group trading (.2) (1.2} - - - -
250.2 280.2 107.3 146.8 67.0 108.0
Non-regulated businesses:
Viridor businesses:
Waste management 106.1 1006 13.1 15.2 11.7 14.0
Instrumentation 54.9 49.6 4.8 29 4.9 29
Construction services 37.1 56.0 0.5 1.6 0.4 14
Property and other 5.7 0.7 24 0.1 2.5 0.2
Total Viridor 203.8 206.9 20.8 19.8 19.5 18.5
Other non-regulated businesses 6.1 6.8 - 0.5 {10.2) 4.9
Less: Intra-group trading (25.0) (26.9) - - - -
Before exceptional item 184.9 186.8 20.8 20.3 9.3 13.6
Exceptional item:
Discontinued operation
disposal loss - - - - (2.1) -
After exceptional item 184.9 186.8 20.8 20.3 7.2 13,6
Group totals 435.1 467.0 128.1 167.1 74.2 121.6
Net assets Employees
(average number)
2001 2000 2001 2000
sm L8
Water and sewerage business 1,007.0 1,000.4 1,537 1,438
Non-regulated businesses;
Viridor businesses:
Waste management 85.9 90.4 453 438
Instrumentation 49.6 48.3 495 556
Construction services - 5.4 617 337
Property and other 3.2 28 4 4
‘Total Viridor 138.7 146.9 1,569 1,835
Other non-regulated businesses (161.5) (197.2) 51 53
Total non-regulated businesses (22.8) (50.3) 1,620 1,888
Intra-group trading (6.5) %8 - -
Group totals 977.6 943.3 3,157 3,526




A Seememtal aralysiz comtinned
By class of business continued
Water and sewerage business comprises the regulated water and sewerage services undertaken by South West Water Limited.

Net liabilities 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 thereon.

By geographical origin

Turnover Group operating profit

2001 2000 2001 2000

im im Sm sm

United Kingdom 388.4 428.8 122.7 163.4
Continental Europe 18.6 14.1 1.6 0.5
Americas 28.1 24.1 3.8 32
435.1 467.0 128.1 167.1

By geographical destination

Turnover Group operating profit

2001 2000 2001 2000

Sm £m sm im

United Kingdom 383.5 4234 123.5 164.1
Cantinental Europe 7.6 6.9 0.3 0.2)
Americas 32.3 267 3.9 33
Other 11.7 10.0 0.4 0.0
435.1 467.0 128.1 1671

Intra-group trading arose in the United Kingdom.

Net assets and profit before tax are oot separately disclosed by geographical origin and destination since they are substantially located in
the United Kingdom.

The employee numbers include 382 working outside the United Kingdom (2000 403).

The construction setvices segment, which substantially operated in the United Kingdom, was discontinued during the year (note 4). lntsa-

group turnover by this discontinued operation to the date of disposal was £14.1 million (2000 £16.6 million).
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Continuing  Discontinued Total Continuing ~ Discontinued Total
operations operation 2001 aperations operation 2000
£m &m sm Sm &m £m
Manpower costs (note 10) 56.5 74 63.9 57.3 12,9 70.2
Raw materials and consumables 40.0 4.9 44.9 313 7.8 39.1
Rentals under operating leases:
Hire of plant and machinery 3.6 0.2 3.8 35 0.2 37
Cther operating leases 2.0 - 2.0 2.1 - 21
Research and development expenditure 3.3 - 3.3 41 - 41
Auditors’ remuneration 0.4 - 0.4 04 - 0.4
Other external charges 45.1 85 53.6 444 14.8 59.2
Amortisation of intangible fixed assets 14 - 1.4 1.2 - 1.2
Depreciation:
On owned assets 53.0 0.6 53.6 43.2 1.0 44.2
On assets held under finance leases 11.8 0.3 12,1 12.6 0.5 13.1
On assets held under defeased finance leases 47 - 477 36 - 36
Profit on disposal of tangible fixed assets ©.n - 0.7) .5 €0.2) 0.7
Deferred income released to profits a2 - .2 a2 - (1.2)
Other operating charges 64.6 0.6 65.2 60.1 0.8 60.9
284.5 22.5 307.0 262.1 37.8 209.9

Fees payable to the Company's auditors for non-audit work, mainly in connection with taxation advice, amounted 1o £0.2 million
(2000 £0.2 million).

4 Loss on Slsposal of Esountinued operation

2001 2000
im &m
Loss on disposal of discontinued operation 2.1 -

The loss on the disposal of the discontinued operation relates to the sale of the Company’s interest in the ordinary share capital of T' J
Brent Limited and its Copa Products division, which had comprised the Group's construction services segment. The loss on disposal, which
is an exceptional item reported after operating profit, is after charging £6.6 million of goodwill previously written off to reserves on
acquisition. An analysis of net assets sold is shown in note 32f. The tax charge was not affected by the business disposal loss.

The results of T J Brent Limited, and its Copa Products division, up to the disposal date are shown as a discontinued operation. The
comparatives in the profit and loss account have similarly been restated.
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2001 2000
sm m
Interest payable:
Bank loans and overdrafts (16.9) 17.5
Other loans {16.9) (17.0)
Interest element of finance lease rentals (20.1) (14.9)
Other finance costs (2.3) (0.3)
(56.2) (49.7)
Interest receivabie:
Listed redeemable securities 0.6 0.6
Other investments (as defined in note 18) 4.2 4.2
4.8 48
Unwinding of discount in provisions (0.6) (0.6)
Gain on defeasance of finance leases 0.6 0.4
Net interest payable (51.4) 4s.1)

The gain on defeasance of finance leases results from the in-substance early extinguishment (defeasance) of obligations under finance
leases. South West Water Limited has:

a utilised finance lease facilities for certain water and sewerage business tangible fixed assets; and

b deposited amounts, equal to the present value of rental obligations arising from those finance leases, with United Kingdom financial institu-
tions, to counter-indemnify the letters of credit issued by those financial institutions to the lessors in order to secure those rental obligations.

These deposited funds, which totalled £144.9 million at 31 March 2001 (2000 £143.9 million), together with interest earned thereon, may
be used to settle the rental obligations under those finance leases. If the finance leases terminate due 10 the insolvency of the financial
institutions which have issued 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 Directors’ assessment of likely outcomes, for possible future costs arising from such variations in arriving at the
gain recognised.

A gain of £0.6 million {2000 £0.4 million) has been recognised, equivalent 1o the difference between the finance lease proceeds and the

funds deposited with financial tnstitutions to cover rentals arising therefrom, after deferring income in recognition of possible rental
variations as follows:

2001 2000

£m &m

Gain on defeasance of finance leases 1.0 0.5
Less: Deferred income (note 22) 0.4) ©.1n

0.6 0.4
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6 Tax o profit on o

2001 2000
m &m
United Kingdom taxation:
Corporation tax at 30%:
Prior year - 148
Advance corporation tax:
Previous year utilisation - (10.5)
Overseas taxation - 0.7
- 5.0

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

The corporation tax charge for 2001 benefits from actions in 2000 and 1999 to utilise all the advance corporation tax charged against profits

in previous years.

ToRPeofin of parent SougaTny

2001 2000
sm £m
Profit on ordinary activities after taxation dealt with in the accounts of the parent company 72.6 74.6

As permitted by section 230 of the Companies Act 1985, no profit and loss account is presented for the Company.
2001 2000
sm &m
Interim dividend of 11.6p (2000 15.4p) per share paid 6 April 2001 15.9 21.0
Proposed final dividend of 24.4p (2000 32.4p) per share payable 1 October 2001 33.5 44.1
49.4 65.1




4 Hevnings poe share

2001 2000
Profit Earnings per share Profit Earnings per share
afer tax Basic Diluted after tax Basic Diluted
$m P P sm p p
Before exceptional item 76.3 56.0 55.9 116.6 85.8 85.4
Exceptional item:
Discontinued operation disposal loss 21 (1.6) (1.6) - - -
After exceptional item 74.2 54.4 54.3 116.6 858 85.4

Earnings per share before the exceptional item in 2001 have been calculated to show the impact of that item on the results, as exceptional
items can have a distorting effect on earnings from year to year and thercfore 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 136.3 million (2000 135.9 million).

Ali 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 issue during the year, taking account ¢of the
dilutive effect of share options, was 136.6 million (2000 136.5 million).

10 Bmplovess sod emplovment oosts

The average number of persons (including Directors) employed by the Group was 3,157 (2000 3,526), including 617 for the discontinued
operation (2000 837).

Employment costs comprise: Confinuing Discentinued Total Continuing Discontinued Total
operations operation 2001 aperzlions operation 2000
S im Sm S £m £
Wages and salaries 601 105 70.6 60.3 15.8 76.1
Social security costs 5.8 0.9 6.7 5.9 1.4 73
Pension costs (note 307 1.6 - 1.6 1.4 - 1.4
Total employment costs 67.5 11.4 78.9 67.6 17.2 848
Charged as follows:
Manpower costs (note 3) 56.5 7.4 63.9 57.3 12.9 70.2
Research and development expenditure 27 - 2.7 23 - 23
Restructuring provision 1.2 - 1.2 1.7 - 1.7
Capital schemes 71 40 11.1 6.3 43 10.6

67.5 11.4 78.9 676 17.2 84.8
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2001 2000
5000 £0600

Executive Directors:
Salary 435 425
Performance bonus 105 37
Other emoluments 42 39
Payments in respect of tax liability from supplementary pension arrangements 41 32
Non-executive Directors 226 236
Total emoluments 849 769

The emoluments of the highest paid Director, including gains on the exercise of share options, were £215,000 (2000 £436,000).
Total gains made by Directors on the exercise of share options were £4,000 (2000 £601,000).
Total emoluments include £263,000 (2000 £219,000) payable to Directors for services as directors of subsidiary undentakings.

At 31 March 2001 and 31 Macch 2000 retirement benefits were accruing to three Directors under defined benefit pension schemes. The
accrued pension entitlement at 31 March 2001 under defined benefit schemes of the highest paid Director was £25,000 (2000 £91,000).
No pension contributions were payable to defined contribution schemes in 2001 or 2000.

More detailed information concerning Directors’ emoluments, shareholdings and share options is shown in the repont on remuneration
policy and remuneration on pages 18 (o 22.

. mtengidle Bwed asseis

Group
Total
Goodwill Licences 2001
£m im im
Caost:
At 1 April 2000 25.0 - 25.0
Additions - 10 1.0
Currency retranslation 1.8 - 1.8
At 31 March 2001 26.8 1.0 278
Amorisation:
At 1 April 2000 1.7 - 1.7
Charge for year 13 01 L4
At 31 March 2001 30 01 3.1
Net book value:
At 31 March 2001 23.8 0.9 24.7
At 31 March 2000 233 - 23.3

Intangible fixed assets are amortised evenly over their useful economic life. For goodwill this is twenty years and for licences five years.




I3, Tagiltls fized assets

Flxed and
mobile plant, Group Company
Land and Infeasiructure Operational vehicles and Construction Total Total
buildings assets properties computers in progress 2001 2001
Em im sm £m £m sm sm
Cost:
At 1 April 2000 142.0 8428 465.0 6225 70.1 2,142.4 0.4
Arising on acquisition 0.9 - - - - 0.9 -
Additions 75 488 12.0 33.8 64.4 166.5 0.1
Grants and contributions - 1.8 - - - (1.8) -
Business disposal (1.2) - - 0.2 - (10.4) -
Disposals Q@7 e 20.2) (37.4) - (60.9) {0.1)
Transfers 1.2 2.9 17.0 17.0 (38.1) - -
Currency retranstation 0.4 - - 0.5 - 0.9 -
Al 31 March 2001 148.1 8921 473.8 627.2 96.4 2,237.6 0.4
Depreciation:
At 1 April 2000 36.9 75.5 100.4 218.4 - 431.2 0.1
Charge for year 10.4 129 9.1 39.7 - 72.1 0.1
Business disposal ©.3) - - &7 -~ (7.0) -
Disposals 0.7 0.6 (20.2) (36,1) - (57.6) (0.1)
Currency retranslation - - - 0.4 - 0.4 -
At 31 March 2001 46.3 87.8 89.3 215.7 - 439.1 0.1
Net book value:
At 31 March 2001 0.8 804.3 3845 4115 964 1,798.5 0.3
At 31 March 2000 105.1 7673 3646 404.1 701 1,711.2 0.3
Assets held under finance leases
included above:
Cost: At 31 March 2001 - 118 226.9 143.7 11.1 393.5 -
Depreciation: Charge for year - 0.1 36 8.4 - 12.1 -
Depreciation: At 31 March 2001 - 0.1 23.1 64.9 - 88.1 -
Assets held under defeased finance
leases included above:
Cost: At 31 March 2001 - 77.6 69.9 325 - 1800 -
Depreciation: Charge for year - 1.2 1.2 2.3 - 4.7 -
Depreciation: At 31 March 2001 - 33 4.0 6.5 - 13.8 -

Tangible fixed assets of the Company comprise fixed and mobile plant, vehicles and computers.
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13 Temglie Sued amsets condined

The cost of land and buildings and of operational properties includes non-depreciable land of £2.4 million (2000 £1.7 million) and £9.3
million (2000 £8.9 million) respectively.

The net book value of land and buildings comprises:

2001 2000

£m &n

Freehold 62.0 62.8
Long leasehold 0.8 08
Shortt leasehold 39.0 415
101.8 105.1

The net book value of infrastructure assets is stated after deducting £44.3 million (2000 £42.5 million) grants and contributions,

The net book value of infrastructure assets includes £5.9 million (2000 £4.0 million) for the accumulated difference between expenditure
on maintaining operating capacity and depreciation charges. Expenditure in the year was £14.8 million (2000 £8.7 million).

Disposals during the year include the impact of a data cleansing review of tangible fixed assets records which was undertaken in connection

with the introduction of a new computer system in the water and sewerage business. This resulted in the identification of a number of
fully wiitien down assets which were no longer in use.

Out of the total depreciation charge for the Group of £72.1 million (2000 £62.6 million), the sum of £1.7 million (2000 £1.7 million) has
been charged to capital projects and £70.4 million (2000 £60.9 million) against profits.

ot pEuet Investments

Total
Subsidiary Qwn Other investments
undertakings shares investments 2001
&m &m sm sm
Group
Cost:
At 1 April 2000 - 15 0.6 2.1
Additions - 0.6 0.5 1.1
Provision for impairment - .1 - 0.1
At 31 March 2001 - 2.0 1.1 3.1
Company
Cost:
At 1 April 2000 7482 05 - 748.7
Additions 7.6 04 0.5 8.5
Disposals 12n - - az.n
At 31 March 2001 743.1 0.9 0.5 744.5

All investments are in shares except other investments for the Group which includes £0.6 million loans at 31 March 2001 and 2000.

The transactions by the Company during the year in subsidiary undertakings primarily arose from the disposal of the construction services
segment.




14, Fixed asssd Lnveostawmbs  cowifisnie

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 18 to 22.

During the year the trustees of the Employee Share Ownership Plan purchased 78,000 of the Company’s ordinary shares (2000 139,000)
financed through non-interest bearing advances made by sponsering Group companies. The market value of the 471,000 shares held as
Group investments at 31 March 2001 was £2.8 million (2000 £1.8 million). 174,000 of those shares (2000 131,000) held as Company
investments had 2 market value of £1.0 million at 31 March 2001 (2000 £0.6 million). The costs of the incentive scheme are recognised as
a provision for impairment and are charged to profits over the period of its operation, and are included in employment costs.

Details of principal subsidiary and associated undertakings of the Group are set cut in note 29,

18, grooks

Group Company
2001 2000 2001 2080
sm £m Lm m
Raw materials and consumables 7.8 7.2 - -
Work in progress 0.6 36 - -
Finished goods 5.5 43 - -
139 15.1 — -
IE, Debtoos smoraets falling dee afier more bh VR
Group Company
2001 2000 2001 2000
sm 4m &m sm
Amounts owed by subsidiary undertakings - - 160.6 161.2
Other debtors 1.1 1.2 1.1 11
Prepayments for pension costs 6.0 7.2 0.1 0.2
71 8.4 161.8 162.5
L7 Ugbbam amounts felling dw within oe yaaw
Group Company
2001 2000 2001 2000
S0 sm £m EY
Trade debtors 55.5 70.6 - -
Amounts owed by subsidiary undertakings - - 34.7 14.0
Other debtors 6.7 5.7 0.2 0.2
Prepayments for pension costs 1.8 1.6 0.1 0.1
Other prepayments and accrued income 16.9 20.7 0.1 0.5
Tax recoverable 13 15 - -
82.2 100.1 35.1 14.8
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13 Qurnmrt asest investments

Group Company

2001 2000 2001 2000

Sm &m £m £m
Listed investments 7.1 9.3 - -

Other investments:

Overnight deposits 06 01 - -
Other 53.7 261 - -
54.3 26.2 - -
61.4 35.5 - -

At 31 March 2001 the market value of listed investments was £7.2 million {2000 £9.3 million).

Other investments include certificates of deposit, variable rate notes, commercial paper and other shont-dated vnlisted securities.

15 Credtoss anounts falling due within one vesy
Group Company
2001 2000 2001 2000
sm £m sm &m
Loans:

Bank loans and overdrafis 3.9 2.4 24.0 15.4

Short-term loans 10.0 038 10.0 -

European Investment Bank loans 121 114 - -
Unsecured loan stock notes 16.4 17.8 16.4 178
42.4 32.4 50.4 33.2

Obligations under finance leases 13.2 9.7 - -
Trade creditors 62.0 54.6 0.2 0.3
Amounts owed to subsidiary undertakings - - 3.6 10.7
Other creditors 17.2 15.2 6.6 6.8

Corporation tax 2.0 17 - -

Foreign tax 0.9 1.6 - -
Other taxation and social security 11.8 13.8 0.3 0.1
Accruals and deferred income 18.4 23.4 0.7 0.7
Interim dividend 15.9 21.0 15.9 21.0
Proposed final dividend 33.5 44.1 33.5 44.1
217.3 217.5 111.2 116.9




& Credhitors: ancants fallirg de afiter nore thon oue yoar

Group Company
2001 2000 2001 2000
£m m s sm
Loans:
Sterling bond 150.0 150.0 150.0 150.0
European Investment Bank loans 62.0 74.1 - -
Other bank loans 110.1 120.1 110.0 120.0
322.1 344.2 260.0 270.0
Obligations under finance leases 405.4 319.8 - -
Amounts owed to subsidiary undertakings - - 8.7 29
Other credijors 0.4 05 - -
727.9 664.5 268.7 2729
21. dexs o ladiinies and oharges
Group
Environmental & landfill Other Total
restoration Restructuring provisions 2001
5m £n im &m
At 1 April 2000 20.3 1.0 30 24.3
Arising in year 23 0.5 0.1 2.9
Released to profits 0.6) - - 0.6)
Utilised during year 2.3) (1.3 0.2 3.8)
At 31 March 2001 18.7 0.2 29 22.8
Environmental and landfill restoration provisions will be utilised over the period from 2002 to beyond 2050. The provisions have been
established assuining curcent waste management technology based upon estimated costs at future prices, which have been discounted to
present value. The restructuring provision principally relates to severance costs, which are expected to be incurred in the next financial
yeat. Qther provisions include onerous operating lease commitments, which will unwind over the period ta 2017, and £1.2 million for the
decommissioning of an operational site in the water and sewerage business in 2004.

Deferred taxation

The maximum potential liability for deferred taxation, for which no provision is considered necessary, was:

Group
2001 2000
£m £m
Tax effect of timing differences due to:
Accelerared capital allowances 217.9 202.7
Other timing differences 4.7 7.3
Maximum potential liability 222.6 2100
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3 income
Finance Forward Finance Forward
lease tnterest wate Group lease interest rate Group
variations swaps Grans and Total variations swaps Grants and Total
(nate 5) (note 27y contributions 2001 (note 5) (note 27)  contributions 2000
im &m £m sm £m sm &m im
At 1 April:
Amount to be released:
After more than one year 7.5 18.2 24.2 49.9 7.4 - 24,7 321
Within one year - - 1.2 1.2 - - 1.2 i2
75 18.2 254 51.1 74 - 25.9 33.3
Additions 04 - - 0.4 0.1 18.2 0.7 19.0
Released to profits - - 1.2 (1.2) - - 1.2 1.2y
At 31 March; 7.9 18.2 24,2 50.3 7.5 18.2 25.4 51.1
Amount to be released:
Within one year - - 1.3 (1.3} - - 1.2 .2y
After more than one year 7.9 18.2 229 49.0 7.5 18.2 24.2 49.9
13 calledayp share ogdtal
2001 2000
im Im
Auifarised
175,000,000 ordinary shares of £1 each 175.0 175.0
Afiptted, called up snd foldy paid
136,948,508 ordinary shares of £1 each (2000 136,345,283) 136.9 136.3
2001 2008
Number Number
Grdinary shaves s¥fotted during the year
For consideration of £0.8 million (2000 £0.8 million) under the Company’s Executive

Share Option Scheme to Directors and senior employees who exercised their options 153,300 176,600

For consideration of £2.5 million (2000 £1.0 million} to Pennon Trustee Limited on

behalf of employees who exercised their options under the Company's Sharesave Scheme 449,925 100,106

603,225 276,706
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Sbare options

Outstanding options to subscribe for shares of 41 each under the Company’s share option schemes are:

Period when Thousands of shares

Dare granted and Performance options normally in respect of which options

Nature of scheme subscription price fully paid targets exercisable outstanding at 31 March
2001 2000

Sharesave 2July 1993 393p - 1998 - 2000 - 34
6Jan 1995  373p - 2000 - 2002 48 308

8 July 1997  556p - 2000 — 2004 242 530

7July 1998 775p - 2001 — 2005 90 226

6 July 1999  825p - 2002 ~ 2006 81 219

5 July 2000 461p - 2003 - 2007 1,099 -

Executive 3 July 1992 418p a 1995 — 2002 2 9
5July 1993 496p b 1996 — 2003 4 45

6Jan 1995  503p ¢ 1998 — 2005 9 115

1,575 1,486

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 2001 there were 1,391 participants in the Sharesave Scheme (2000 1,489) and 2 in the Executive Scheme (2000 24),

Options granted to Directors, included above, are shown in the report on remuneration policy and remuneration on pages 18 to 22.
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TA. Resnrves

Group and
Company share Other reserves Profit and loss account
premium account Group Company Group Company
£m &m £m o &m
At 1 April 2000 148.6 - 3.1 658.4 2485
Retained profit for year - - - 24.8 226
Premivm on shares issued 21 - - - -
Adjustment for shares issued under the Sharesave Scheme
through Employee Share Ownership Trust 0.6 - - €0.6) 0.6)
Curtency retranslation differences on foreign currency
net investments - - - 0.2 -
Goodwill written back on disposal - 31 - 3.5 -
Other transfers - G G.1D 3.1 3.1
At 31 March 2001 151.3 - - 689.4 273.6

Currency retranslation differences on foreign cumrency net investments is afier a £1.2 million loss arising on a currency hedge
(2000 £1.8 million gain).

The cumulative value of goodwilt at 31 March 2001 resulting from acquisitions, which has been written off to reserves, is £166.8 million

(2000 £173.4 million). Goodwill of £6.6 million was written back on the disposal of T J Brent Limited and the Copa Products division of
that company (2000 nil).

The other reserves were established upon the acquisition of Copa Holdings Limited in 1992. Consequent upon the sale of the Copa Products
business and the disposal loss which has been charged to profits, the other reserves have been transferred to the profit and loss accounts.

The Group and the Company have taken advantage of the exemption provided in Urgent Issues Task Force Abstract 17 not 1o recognise
a cost arising from the award of discounted Company shares to employees under the Sharesave Scheme.

UL Stapsment of movenssts dnosbareboicdees” fonds

Group Company
2001 2000 2001 2000
£m Sm Sm sm
Profit on ordinary activities after taxation 74.2 116.6 72.0 74.6
Dividends (49.4) 65.1) (49.4) (65.1)
24.8 51.5 22.6 2.5
Other recognised gains and losses for the year 0.2 a.n - -
Shares issued for cash consideration 3.3 1.8 3.3 1.8
Adjustment for shares issued under the Sharesave Scheme
through Employee Share Ownership Trust 0.6) 0.6) {0.6) 0.6)
Goodwill written back on disposal 6.6 - - -
Shareholders’ funds (equity interest):
Addition for year 34.3 51.6 25.3 10.7
At 1 April 943.3 8917 536.5 5158
At 31 March 977.6 943.3 561.8 536.5
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Loans
Group Company

2001 2000 2001 2000
&m £m &m £m

Repayable:
Over five years 156.6 171.2 150.0 1500
Over two and up to five years 92.7 150.9 50.0 110.0
Over one and up 1o tWo years 728 221 0.0 10.0
Falling due afier more than one year {(note 20) 322.1 344.2 260,0 270.0
Falling due within one year (note 19 42.4 32.4 50.4 33.2
364.5 376.6 310.4 303.2

£0.9 million floating rate unsecured guaranteed loan stock notes, repayable at par in 2009 or on notice being given by the noteholders,

were issued in December 2000 to satisfy contingent consideration payable in connection with the December 1997 acquisition of Terry
Adams Limited (note 28).

Obligations under finance leases

Gro Co
2001 et 2000 20m mpany 2
Sm £m £m £m

Repayable:
Over five years 374.5 297.6 - -
Over two and up to five years 12.2 11.4 - -
Over one and up to two years 18.7 10.8 - -
Falling due afier more than one year (note 20} 405.4 3198 - -
Falling due withia one year (note 19) 13.2 9.7 - -
418.6 329.5 - -

Included above are accrued finance charges arising on obligations under finance leases totalling £63.5 million (2000 £53.2 million), of which
£6.1 million (2000 £6.9 million) is repayable within one year.

Loans and obligations under finance leases

Included above are instalment debts, of which any pan falls due for repayment after five years, and non-instalment debts due after five years:

Group Company
2001 2000 2001 2000
sm Sm sm &m
Loans 172.5 2355 150.0 150.0
Obligations under finance leases 416.1 3223 - -
588.6 557.8 150.0 150.0

The rates of interest payable on loans and other borrowings, any part of which is due after five years, range between 5.2% and 11.3% (2000
5.7% and 11.3%), and are repayable over the period 2002 to 2030.
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W Toans and other bovmmwings connned
Borrowing facilities

Undrawn committed borrowing facilities of £30.0 million were available to the Group at 31 March 2001 and 31 March 2000 expiring between
two and five years. In addition, the Group has short-term uncommitted bank facilities of over £160 million.

27, PiEerdal anstrumenty

Disclosures on financial and treasury policies are also included in the financial review on pages 12 to 16.
interest rate and currency profile of financlal asseis and liabilities

After taking into account interest rate swaps and forward currency contracts entered into by the Group, the interest rate and currency profile
of the Group’s financial assets and liabilities was:

Financial assects Financial liabilities

2001 200 2001 2000

4m &m £m &m

Floating rate 61.7 36.0 (365.8) (318.8)
Fixed rate 4.7 4.7 (417.3) (387.3)
On which no interest is paid 0.9 0.4 19.9) 199
67.3 41.1 (803.0) (726.0)

Which is included in:

Net debt 65.1 29.3 (783.1) (706.1)
Provisions for liabilities and charges

- - a.mn Qan
Deferred income - - (18.2) 18.2)
Other long-term monetary assets/(liabilities) 2.2 1.8 - -
67.3 411 (803.0) (726.0)
Floating rate financial assets and liabilities are denominated in:
Stetling 57.2 317 (321.0) (281.0)
US dollar 2.8 238 (16.5) (12.4)
Swiss franc 0.4 1.0 (28.3) (25.4)
Other currencies 1.3 0.3 - -
61.7 36.0 (365.8) (318.8)
Fixed rate financial assets and liabilities:
Weighted average interest rate 6.5% 6.3% 8.3% 8.7%
Weighted average period for which rate is fixed 2.6 years 1.6 years 5.9 years 6.8 years
Range of interest rates 3.5% to 3.5% to 5.1%to 5.4% to
8.0% 8.0% 11.3% 11.3%

Financial assets and liabilities on which no interest is paid:
Weighted average period until maturity -

- 17.2 years 17.9 years

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

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,
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Interest rate and currency profile of financial assets and Habilities continued

The floating rate financial liabilities bear interest at rates, in some cases fixed in advance for periods up to twelve moriths, related to the

London Inter Bank Offered Rate (LIBOR) or equivalent, The range of interest rates applying at 31 March 2001 was 5.0% to 6.7% (2000 3.8%
to 8.0%),

The maturity profile of floating rate and fixed rate financial labilities is shown in note 26. Other financial liabilities fall due for payment
principally after five years.

Interest rate swaps are used to achieve a mix of fixed and floating rates — ensuring at least 50% of net debx is at fixed rate:

at 31 March 2001 interest rate swaps to hedge financial liabilities, with a notional principal value of £200.0 million, existed with a
weighted average maturity of 2.4 years (2000 £160.0 million, with 3.6 years) to swap from floating to fixed rate; and

at 31 March 2001 floating rate interest rate swaps, to hedge financial liabilitics, with a notional principal value of £200.0 million, existed
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 (2000 £200.0 million). 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 2001 forward currency sales of

US dollar 22.0 million and Swiss franc 69.0 million existed for settlement in twelve months (2000 US dollar 18.5 million, and Swiss franc
65.0 million, with twelve month settlement).

Financial assets and liabilities exclude shornt-term debtors and creditors (other than loans and obligations under finance leases falling due
within one year).

Currency profile of net monetary assets and liabilities

Net monetary assets and labilities of Group companies that are not denominated in their functional currency give rise to exchange gains
and losses that are credited, or charged, to the profit and loss account. Net foreign monetary assets and liabilities comprise:

Sterling US dollar Eura Deutsche mark Other Total
£m Sn im fm £m £m
Functional currency of Group operation;
At 31 March 2001:
Sterling - 13 - - - 1.3
Swiss franc 07 0.3 09 0.8 0.4 3.1
0.7 1.6 0.9 0.8 0.4 4.4
At 31 March 2000:
Stetling - 0.6 - - 0.1 0.7
Us dollat ©.5) - - - - 0.5
Swiss franc - 0.4 - 0.7 1.0 2.1
0.5) 1.0 - 0.7 1.1 23

Forward currency contracts which are used to hedge the net investment in overseas subsidiaries 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.
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27, Fhemdal disoruments  contined
Fair values of financial assets and labilities

The fair values of the Group’s financial assets and liabilities are as follows:

2001 2000
Book value Fair value Book value Fair value
Sm Sm &m &m
Financial assets:
Current asset investments 61.4 61.5 35.5 35.5
Cash at bank 3.7 3.7 3.8 38
Other 2.2 2.5 1.8 1.8
67.3 67.7 41.1 41.1
Financial liabilities:
Short-term debt (4z2.4) (42.6) (32.4) (32.5)
Long-term debt (321.9) (378.2) (344.1) (395.8)
Finance lease obligations (418.6) (418.6) (329.5) (329.5)
Other .7 amn an a7
(784.6) {841.1) G07.7 (759.5)
Derivative financial instruments
(used to manage interest rate and currency profile);
nterest rate swaps {18.2) (17.5) 18.2) 6.0
Forward currency contracts (0.2) 0.3 .10 0.5)
(18.4) (17.8) (18.3) (16.5)

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 calculated by discounting cash flows at prevailing interest and exchange rates.
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Hedging interest rate and currency expostires

As explained in the financial review the Group uses derivative financial instruments to manage certain interest rate risks and currency
exposures. The unrecognised gains and losses on such instruments are:

2001 2000
Total Total
Gains Losses net gains Gains Losses net gains
sm im sm im sm $m
Unrecognised gains and losses
on hedges:
At 1 April 29 Q1.1 1.8 - 3.0 (8.0)
Of which recognised in
current year 0.8 0.5 0.3 - .2 Q2.2
21 0.6 15 - 5.8 5.8
Arising and not recognised
in current year 3.4 4.3 0.9) 29 4.7 7.6
At 31 March 5.3 4.9 0.6 29 . 1.8
Expected to be recognised:
In next year 0.8 1.9 (.1 0.8 0.5 0.3
Thereafter 4.7 G 1.7 2.1 0.6) 1.5
5.5 “€.9 0.6 29 a.n 1.8

Gains and losses on instruments used for hedging are recognised as the exposure that is being hedged is itself recognised.

. Acgisivios

The acquisition of Terry Adams Limited (now renamed Viridor Waste Exeter Limited) on 12 December 1957 provided for contingent
consideration with a maximum of £28.0 million, linked to planning approval of landfill sites, which was not included in the acquisition
cost. During the year £0.9 million of that contingent consideration was settled through the issue of loan stock notes (note 26). The

contingent consideration matches the fair value of the tangible fixed asset acquired and the transaction was accounted for using the
acquisition method.

During the yvear £1.4 million fair value acquisition accruals and provisions were utilised (2000 £2.3 million), £0.4 million were released (2000
£4.0 million), and at 31 March 2001 £10.4 million (2000 £12.2 million) were carried forward,
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pal sbsidiagy and asscoiated under

Subsidiary undertakings:
Country of incorporation, registration and principal operations
Waler and sowerage South West Water Liited* England
Waste managerment Viridor Waste Limitedt 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
fsfrumsniation Viridor Instrumentation Limited | England
ELE International Limited England
Exe International Inc United States
ELE International Inc United States
GLI International Inc United States
Rydrolab Corporation United States
Orbisphere Laboratories Japan Inc United States
Orbisphere Laboratories Overseas Corporation United States
Orbisphere Management Holding SA Switzerland
Orbisphere Laboratories Neuchdtel SA Switzerland
Orbisphere Canada Inc Canada
QOrbisphere France Sarl France
Orbisphere GmbH Germany
Orbisphere Laboratories Geneve SA Switzerland
Orbisphere South Africa (Pty) Limnited South Africa
Orbisphere UK Limited England
Property Viridor Properties Limited} England
IISUrRRCE SCrVICEs Peninsula Insurance Limited* Guernsey
Diher companies Viridor Limited* England
Exe Continental Limited* England

* indicates the shares were held direcily by the Company, 1 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 lssue Percentage held
Water and sewerage connesdans Enviro-Logic Limited 2,000 A ordinary shares 10(%
2,000 B ordinary shares -
Alblon Water Limited 1 ordinary share 100%

Shares in Enviro-Logic Limited were held directly by the Company. The share in Albion Water Limited was held by Enviro-Logic Limited,




¥i, Penzions

The Group operates a number of pension schemes. The assets of the Group’s pension schemes are held in separate trustee administered
funds. During the prior year the two main funded defined benefit schemes were merged.

The latest actuatial 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 assets 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 earnings
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 henefit 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 merged scheme’s two sections is 12.2% and 15.9% of pensionable
earnings (2000 12.2% and 15.9%). The net pension charge for the year ended 31 March 2001 was £1.6 million (2000 £1.4 miliion) which
benefits from the actuarial surpluses, after allowing for benefit improvements implemented on the merger of the two main pension schemes.

Foliowing the actuarial valuations, employer contributions to the two main schemes ceased until the actuarial review of the merged scheme
(which will be as at 31 March 2001},

Pension prepayments included as debtors of the Group amount to £7.8 million (2000 £8.8 million), representing the accumulated diffesence
between the Group pension cost and employer contributions paid.

31.Copmimenits and continged Lidilivles

Group Company
2001 2000 2001 2000
Sm £m sm £m
Capital eorpaitments
Contracted but not provided 773 854 14.9 24.0
Comeritments grder oporanng lsases
Rentals during the year following the balance sheet date:
Land and buildings leases expiring:
Within one vear 0.4 0.3 - -
Between one and five years 1.1 1.0 - -
After five years 3.0 3.1 - -
Other leases expiring:
Within one year 0.1 0.1 - -
Between one and five years 0.1 0.5 - -
4.7 50 - -
Contngent fabilties
Contractors’ claims on capital schemes 0.7 0.8 - -
Guarantees 27.8 25.9 441.6 4421
28.5 26.7 441.6 4421

Guaraniees by the Company are principally in respect of bomowing facilities of subsidiary undertakings. Guaraniees by the Group are

principally in respect of petformance bonds entered into in the normal course of business, No liability is expected to arise in respect of
the guarantees.
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X Wotes to the Grop cash flow stebament

a Reconciliation of Group operating profit to net cash inflow from operating aclivities

200 2000
sm im
Group operating profit 128.1 167.1
Depreciation charge 70.4 60.9
Amortisation of intangible fixed assets 1.4 1.2
Provision for impairment of fixed asset investments 0.l 11
Deferred income released to profits (1.2) 1z
Decrease in provisions for liabilities and charges .1 (4.00
(Increase)/decrease in stocks (0.3) 0.1
Decrease/(increase) in debtors (amounts falling due within and over one year) 8.7 (8.6)
Increase in creditors (amounts falling due within and over one year) 0.6 0.4
Profit on disposal of tangible fixed assets ©0.7) 0.7
Net cash inflow from operating activities 205.0 216.3

There was no cash flow in 2001 from operating activities accounted for as exceptional items (2000 £1.7 million cash outflow in respect of

the utilisation of the restructuting provision),

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

2001 2000
£m £m
i Returns on tnvesiments and servicing of finance
Interest received 4.8 4.8
Interest paid (34.5) (35.1)
Interest element of finance lease rentals (10.2) 1.9
Gain on currency hedge - 0.1
Forward interest rate swap settlements (note 22) - 18.2
Net cash outflow for returns on investments and servicing of finance (39.9) (10.1)
2001 2000
sm sm
t Capiial expenditure and financial investment
Purchase of intangible fixed assets {1.0) -
Purchase of tangible fixed assets (156.2) (144.1)
Grants and contributions:
Infrastructure assets 1.2 1.9
Non-infrastructure assets - 0.6
Receipts from disposal of tangible fixed assets 3.9 2.0
Purchase of Company shares by Employee Share Ownership Plan (0.6) (1.4}
(Purchase)/disposal of other investments 0.5 0.4
Net cash outflow for capital expenditure and financial investment {153.2) (140.6)




5 Roter to the Orogp oash flow statement conrfmied

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

2001 2000
&m sm
i Acquisitions and disposals
Sale of businesses 11.4 0.5
Qverdraft disposed with business sale 0.6 -
Net cash inflow for acquisitions and disposals 12.0 0.5
2001 2000
Am £m
v Management of lHguid resources
Purchase of current asset investments (245.0) (186.7
Sale of current asset investments 219.8 207.5
Net cash (outflow)/inflow from management of liquid resources (25.2) 20.8
Liquid resources comprise readily disposable current asset investments.
2001 2000
sm &m
v Financing
Issue of ordinary share capital 3.3 1.8
Adjustment for shares issued under the Sharesave Scheme through Employee Share Ownership Trust (0.6) 0.6)
2.7 1.2
Reduction in debt due within one year (other than bank overdrafts) (14.5) (16.2)
Reduction in debt due after more than one year - (10.D
Cash (outilow)/inflow from currency hedge (3.3) 1.8
Cash inflow/{outflow)} in connection with deposits with financial institutions (note 3) 1.0 D
Defeased finance lease drawdowns (note 5) - 2.6
Other finance lease drawdowns 89.0 -
Capital element of finance lease rental payments (9.3) (4.6)
62.9 (28.6)
Net cash inflow/(outflow) from financing 65.0 (27.4)
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3 oWotes to the (roup cash flow stebement coniipued

¢ Analysis of net debt

Acquisition Disposal
At 1 April {excluding (excluding Nornecash Exchange At 31 March
2000 Cash flow cash items} cash items) movements movements 2001
im im $m &m sm &m sm
Cash at bank and in hanc 38 0.4) - - - 0.3 3.7
Current asset investments:
Qvernight deposits 0.1 0.3 - - - - 0.6
Bank overdrafis 2.4 (1.4) - - - oD G.9)
15 a® ~ - - 02 0.4
Debt due within one year
(other than bank overdrafts) {30.0) 14.5 0.9 - 1) - (38.5)
Debt due after more than one year  (344.2) 33 - - 221 (3.3) (322.1)
Finance lease obligations (329.5) (80.7) - 09 (9.3) - (418.6)
703.7) (62.9) 0.9 0.9 9.3 G.3 (779.2)
Current asset investments:
Other than overnight deposits 35.4 252 - - - 0.2 60.8
(666.8) 3905 09 09 9.5 2.9 (718.9)

Non-cash movements include transfers between categories of debt for changing maturities, increased accrued finance charges within finance
lease obligations, and the in-substance extinguishment of finance lease obligations (note 3).

d Reconciliation of net cash flow to movement in net debt

2001 2000
&m sm
Decrease in cash in year .3) .1
Cash (inflow)/outllow from (increase)/reduction in debt and finance leasing (62.9) 28.6
Cash outflow/(inflow) from increase/(dectease) in liquid resources 25.2 (20.8)
(Increase)/reduction in net debt arising from cash flows (39.0) 2.7
Acquisition (excluding cash items):
Loan stock notes issued as part consideration for business acquired 0.9) -
Disposal {excluding cash items):
Finance leases disposed with business sale 0.9 -
Non-cash movements:
In-substance extinguishment of finance lease obligations (note 5) 1.0 0.5
Increase in accrued finance charges on finance lease obligations (10.3) (16.3)
Exchange movements (2.9) 14
Increase in net debt in the year (51.2) arn
Net debt at 1 April (666.8) (655.1)
Net debt at 31 March (718.0) (666.8)




33, Koves to the Orop oaf fiow stebemant  contfanired

e Purcbase of business

2001 2000
sm im
Fair value of tangible fixed asset acquired 0.9 -
The asset acquited was satisfied by the issue of loan stock notes (note 26).
The asset acquired did not materially contribute to the Group’s cash flow for the year,
F Sale of business
2001 2000
sm m
Net assets sold:
Tangible fixed assets 3.4 -
Net current assets 38 -
Bank overdrafts 0.6) -
Finance lease obligations (0.9 -
Goodwill writien back on disposal 6.6 -
123 -
Accruals for liabilities under sale agreement 0.7 -
13.0 -
Loss on disposal (¢ ) -
10.9 -
The sale was satisfied by cash consideration.
The business sold during the year did not materially contribute to the Group's cash flows in 2001 or 2000.

During the year £0.5 million of deferred consideration, arising from a business sold in an earlier year, was received (2000 £0.5 million).

33, Felated oarty ensastions

On 15 December 2000 the Contpany disposed of its interest in T J Brent Limited, having previously sold the Copa Products division of that
company. Sales to the Pennon Group between the respective dates of disposal and 31 March 2001 were £5.2 million.

During the year the Company advanced £0.5 million to Enviro-Logic Limited, an associated undenaking, to finance business development

costs (2000 £0.4 million). The £0.9 million advance was outstanding at 31 March 2001 and the Company had fully provided against the
debt,

There were ne related party transactions involving Dicectors during the vear (2000 — a transaction by Mr R ] Baty involving the acquisition
of a surplus property for a consideration of £78,500).

61
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Frodt and ioss account 2001 2000 1999 1998 1597
&m &m £m im sm
Turnover 435.1 467.0 437.1 382.4 343.6
Group operating profit 128.1 167.1 167.7 134.8 130.2
Share of operating (loss)/profit in associates (0.4) 0.4) 0.2 0.4 1.2
Business disposal (loss)/profit 2.1 - - 75 19.2
Net interest payable (51.4) (45.1) 40.9) 20.3) 8.0
Profit on ordinary activities before taxation 74.2 121.6 126.6 1066 132.6
Tax on profit on ordinaty activities* - 5.0 (17.5) (117.0) (14.3)
Profit/(loss) on ordinary activities after taxation 74.2 116.6 109.1 (10.4) 118.3
Dividends (49.4) (65.1) 619 (54.1) 47.4)
Retained profit/(loss) transferred to/(from) reserves 24.8 51.5 47.2 (64.5) 70.9
Earnings per share (basic):
Befare exceptional items 56.0p 85.8p 719 8%.3p 81.2p
Exceptional items (1.6)p - 3.8p (91.3)p 10.9p
After exceptional items 54.4p 85.8p 81.7p B.0p 92.1p
Dividend per share 36.0p 47.8p 45.6p 41.0p 36.7p
* including $104.0 million windfail wax in 1998
Capitatl erponifilure 2001 2000 19% 1998 197
£m £m im im im
Acquisitions 0.9 - 37.1 93.9 0.9
Tangible fixed assets 166.5 153.8 125.3 184.6 157.2
Batunce shopt 2001 2000 1999 1998 1997
im £m im £m £m
Fixed assets 1,826.3 1,736.6 1,652.4 1,558.9 1,397.8
Net current liabilities (49.0) (54.6) (26.2) (166.00 (42.9)
Non-current liabilities (799.7) (738.7) (734.5) (584.2) (439.0)
Net assets 977.6 943.3 8517 808.7 9159
Mumber of cmpioyess (average fov yeas? 2001 2000 1999 1998 1997
Water and sewerage business 1,537 1,638 1,700 1,734 1,765
Waste management 453 438 441 312 297
Instrumentation 495 556 437 443 411
Construction services 617 837 875 838 567
Other businesses 55 57 55 g3 113
3,157 3,526 3,508 3,420 3,153

The adoption of Financial Reporting Standard 12 Provisions, Contingent Liabilities and Contingent Assets’, 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 pericds 2001 1o 1998 above. Comparatives for 1997 have not been restated.
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Sharelyoiders’ anafysis a3 31 Maveh 2001

Sulestantial sharehoidings

Number of Percentage of Percentage of At 21 June 2001, interests in the issued
sharehiolders toaal sharcholders ordinasy shares shate capital had been notified by:
1-100 5,297 185 0.2
101 - 1,000 19,654 6838 60 Prudential Plc 10.15%
1,001 - 5,000 2993 10.5 37 , p
5,001 - 50,000 407 14 53 Morley Fund Management 6.80%
50,001 — 100,000 71 0.2 3.7 AXA Investment Managers 5.20%
Cver 100,000 160 0.6 81.1 Standard Life G!’O\-‘lp 5%%
28,582 1000 100.0 AEGON UK Plc 3.37%
Individuals 26,486 927 04
Companies 243 09 17
Trust companies
(pension funds, etc) 11 - 0.1
Banks and nominees 1,830 6.4 87.8
Insurance companies 7 - 1.0
28,582 100.0 100.0
Sharvhofdor sorvices

Share dealing service

The low-cost share dealing service offered by Hoare Govett enables investors to buy and sell shares in the Company on a low-cost basis
and to make regular investments in the Company.

Individual Savings Accounts

By holding their shares in the Company in a2 Mini or a Maxi Individual Savings Account (ISA), shareholders may gain tax advantages.
The corporate ISA is administered by Lloyds TSB Registrars.

Dividend Reinvesitment Plan

The Dividend Reinvestment Plan (DRIP) enables shareholders to reinvest their dividends to purchase additional shares in the Company.
If you would like to participate in the Plan, an explanatory brochure and mandate form can be obtained from the Registrar.

Details of these shareholder services are available from the Company Secretary’s Department, telephone: 01392 446677,

63
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Sharohgider SEpVIces contin

Dividend bistory

In order to assist shareholders with the completion of their tax returns, a dividend history is set out below:

S e
R
S

* denotes value of enhanced serip dividend.




