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Chairman’s statement

am pleased to report on ancther year of

solid growth and achievement. Profits have

advanced healthily, our water and waste-
water customers are receiving ever higher
standards of service and our non-regulated
companies have continued to develop success-
fully. The Group is committed to creating added
value for our shareholders at minimum risk
by focusing on sound development in areas
where we have relevant technology, skills
and resources.

Performance

In the year to 31 March 1993 Group turnover
increased by almost 10% from £290.7m to
£319.2m whilst pre tax profits (excluding an
exceptional gain of £6m arising from the disposal of minority investments in three local water
companies in 1991/92) advanced from £109.1m to £119.2m - a real underlying increase in profits of
9.3%. Earnings per share, excluding the exceptional gain, rose from 60.5p to 66.3p - an increase
of 9.6% ~ or including the gain, from 64.2p. This profit growth has been achieved against
a background of deep recession in the region which affected the demand of our commercial
and industrial customers.

The profit improvement is aided by our ongoing drive for further operating efficiencies and the
rigorous control of investment expenditure. Arising from these and other measures I am pleased to
report that the Group had a positive net cash balance of some £15.5m at the year end.

Our commitment to progressively improve the level of service to our customers is demonstrated by
the ongoing high level of investment expenditure for the year of over £120m - almost double
the pre-privatisation figure, We have again reinvested approximately 70% of post-tax profits
during the year to finance new assets. It is pleasing to report that through this expenditure and the
dedication of our staff there have been further marked improvements in the already high level of
compliance with drinking and wastewater standards provided by Southern Water Services Ltd.

The non-regulated companies have done well and have contributed £8.4m, some 7%, to the
Group’s trading profits. Our consistent strategy of continuing the organic expansion of the non-
regulated companies, augmented by sensibly priced acquisitions, provides a firm foundation for
long term growth.

Dividend

The Board is recommending the payment of a final dividend of 14.2p per ordinary share making a
total for the year of 21.3p compared with 19.5p forlast year —a 9.2% increase. Our shareholders have,
in the past, demonstrated their strong support for the scrip dividend alternative and this option
will therefore be available for those wishing to build their investment in the Company.

Following the announcement by the Chancellor of the Exchequer to reduce Advance Corporation
Tax from 25% to 22.5% in 1993/94 and to 20% in subsequent years, the Board are proposing that
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the payment date for next year's interim dividend is changed to 6 April 1994, There is a significant
cash flow advantage to the Group from this change.

Invesiments

I am delighted to report several recent developments which will further strengthen our non-
regulated activities,

We have formed a joint venture company, Clinical Waste Ltd, to participate in the growing
market for the disposal of medical wastes. This company has already negotiated its first long
terin management contract with a major hospital and the construction of a highly specialised
incineration plant is under way. This will fully comply with the new European Community emission
regulations and, believe, will be the first of many such plants.

After the year end we expanded our regional waste management operation by acquiring E S Taylor
(Worthing) Holdings Ltd, a Sussex based group with mineral extraction, landfill, haulage and
recycling operations which will complement our existing investment in Greenhill Enterprises Ltd.

A new company, Paperstream Ltd, has been formed to exploit our skills in the field of high
volume printing, invoicing and remittance processing. This company has already secured
substantial business providing services to cable television, publishing and other companies.

In order to consolidate and market our considerable knowledge in the fields of pipelaying,
pipe surveys, renovation, replacement and plumbing services, a new company Pipeworks Ltd
has been established. This company is now working for a number of external customers and will
offer its services to the Group.

Regulation

Whilst readily acknowledging the need for firm and fair regulation of the water industry I am
increasingly concerned about the ever growing requirements of our many regulators.

In particular, the volume, complexity and cost of servicing the information demands of OFWAT give
risc to very real concern that some of the widely proclaimed principles justifying privatisation are
now being challenged or eraded. We estimate that the cost to Southern Water Services Ltd of
servicing OFWAT is now in the region of £2%m per annum and rising, as are the annual levies
which increased by 15% in 1991/92,12% in 1992/93 and are estimated to exceed 30% in 1993/94.
The charges fror the National Rivers Authority increased by 26% in 1992/93,also far exceeding our
increase in charges to customers in the same year

Corporate Governance was much in the news in 1992 culminating in the report of the Cadbury
Committee.l am glad to report that virtually all of the recommendations of the Committee are already
in effectin Southern Water plc. Thesearereferred to on page 24 of theReportand Financial Statements.

Board

1 welcome the valuable contribution made by the Non-Executive Directors who ¢onstitute around
half of the Board and exercise considerable influence in the Group’s affairs. They chair and fully
comprise the Audit and Executive Remuneration Committees of the Board.

Sir David Nicolson retired as a Non-Executive Director of the Board at the end of March 1993 and

Southorn Wator pio 3




Chairman’s statement continued

I would particularly like to thank him for his valuable contribution to our deliberations over the
past four years, As I highlighted in last year’s report, Mr Vivian Thomas OBE, until recently
Chief Executive of BP Oil K, joined the Board on the st June 1992 as a Non-Executive Director.
I am pleased to report that Dr John Westhead, the Chief Executive of Bowthorpe plc, will be re-
joining the Board on the 1st July 1393.

After many years service in the water industry Mr Brian Thorpe, CBE, Non-Executive Deputy
Chairman, will be retiring from the Board following the Annuval General Meeting in August 1993.
His contribution as Chief Executive of the Southern Water Authority from 1974 to 1989 and the value of
his service to Southern Water plcin thelastfouryears cannotbe overstated Wearemost grateful to him
for all that he has done.

The Group Technical Director, Mr Francis Midmer, will also be retiring following the AGM in August
1993. A long serving and experienced member of the water industry, Mr Midmer became the
Executive Group Technical Director in 1989.1am pleased to record that Mr Midmer has accepted an
invitation to become a Non-Executive Director and that we will continue to have the benefit of his
wide experience.

Important changes to the executive membership of the Board took place on the Ist January 1993
with Mr Martyn Webster becoming Group Managing Director, Mr Raymond King assuming
responsibility as Group Finance Director and Mr Keith Tozzi appointed deputy to MrFrancis Midmer
all of which have served to strengthen the skills of your Board.

The Future

The economic outlook currently remains uncertain but your company is well placed to benefit from
any upturn when it arrives.

Qur regulated business Southern Water Services has a major capital expenditure programme
involving water supply and treatment, inland wastewater treatment and large coastal wastewater
schemes stretching to the year 2000 and beyond. We wili strive to achieve maximum efficiencies
in both capital and operating costs.

We will continue our successful policy: of building a growing profit stream in non-regulated
companies at minimum investment cost, {ostering organic growth where potential exists and will
seck,at all tim.  to avoid undue risk and exposure.

The success of the Group depends on providing a high quality value for money service to our
customers in every business.] am, therefore, particularly pleased to record the Board’s appreciation
for the ongoing enthusiasm and commitment shown during the past year by all the Group’s
employees who make such a service possible.

With our financial strength and a clear strategy for developing future business opportunities, I am
confident that the Group can look forward to another year of continuing growth and prosperity.

WirLiaM J W CourTNEY Ci

Chairman
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Managing Director’s Review
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L am pleased to report that the Southern
Water Group has achieved futrther
substantial progress in ils operational
performance in the last year.

The Group comprises Southern Water ple,
the holding company, Southern Water
Services Limited, the principal subsidiary
providing water and wastewater services,
and other subsidiaries with activities

in the following fields:

Engineering design

Laboratory analysis and
environmental assessiment

Systems technology
Wasie management
Property

Specialist services and products
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e of water and wastewaler services (o over 4 mil- :
lien customers in Kent, East and West Sussey, o

Hampshire and (ke Isle of Wight. The strategic
focus of this business is directed at achieving (he \
highest level of customer serviee in the most cost 1
effective way, )
Water supply !
The provision of the highest quality drinking '
wader is of paramount importance, This Involves .
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not only the protection of water sources and the
implementation of rigorous operating procedures
but also regular monitoring of water quality. Over
275,000 analyses were carvied out during the year
and in the latest annual reportof the Chief Inspector
of the Drinking Water Inspectorate it was recorded
that Southern Water Services had achieved com-
dance with the relevant water quality standards for
©9.6% of its analyses. Thisisun outstandingachicve-
ment and the Company continues toinvestto ensure
that this high level of compliance is maintained.

Attention has also been focused on the availability
of waler resources. The exceptionally dry weather
swhich started in the Autumn of 1988 continued
into the early part of the year under review, This
necegsitated some temporary hosepipe restrictions
in Kent,for part of the summer of 1992 huiresources
held up well and water supplies were maintained
to all customers throughout the year. On average
some 625 million litres per day of drinking water
were put into supply - & small decrease on the
previous year. Following the above average rain-
iall over the winter period 1992/93, resources have
recovered well.

A number of imporfant initiatives have been
undertaken which will secure the availability of
adequate water resousces Jof the future. Thefirstisa
much enhanced system for leakage detection and
control. This particwlar initiative, which was re-
ported on last year, is now estimated to have saved
enough water to supply a city of the size of
Southampton. Improved feakage detection and
contro! also requires the support of our customers
and a special free phone ‘Leakline’ service was
established to enable customers to reportany signs
of water escapinyg from the distribution system.
This resulted 3. vver 4,000 calls eing received in
the first six months of operation.

A second important initiative has been the
implementation of the Yalding water transfer
scheme enabling water to be taken from the River
Medway at Yalding in Kent forstorage in Bewl Water.
Construction is now underway and when complete
will enable up to 30 million litres of water a day to
be added to the reserveir's resources. Further
integration of the water supply system is being
planned to increase operational flexibility and we
have continued to invest in specialist plant and
equipment to bring previously problematic sources
fully into supply.
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Waslewater lreatment

The majority of Southern Water Services' massive
capital investment programme has been directed
towards further improvements in wastewater oper-
ations to achieve compliance with increasingly
stringent discharge requirernents. Significant
progress has already been made and at the end
of March 1993, over 98% of our 363 wastewater
treatment works were fully complying with their
consent standards.

I'he main focus of the investment programme is
pow directed towards imanrovements at coastal
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wastewater treatment works to ensurc cempliance
with the European Community Bathing Water
Directive. “Opcralion Seaclean” is a £450m
commitment to upgrade apd  construct new
coastal wastewater treatment works and to reduce
the frequency of storm water discharges into
he marine environment. with the exception of
ihe £120m Dover/Folkestone scheme, where plan-
ning considerations have delayed commencement,
works are on schedule for completion by 1995.

Many of these investment schemes are technically
very demanding, such as the £42m scheme at
Eastbourne, which will comprise a 3.2km long sea
outfall, primary wastewater treatment at Langney
Point and flow transfer from the existing short
outfall at Pevensey. Similarly some £30m will be
spent in Brighton and Hove on a 6 metre diameter
iunnel {taller than a double-decker bus) which will
run for 5 kilometres from Hove to Brighton Marina.
This huge tunnel will have enou gh capacity fo store
some 123,000 cubic metres of wastewater to reduce
the risk of storm flows discharging directly into the
sea during periods of heavy rainfall,

On 1 April 1992 the day-to-day management of our
underground sewerage network for most of the
Region was transferred from local authorityagents,
to the direct control of Southern Water Services.
Having immediate contro! of the network has
resulted in operational imtprovements, efficiency
savings and enhanced investment planning for the
sewerage infrastructure.In particularthe confusion
about responsibility that many cuslomers
previousty experienced has now veen removed and
{hey are receiving a mueh improved service.

Gustomer service
The key measures of gervice and compliance
continued to improve over the last year. The Office
of Water Services’ report on levels of service for
the water industry, published during the yearn
illustrated that overall, Southern Water Services
comparcs very favourably with the othernine major
water companies, We had:
2 the lowest percentage of properties at risk
from substandard pressurce
o the second lowest percentage of properties at
risk from interruptions to supply
¢ the third lowest percentage at tisk of flooding
from sewers
o a response to billing querics that is rated as
good
o 3 level of customer complaints that is less
than half the national average.
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Southern Water Services continued

A wide range of initiatives have been undertaken to
maintain top quality service to all our customers.
These include:

o Our Customer Charter was distributed through-
out the region in June 1992 with a six point plan
detatling our cominitment to quality drinking water,
a cleaner environment, saving water, helping the
elderly and people with disabilities, guaranteed
standards and listening to customers,

o A Special Needs Register has been established
offering extra services free of charge, such as
talking bills, information in large print for the
visually handicapped, a priority service for people
who use a kidney dialysis machine, special text
telephone services for the hearing impaired, a
frequent water meter reading setrvice, advice on
special water appliances in the home and an option
to send accounts to friends or carers.

o Customer Consultative Comuniittees have been
established in the county based divisions each
comprising 10 members representing domestic
customers, local businesses and special interest

Karen Anderson from Customer Accounts answering a query
from one of Southern Water Services four million customers

SRR S oL

groups to help us to meet our customers' needs in
the future.

This year our annual cusltomer satisfaction survey,
which is carried out by a leading market; research
company,was cxpandaedto canvass the views of over
2,000 customers on our services, Questions ranged
from the level of satisfaction with current services,
expectations for the future, priorities for improve-
ments and willingness to pay. The majority of
interviewees were satisfied with the overall level of
service and highlighted their priorities as being
furtherimprovemenits in drinking water quality and
improving the quality of wastewater dischurges,
reducing the risk of flooding from sewers and
réducing leakage.

The outcome of this survey has been of great
value in shaping our consultalion document for
customers, “Preparing for the future” This outlines
the progress that the Company has made
since privatisation in implementing the required
standards. It describes our proposals for meeting
customer preferences and complying with higher
standards and new legislation up to the year 2005,

The preferved investment plan will require
additional expenditure to comply with existing
legislation for both wastewater treatment and
enhancements to drinking water quality, As this
could result in the average customer’s bill rising by
over 9% a year ahove inflation, we are urging
Government to consider cushioning customers’
futurebills by an extended timescale for completion
of work associated with the requirements of the
Urban Wastewater Directive. Once customers' views
on this consultation document have been analysed,
they will become an important element in the
formnulation of our strategic plans for Southern
Water Services.

Bouthern Walor ple
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This sector provides a comprehensive engineer
ing design, project management and consullancy
service in civil, geotechnical, structural, highway
and environmental engineering through Seuthern
Projects Lid, McDowells Lid and Cox -al Waste
waler Consultants Ltd, Their key strengths are
professional cxpertise, quality and cost offee-
tiveness. Subsequent to the year end, Ray Collett,
formerly Divisional Dircctor for the Isle of Wight,
was appointed Managing Director of this sector

During the year a large number of projects werc
compleled including Phase 3 of (he Pennington Sea
Wall, designed for the National Rivers Autharity and
recently highly commended by the client and
Hampshire County Council for its ‘sensitivity in
design’ An instruction for Phase 4 of the scheme
has subscquently been received, The number of
external clients continues o grow. Research work
has also been carrted out into the applicability
of new technologies in the design of compact
wastewater treatinent plants.

McDowell’s expertise in contaminated land inves-
tigations, complemented by the analytical and site
investigation services of Southern Science is
proving to be a particularly valuable combination
for clients in this growing marketl sector These
skills have been further expanded during the year
by the formation of a geotechnical section and
geveral projects in the UK and overseas were
successfully completed.
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In addition to providing a wide range of analytical
services the laboratories of Southern Science are
structured into centres of excellence for specific
analyses. The Hampshire laboratory specialises in
the analyses of pesticides and complex organics,
the Sussex laboratory in metals and the Kent labor-
atory in analytical work associated with waste
management. The Company is further increasing
the range of services available and now has a very
wide customer basc. A significant development
duringtheyearwas the purchascofaflowceylometer
in order to provide a rapid analytical capability for
the cryptosporidium organism.

The environmental consullancy section has also
developed strongly in response to customer
requirements for detailed advice necessitated by the
enactment of increasingly stringent environmental
legisiation, The synergy between the laboratory
and consultancy groups provides cusiomers with
a comprehensive service of the highest calibre.
Customers  include other water companies,
local authoritics, waste management companics
and property developers. It is  particularly
pleasing to report the award of a coniract by
the National Rivers Authority to (rain key

professional staff on their new Groundwater
Yrotection Policy.

The mabile drilling rig, Geoprobe, and the associ-
ated mobile laboratory, Geolab, are increasingly
in demand for on-site analysis, particularly for
work associated with contaminated land assess-
ment. The Company has also opened anewregional
office in Cheshire,a further phased expansion of its
business.

Aquaclear Ltd has continued 1o gain hygiene
maintenance work in the commercial market.

British Gas official with Tony Bear tright) from Southern
Seienee which has been commissioned to undertake the
analysis of the chemical residues during the dismantling of
a gas works
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IT Southern Ltd has expanded further in the cable
television/telephony market,and in the provision of
software services to local authorities and other
utilities. Significant growth has also been achieved
in the provision of training services and the
marketing of selected niche software products
designed both in-house and in partnership with
recognised brand leaders in the IT industry.

Servicing the cable television sector, I'T Southern’s
CantecoLLect billing and payment processing
service now issues several million cable television
and telephonebills perannumand processesa huge
volume of remittances. As a result of this growing
success,theserviceis being extended to new market
sectors under the name of CASHCOLLECT.

Sectron Systems Lid provides high-technology
security products and services. While the security
industry has been severely affected by therecession,
with both equipmunt and system sales depressed
during 1992, Sectron's main monitoring business
continues to show substantial growth, New
customers are responding to the quality and
professionalism of the company’s slate-of-the-art
monitoring facilities and communications net-
works. The Companys monitoring centre in
Hampshire and associated services have now
achieved certification to British Quality Assurance
Standard 5750, This is in addition to obtaining the
Brilish Standard 5979 certification for remote
monitoring control stations which was granted by
NACCOS, the national approval council for the
security industry.

Tynemarch Systems Engineering Ltd specialise
in the field of systems analysis and software
development with a particular focus on
mathematical modelling techniques to develop
procedures which minimise operating costs and

Southorn Wator ple

maximise the benefits of capital investinent,
Tynemarch is a market leader in the provision of
software and consultancy services for the efficient
management of water distribution systems,
particularly relating to on-line control, where
optimisation techniquesareused.Inthelastyearthe
company has also developed the application of risk
analysis techniques to assess the probability of
systems failure and to identify remedial measures.

The control room of Cable North West, which uses
I'TSouthernt Cakrecottie v billing system
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This has been a year of expansion in our wasle
sector aclivities. Ecoelear Ltd in particular has
strengthened its position in the liquid waste
collection and disposal market for both dontestic
and industrial waste. It now carries over 150 million
gallons of wastewater every year for a growing
number of customers, [t has also been granted
planningpermission foranewindusirial wastewaler
treatment plant in North Kent to be constructed
in 1993.This is the first of its kind in the Region and
will treat acids, alkalis and oily wastes, The oil will
be reclaimed for re-use as industrial boiler fuel
Ecoclear’s services for unblocking drains and
closed-circuit television swrveys of scewerage
systems have continued {o gain new customers.

The activities of Greenhill Enterprises Ltd in
graval extraction and landfill operations have been
complemented by the acquisition, subsequent 10
the year end, of E. S. Taylor (Worthing) Holdings
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Ltd, This Sussex based Company operates landfill
sites and is also active in mineral extraction and the
recycling of construction waste and other materials,

The Group has also formed a joint venture
company, Clinical Waste Ltd, in which Southern
Water plc holds 55 per cent of the equity. The other
shareholder s Mediwaste (NZ) Lid, a New Zealand
based company specialising in the collection and
disposal of clinical waste, Sigrificanl opportunities
exist in this marke! resulling from recent changes
in legislation which will require much higher
operational and coiitrol standards,.The Company
offers technology which [ully complies with the
demanding consent standards that must be met by
1995 and it has already heen granted a licence to
canstruct and operate an incinerator at a major
London hospital. This will be operational by
the autumn of 1993 and further opporiunities
are being pursued,

Kev.n Jeavons and Andrew Bird (right) of Ecoclear working on a garage forecourt us part of a regular contract

18
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Monk Rawling Lid offers a complete range of
commercial and professional services, together
with agency and estaie management expertise for
urban and rural properties. While the property
market has remained  depressed throughout
the year, the Company has received a wide variety
of commissions, These have included rating
assessments, property valuations for lending

L Southorn Wolor ph.
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institutions and rent reviews or lease renewais for
major commercial organisations.

Bowsprit Property Development [.{d identifies and
implements property and development  oppor-
tunities, Planning approvals have been gained
for several sites wilh market potential and these

will be developed when the cconomy  emerpes
from recession,
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One of the Group's main business development
strategies has been to identify skills and resources
from within the Group which can be projected into
the wider market place. This year, for example,
Papersircam Ltd has been established to providean
integrated service comprising printing, paper
handling, mailing and remittance processing.
Papersiream is also working closely with IT
Southern on the application of CaslicOLLECT (o
provide a totally comprehensive billing despatch
and collection service. A number of major cus-
tomers have been won,including a rajor publisher
and the Company is already handling several
million items of mail.

Topmark Vehicle Contracts Ltd has achieved steady

growth over the year, despite the difficull trading
environment and now has over 100 customers
across a wide spectrum  of indusiries and
geographical locations, The Company is closely
focused on developing contract hire products
which are tailored to mee! a cuslomer’s specific
requirements. ‘The major operating centre of the
Company is hased in the West Midlands, a key
strategic location for exploiting the growth in the
heavy comir s ial vehicle market. The commercial
vehicle contract Ture interests of Evans Halshaw
were acquired during the year,

To optimise the resources of the Company and to
gain economies of scale,the plumbing operations of
Southern Watercare and the heating, ventilation and

(L-R) Tan Bannell, Mike Tourle, Ban Shaw and Jett Mills working on one of the mailing -wachines used by Paperstream
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maintenance skills of M W Longley will be
integrated with Pipeworks Ltd which has been
developed to provideacomprehensive serviceinthe
fields of pipe and sewer laying, pipe surveys,
renovation, replacement and plumbing services.

Hazeley Down Mineral Water Company Ltd has
continued to develop sales outlets to the whole-
sale trade market, directly to hotels and restaurants
and now also has outlets in the retail market. The
Company has v.on the contract to supply Forward,
the Civil Service catering organisation for the next
two years,

Southern Water maintains a strong commitment to
Research and Development and in the last year
somte £6 m was invested. National programmes are
funded through such bodics as the Foundation for
Water Research and the Water Researcl: Centre.
Internal research is undertaken in conjunction with
the Group's Scientific and Engineering Divisions as
well as with external bodies such as universities,
research contractors and consultants,

One of the many well known naines who are customers of
Topmark Vehict: Contrarts Ltd

Southorn Water plo

A large numbe: of projects were undertaken in th
year, many of which were directed at improving
operational efficiency or safeguarding existing
works compliance. These included pilot studies of
advanced oxidation processes and incthods for
the removal of pesticides and other organic
contaminants from watersources. Furtherwork was
carried out on preparing a comprehensive sludge
strategy and evaluation of alternative treatmentand
disposal methods.

In addition, several major projects were carried out
in support of Operation Seaclean. These included
irials of the lamella separator process, a compact
form of settling tank for wastewater treatment and
the evaluation of a full scale ultra-violet disinfection
scheme for wastewater effluent.

Investment was made in the development of
computer hardware and software applications to
improve the Group’s business efficiency, including
projects on digital mapping, treatment process
modelling and network systems modelling.
Research and development is a key strategy compo-
nent for the successful development of the Group.

Martyn Webster
Group Managing Director
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“The C hairman at the tantch of another happy
wieasion

*Learn 1o Swin’

As one of the major employers in the aita the
Group is conscious of its wider influence in the
community. Qur operating and investmoent expen-
Aitures contribule over £150m o the economy of the
region and our suceessful development enables the
Group 1o continue to provide an increasing number
of employment opportunities.

Employees are encouraged to become involved in
community activities and we are committed to
opening our doors 10 ilustrate the range and
complexily of our operations. During the year our
on-going programme of “Open Days” altracted over
10,000 sharcholders and customers io cvents at
works across the region. Staff have made many
presentations to customer grouns, schools, com-
mustily organisations and other bodies to foster an
awareness of ourrole in the community.

Southern Water sponsors the “Learn To Swim”
scheme with the Amateur Swimming Association
(ASA), aimed al encouraging young children
througheut the region (0 learn to swim. Swimming
is a gift for life and we are providing a full range
of equipment and swimming aids to over 30
participating centres,as well as supporting special
training for the ASA-qualified instructors teaching
the children. The three year scheme was launched
by our Chairman and the Secretary of the ASAwith
the assistance of Zara Long, the Olympic swimmer.
By the end of the year over 25,000 children had
received Jessons under the scheme,

During the year staff, sharcholders and customers
donated over £80,000 to the WaterAid charity.
WaterAid projectsarcaimedat thirdworld countries
to ensure a supply of saic water and the prospect of
4 healthier future. Helping some of the world’s
poorest people to improve their lives through their
own involvement in these projects also produces
widersocial benefits to those co mmunities. Thereis
sill much more to be done and the Group will
continue to provide active support.

Many other carcfully selected organisations in the
sport,artsand education fields havebeen supported
including ‘The Royal Life Saving Society, a relief
mission to Romania with vehicles organised by
Topmnark Vehicle Contracts and the donation of
computers 1o the Citizens Advice Bureau, the
Royal Marines Heritage Museum, (he St John
Ambulance Brigade and several schools.

Souttorn Waterpld
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Sunsct over Bowl Water

Southern Water is dedicated to protecting and
enhancing the quality of the environment. In
recognition of the importance of our business
activities to the environment, the Board are directly
advised by the Group Technical Director who has
overall responsibilily for environmental matters,

Our environmental policy expresses how the
Group will conduct its activities so that the
environment is protected and, where possible,
enhanced. In particular we will:

© minimise environmental impact 2nd the use of
raw materials and encrgy;

o comply with statutory standards;

o provide environmental information in respeel of
Group activities;

o safeguard the health and safety of Group
employces and enhance their environmental
awarcncss;

o protect the aquatic enviroument and conserve
nature;

¢ undertake environmental impact assessments
and audits of compliance.

Each individual subsidiary company has this year

prepared its own environmnental statement, Audits
of the subsidiaries to test their adherence to the
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Group policy will be carried out. Qur environmental
newspapet, Conservation Matters, is widely
circulated to staff, sharcholders, environmental
groups, schools, public libraries and other
community groups, to increasc environ-
mental awareness and regularly report on our
achievements,

In support of the Group’s envionmental policy to
recycle where possible, an extensive market survey
was carried out on the possible applications of
wastewatersludge. Trials on themost effectiveuse of
digested,composted and dried sludge inagriculture
and forestry are under way.

Following the success of owr “Pond Week” concept
on the Isle of Wigh, the initiative was launched
across the Region in Septetnber, in liaison with the
British Trust for Conservation Volunteers. Ponds
have been renovated and new ones created, often in
school grounds, to improve the habitats for wildlife
to flourish. Some 17 separate projects, including
those at Edenbridge, Maidstone and Scaynes Hill,
were completed. On the Isle of Wight, clearing and
landscaping work carried out by Southern Water at
Carisbrooke Pond, Newport, gained a highly
commended award from the Southern Tourist
Board in their environm ntal initiative scheme.
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Corporate governance

The Board

The Board of Directors meels regularly throughout
the year and is responsible for the overall direction
of the Group: approving business sirategy, acoui-
sitions, major capital expenditure projects and
significant financing mallers. It also regularly
reviews the financial performance of the Group and
subsidiary companics. The Board has established
a number of standing commitlees and cach com-
mittee operates within defined terims of reference.
Day to day management of the Group is delegated
to an Executive Cornmittee comprising all of the
Executive Directors. There are also an Audit
Committee and two Remuneration Cominitilees as
detailed below.

Audit Committee

The Audit Committee is composed entirely ~f Non
Executive Directors. It meets at least three times a
yeario monitor the adequacy of the Group's internal
controls and to review the internal and exiernal
audit activities, It also reviews the half year and
annual financial statements before submission (o
the Board. The external auditors and the Finance
Dircetor are invited to attend all Audit Committee
mectings although an opportunity is provided for
Non Exccutive Directors and the auditors to meet
in private,

Remuneration Contmnitlees
There are two remuneration committees. One
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meets al least once a year to review the terms and
conditions of employment of the Exccutive
Directors and consists entirely of Non Executive
Directors, The second commitlee, consisting of the
Chairman and two Executive Directors,meets when
required and reviews the lorms and conditions of
Non Exccutive Directors. No director plavs apartin
any discussion involving his own remuneration.

Pensions

The principal scheme has six trustee directors,
MrWilliam Courtney, Mr Philip Girle and four other
members who are not divectors of the Company.
The powerof appointment of new directorsis vested
in Sotdhern Water ple.

Day to day administration is delegated to Hartshead
Ltd, a pension fund manager, The assets of the
pension schemes established for the benefit of the
Group's employees are held separately from those of
the Group by the Bauk of Scotland acting as
custodian trustee, Assel management is delegated
to a specialist independent company, Queen
Anne’s Gate Assel Management Lid. On 31 March
1993, shares in Southern Water ple represented
3% of the investment portfolio of oneof the schemes.

All schemes’ accounts are audited anuually by
auditors other than those of Southern Water ple,
Members of the schemes receive an annual state-
ment of their acerued benefits and a special edition
of the trustees” annual report,

Southorn Waloer pl-:




The Board

Wiltiam Courtney cBE

Executive Chairman

William Courtney was commis-
sioned in the Royal Marines and
after serving at sea and in the
Commandos joined the building
materials producer Marley ple.
He became a managing director
in 1960 and was Joint Deputy
Chairman of the international
group from 1976 to 1985. He
joired Southern Water Authority
as Chairman in August 1985
and was appointed Executive
Chairman of the Company in
September 1989.

Mr Courtney is also Chairman of
the British Board of Agrement
which assesses and certifies new
‘building materials.

Martya Webster Csc(ECON) FCa

Group Managing Director

Martyn Webster was appointed
to his present position in January
1993, previously being Group Fin-
ance Director since the inception
of the Company in 1989. He
qualified as a chartered accoun-
tant with Price Waterhouse for
whom he worked in the UK,
Australia, and the Netherlands.
From 1979, he was TFinancial
Controller of NCR and in 1985
he became Group Finance Con-
troiler at Laporte Ple.

Francis Midnier

CENG, FICE FIWEM FBIM

Group Technical Divector

Francis Midmer retires from
being Group Technical Director
in August 1993, having worked in
the water industry since 1949,
Hewillremain asa Non Exeﬁptive
Director! He is a member +f the
Board and Management Com-
mittee of the Foundation for
Water Research,

Southorn Wator plo

Raymond King BSe FoA MCT

Group Finance Director

Raymond King joined the
Board in January 1993 having
been appointed Group Finance
Director designate in June 1992.
He had previousty worked for ICI
ple for fourteew. vears, most
recently as Controller, corporate
operations, He joined ICI from
Price Waterhouse where he quali-
fied as a chartered accountant,

Keith Tozzi

BSc MA CENG FICE FIWEM FBIM
Depuly Group Technical Director
Reith Tozzi was appointed to
the Board in January 1993 and
assumes the post of Group Tech-
nical Director from 1 September,
He has served in the water
industry since 1966 and has
played an important role dev-
eloping the company’s water and
wastewater operations in a2
number of senior posts.

Brian Thorpe ¢BE LLM

Non Executivr Dizector*

Brian Thorpe has been Deputy
Chairman since 1989 and retires
as a Director at the close of the
Annual General Meeting. He was
formerly Chief Executive and
Deputy Chairman of Southern
Water Authority. He is a Mem-
ber of the Executive Board of
the International Water Supply
Association and Chairman of the
Association’s Foundation for the
Transfer of Knowledge to Devel-
oping Countries,
Philip Girle FCIB FRIM

Non Executive Divectort

Philip Girle was appointed to the
Board of Southern Water Auth-
ority in 1986 and became a
Director of the Company in 1989,
He is a former Director and
General Manager of National
Westminster Banlk, and a former

Director of the Yorkshire Bank, -

Mr Girleis Chairman of the Audit
Committee,

Vivlan Thomas onE

Non Executive Direcior* t

Vivian Thomas was appointed to
the Board on1Junr1992.A former
Chief Executive Officer of BP Oil
UK Ltd and Director of Retajl BP
Eurape he was also Chairman of
Alexander Duckham from 1984 {g
1992, Mr Thomas is Chairman of
the British Standards Institution,
Chairman of the British Road
Federation and a Direclor of
Jaguar Ltd,

John Westhead

MA DPHIL C ENG FIEE CBIM

Non Execuitve Divectort

John Westhead is joining the
Board in July 1993 having
previously served on the Board of
Southern Water Authority from
1988 and as a Director of ihe
Company to 1992 until his
appointment as Chief Executive
of Bowthorpe ple, a position he
still holds. He was previously
general manager of GEC Henley
and managing director of the
Philips subsidiaries, Pye Tele-
communications and Pye TMC,
before joining Bowthorpe in 1979,

*Member of the Audit Committee

tMember of the Remuneration
Committee

Graham Nichalsan jpra
Company Secretary
Southern Water ple
Registered Office:
Southern House
Yeoman Road
Worthing

West Sussex BN13 3NX

Registered in England
No. 2366620



Report of the Directors

The Directors have pleasure in presenting their
report together with the audited financial siate-
ments for the year ended 31 March 1993.

Business review

Areviewoftheprincipal businesses of the Groupand
of their developinent in 1953 is contained in the
Chairman’s Statement and the Managing Director’s
Review on pages 2 to 21, The financial statements
forthe year ended 31 March 1993 are on pages 29 to
44 and include in note 1 a segmental analysis
of turnover and profit for the year between the
principal activity of water supply and wastewater
services and other aciivities,

Profit and dividends

Profit on ordinary activities before taxation was
£119.2m (1992 £115.1m including an exceptional
profit of £6.0m). Excluding the exceptional profit
there was therefore an underlying increase in pre-
tax profit of £10,Im (9.3%). Profit attributable to
ordinary shareholders amounted to £109.4m (1992
£105.3m). An interim dividend of £11.7m (71p per
ordinary share) with a scrip alternative was paid on
1 April 1993 and, subject to approval at the Annual
General Meeting, a final dividend of £23.6m (14.2p
per ordinary share) is proposed which will be paid
on 1 October 1993 to shareholders on the register
at b Juiy 1993, A scrip alternative is being offered for
the final dividend. The retained profit for the year,
after deduction of dividends, amounts to £74.lm
and has been transferred to reserves,

Share capital

The ordinary shar: capital of the Company
increased by £1.5m in the year; details of the
meovements are given in note 18 to the financial
statements. The issued share capital at 31 March
1893 was 165,820,084 ordinary shares of £1 each.

As far as the Directors are aware, no person had a
beneficial interest in 3% or more of the issued
ordinary share capital at 17 June 1993 cxcept for the

following:
Prudential Portfolio Managers Ltd 8.04%
Gartmore Investment Management Lid  3.75%
Morgan Grenfell Group plc 3.05%
Fixed assels

Details of changes in fixed assets during the year
are summarised in notes 9 and 10 to the financial
statements.

Investiments
During the year the Company acquitred 55% of the

26

ordinary share capital in Clinical Waste Lid for
a consideration of £2.2 million. Subsequent to the
end of the year the Company acquired E S Taylor
(Worthing) Holdings Lid fera total considerationin
shares and cash of £2.5 million, subject to asset
valuation,

Research and development

Expenditure on research and development in 1993
amounted to £6.0m (1992 - £5.8m). Commentaryon
research and development activities is given in the
Managing Director’s Review,

Employment policies

The Group is an equal epportunities employer and
has a policy of non discrimination in all forms of
employment, Selection and promotion are bhased
solely on merit and ability and no job applicant
or employec receives less favourable treatment.
Disabled persons are considered for all types of
work and modifications to jobs and equipment are
made to enable them to be employed. Employees
who become disabled are offered alternative work
within the Group wherever possible.

With the future prosperity of the Group depending
on the skills of its employees, we are committed to
ensuring that the training required to fulfil career
potential is provided. Training programmes are
designed to meet specific needs,and include arange
of in-house courses, beginning with an induction
programme which introduces newemployeestlo the
fundamentals of customer service, teamwork and
quality standards,

The Greup places strong emphasis on effective
employce communications and operates a number
of formal and informal mechanisms, ranging
{from employee bricfings to publications such as
the Group newspaper, '‘Southern Water News' All
employces are made aware of the objectives of
the business and the contribution they themselves
can make. Pay is increasingly related to individual
performance and employees are encouraged to
participate in the Employee Sharesave Scheme.
The remuneration of employees included £0.4
miilion in respect of company shares which were
purchased in the market,

The health and safety of employees is of paramount
concern and every effort is made to ensure safe
wor king conditions and appropriate safely training,
Additionally, all employees have the opportunily
to undertake health and lifestyle checks at the
Group’s expense.

Southern Wntor plo



Directors

The Directors of the Company at the date of this
regort are shown on page 25. The Director retir-
ing by rotation at the Annual General Meeting
in accordance with Article 106 is Mr P A Girle,
who being eligible, offers himself for re-election,
Mr Girle as a Non Executive Director has no
service agreement,

Mr R Xing and Mr K Tozzi were appointed to the
Board as executive Directors on 1 January 1993
underArticle 89.DeJ M Westhead is being appointed
to the Board on 1 July 1993 under the same Article.
These Directors will retire and offer themselves for
election atthe Annual General Mceting.MrKingand
MrTozzi haveserviceagreements terminable onnot
less than thirty six monihs notice. DrWesthead as a
MNon Executive Director has no service agreement.,

Sir David Nicolson retired from the Beard on
31 March 1993 and Mr B R Thorpe will retire at the
close of the Annual General Meeting on 19 August
1993. Mr F N Midmer who is retiving on 81 August
after over 40 years of full time service in the
water industry will remain on the Board as a non
executive Director.

Directors’share interests

The interests of the Directors shown in the
register maintained under the provisions of the
Companies Act 1985 as at 31 March 1999 are set

out below, together with theirinterests as atthe date

of this report,
Execuiive Sharesave
Ordinary Shares Option Scheme
Schemoe ’
17 Jupe 31 March 3 March 31 March
1993 1993 1592 1993 1992 1993 1992
wIiw
Courinty 48,805 48,742 978 106,000 190,000 4,160 5,160
MR
Wehster  4860F 40440 10384 57000 130,000  7,79¢ 7,79%
FN
Midmer 35194 3518 4,759 47,000 130,000 7,790 7,790
RKing 250 250 - 40,000 - 4,872 -
K Tozzl 7442 19408 1,930 27,000 G2000 17,244 152006
PA
Girle 565 557 540 - - - -
YE
Thomas 250 250 - - - - -
BR
Thorpe 5094 5932 5588 - - - -

? '

Options to purchase fully paid ordinary shares
were granted under the Southern Water Sharesave
and Executive Share Option Schemes. During the
year the following Dircctors exercised options in

Scuthorn Wator plo

respect of ordinary shares of £1 each: My W J' W
Courtney-100,000,MrM R Webster~85,000,Mr N
Midmer - 85,000, Mr K Tozzi - 40,000,

None of the directors holds shares beneficially in
any subsidiary company.

Directors'inlerests in cantracts

The Board is not aware of any contract of
significance {other than service contracts) in
relation to the Company orits subsidiaries in which
any Director has or has had & maiuvrial interest.
Cautinuing service contracts are held by Mr W W
Courtney, Mr M R Webster, M R King and Mr K
Tozzi. Mr F N Midmer's service contract expires
on 31 August 1993,

Directors’and officers’liability insurance

The Company maintains liability insurance cover-
ing the directors and officers of the Companyand its
subsidiaries,

Ponatians

Charitable donations during the year amounted to
£45,000. No political donations were made by the
Company or its subsidiaries,

Close company stafus

The cloge company provisions of the Income and
Corporation Taxes Act 1988 do not apply to the
Company.

Audiiors

A resolution to re-appoint Coopers & Lybrand as
auditors and to authorise the Directors (o fix their
remuneration will be proposed at the Annual

_ General Meeting.

Anunual General Meeting

The notice of the meeting is contained on pages
46-48 of this Report, The Agenda includes, as an
ftem of special business, the renewal of certain
authorities to allot shares,

LD Rt

By Order of the Board

Graham Nicholson

Secretary 17 June 1993
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Financial statements

Directors’
responsibilities

for the preparation of the financial statements

The Directors are requiredby the Cempanies Act 180540
pregpare financial statements which give a true ard fair
view of the state of affairs of the Company and the Group
asat the end of thefinancial; ‘earand of the profitand cash
flows of the Group for the year. The Directers confirm
that suitable accounting' policies, consistently anplied
and supported by reasonable and prudent judgements
and estimates, have been used in the preparation of the
financial statements, Applicable accounting standards
have been foilovred,

The Directors are also required ¢ maintain adequate
accounting records, and are responsible for taking
reasonable steps to safeguard the Group's assets and to
prevent or detect fraud and other irregularities,

Report of the Auditors

To the members of Soutihern Water pic

We have audited the financial statements on pages 29
to 44,

Respective responsivliiies of directors znd audilors

As described ahove the Company's Directors are re-
sponsible for the preparation of financial statements.
1t is our responsibility to form an independent opinion,
based on our audit, on those statements and to report
our opinion to you,

Basis of opinion

We conducted our audit in accordance with Auditing
Standards issued by the Auditing Practices Board. An
audit {ncludes examination, on a test basis, of evidence
relevant to the amounts and disclosures in the financial
statements. Tt also includes an assessment of the
significant. estimates and judgements made by the
Directors in the preparation of the financial statements,
and of whether the accounting policies are appropriate
to the circumstances uf the Company and of the Group,

‘ cotisistg;lttly 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 state-
ments are free from material misstatement, whether
caused by fraud or otheritregularity orerror.In forming
our opinion we algo evaluated the overalladequacy of the
presentation of information in the financial statements,

Cuinion “

In ouropinion the financial statements giveatrue and fair
view of the state of affairs of the Company and the Group
at 31 March 1993 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,

Coopers & Lybrand

Chartered Accountants and Registored Auditors
London 17June 1993

Bouthorn Walyr plt
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Accounting policies

Basis of accounting and consolidation

The financial statements have been prepared under the
historical cost convention and in accordance with
applicable UK accounting standards.

The consolidated Group financial statements include
the accounts of the parent company and all its sub-
sidiary undertakings. The accounting year end for all
subsidiary undertakings is 31 March with the exception
of one subsidiary whose year end is 31 December and
whose results and net assets are not material in the
Group context.

The results of businesses acquired or sold during the
yearare included in the Group financial statements from
or to their respective dates of acquisition or disposal.

Twernover

Turnover represents the invoice value of goods and
services provided, excluding VAT,

Depreciation of tangible fixed assels

Fixed assets are depreciated on a straight line basis over
thleir estimated useful lives, which are principally as
follows:

Buildings 10-60 years
QOperational structures 15 - 80 years
Fixed plant 10 - 40 years

Vehicles, computers and mobile plant 3-10 years
Freehold land and infrastructure assets are nof
depreciated. Infrastructure assets, being mains and
sewers, impounding and pumped raw water storagc
reservoirs,dams,sludge pipelines and sea outfalls are not
depreciated because the network of systems is required
to be maintained in perpetuity and therefore has no finite
econnmic life. Expenditure on maintaining the operating
capability of the network is charged as an operating cost.

Grants and contribulions

Grants and contributions received in respect of additions
to non-infrastructure fixed assets are shown as deferred
credits and released to profit over the useful lives of the
relevant assets.

Since infrastructure assets are not depreciated, grants
and contributions are deducted from the cost of these
asscts, in order to show a true and fair view. This is in
accordance with SSAP4. The Companies Act 1988
provides for such grants and contributions to be shown
separately. The effect of this treatment on the value of
tangible fized assets is disclosed in note 9.

Leased assels

Assets leased to Southern Water Services Limited under
financeleases are capitalised and depreciated inline with
the Group's depreciation policy.

Fixed assets leased to all other Group companies under
finance leases are capitalised and depreciated over the
shorter of their estimated useful lives or the lease period.
The interest clement of finance lease repayments is
charged againsl profitin proportion to the balance of the
capital repayments outstanding,

Southern Water plo

Rental costs under operating leates are expensed as
incurred,

Fixed asset investments

Fhe Group’s share of the results of assoctated
undertakings is included in the Group profit and loss
account, and the Group balanie sheet includes the
investment in associzted undertakings at the Group’s
share of their net assets.

Other investments held as fixed assets are stated at the
lower of cost or market value {or directors' valuation
where no market value s available). Dividends from
other investments are accounted for on receipt.

Goodwill

Goodwill,representing the excess of the acquisition cost
of subsidiary undertakings orinvestments in agsociated

.undertakingsoverthe fairvalue ofthenetassets acquired,

is charged to reserves.

Stocks and work in progress

Stocks used internaily for operational and engineering
purposes are stated at costless provision for damage and
obsolescence. Other stocks and work in progress are
valued at the lower of cost and net realisable value. Cost
includes labour, materials and relevant overheads.

Research and development

Research and development expenditure is expensed in
the year in which it is incurred.

Foreign currency

All transactions dencminated in foreign currencies are
translated into sterling at the rate of exchange ruling at
the transaction date, or at the forward cover rate where
forward cover arrangements exist. Foreign currency
balances are translated into sterling at the rate of
exchange ruling at the balance sheet date.

Deferred taxalion

Provision is made for deferred taxation,relating to capital
allowances and other timing differences, on the liability
method to the extent that it is considered probable that a
liability to taxation will occur in the foreseeable future.

Pensfons

The Group operates defined benefit pension schemes,
which cover almost all employees. The expected cost
of these schemes is charged against profitoverthe period
benefiting from employees’ service, Variations from the
regular cost are charged against profit over the expected
remaining lives of employees in each scheme, Contri-
butions to the schemes are determined on the basis of
professional actuarial advice in accordance with
statutory requirements,

Financial Reporting Standard No 3 -

Reporting Financial Peforinance

The Group has adopted Financial Reporting Standard
Number 3, issued by the Accounting Standards Board,
This has involved minor presentational changes to the
figures for the year ended 31 March 1992.




Group profit and loss account
Jor the year ended 31 March 1993

Noles 1993 pULY]
Em Lm
Turnover - confinuing operations 1 319.2 539(}7
Tradlng profit- contlaulng operatlons 12 1194 1061
Exceptional items - profit on disposal of investments 4 - 6o
Profit on erdinary antivities b fora interest . 119.4 : 1121
Net interest 5 {0.2) -3 0
Profit on ordinary activities before taxation 119.2 115.1
Taxation 6 (9.8) (9._8)
Profit attributable to ordlnary shareholders 109.4 105.3
Dividends 7 (35.3) (32.1)
Retained profit for the year 19 74.1 73.2
Earnings per share 8 66.3p 64.2p
Earnings per share before exceptional items 8 66.3p 60.5p

In both financial years profit attributable to ordinary, nhareholders is equal to the total recognised gains as
defined in Financial Reporting Standard No. 3. i
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Balance sheets
at 31 March 1993

Fived assels

Tangible assets
Investments

Cusrent assets
Stocks

Debtors

Deposits and cash

Currant liahilitles

Amounts falling due within one year:
Short term borrowings

Other creditors

Net currant agsels
Total assets lags current Habllities

Creditors

Amounts falling due after more than one year:
Bank and other loans

Grants and contributions

Provision for llabilities and charpes
Minority interest

Capital and reserves

Called up share capital
Share premium account
Profit and loss account

‘The financial statements on pages 29 to 44 were approved by the B

on 17 June 1993 and signed on its behalf by:

W IW Courtney cor Chairman

RKing Group Finance Director

Sauthorn Water plo

‘Notes

11
12

13
14

15
16

17

18
19
19

21

Group Company
1903 1992 1693 LU
£m Im &m £m
955.8 8924 09 0.8
14 A lf.-é 298.5 277.?_
957.2 893.8 2904 278.0
4.7 4.9 — s
59.9 599 50.3 48.5
173.1 1410 194.0 160.0
237.7 205.% 244.3 2085
(7.5) (8.3) - —
(131.6) (138.0) (47.2) {42.0)
(139.1) (146.3) (47.2) 12,0
98.6 59,5 197.1 1665
1055.8 953.3 496.5 444.5
(150.1) (131.0) — -
(170) (11.8) — -
(167.1) (142.8) - —
62) 6.4) (4.5) (4.5)
1.0) - - —_
881.5 804.,1 492.0 440.0
165.8 164.3 165.8 164.3
2.1 1.6 2.1 1.6
7136 638.2 3241 2741
881.% 804.1 492.0 440.,0
%’
R« 5 -
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Group cash flow statement

]
for the year ended 31 March 1992 1
1
Note 1993 At 1
£m £m )
et cash flow tram oparating activities 26 1440 1563
i Returas on investment and sarvicing of finance:
Interest received 18.1 155
Interest paid (16.0) {13.0)
Interest element of finance leases rentals - (0.0}
Dividends received 0.2 -
Dividends paid (29.7) {17.9)
Net cash outflow from returns on investment and servicing of finance (274) (16.0)
' Taxation:
Advance corporation tax paid (9.9) (.1}
Investing activitles:
Puychase of tangible ﬁxed assets . (109.9) (161.7)
Purchase of fixed asset investment -~ (0.5)
Sale of tangible fixed assets 1.6 a4
Sale of fixed asset investments - 107
Investment in subsidiary undertakings - {45)
Capital contributions 134 171
Decrease/(increase) in deposits maturing after three months ~ 100 100}
Net cash outflow from investing activities ' (849 (145.5)
Net cash Inflow/(outflow) before financlng o 218 (14.3)
Financing:
[ssue of new shares 2.0 -
New loans 20.0 no
Principal repayments under finance leascs {0.9) 0.3 .
Net cash inflow from financing a7 21.1 89.7 ;\_;
A
tncrease In cash and cash eguivalents 29 42.9 754 §
Increase in cash and deposits maturing within three months 42.1 7585 "j
Decrease/(increase) in short term borrowing 13 0.8 {0.1) 4
42.9 754

i
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Notes to the financial statements

1993 1998

Note 1 Turnover Profits  NetAssets Thnover Profits  Net Assets
Segrmental Information £m £m £m Em £m £m
Principal activity 2089 111.0 8422 2753 991 783.9
Other activities 20.3 84 220 154 7.0 17.5
3192 1194 8642 2907 106.1 8014
Exceptional items - - 6.0 -
Net interest (0.2) 155 3.0 1.7
119.2 879.7 1151 803.1
Unallocated assets 1.8 1.0
3815 £04.1
' Turnover is stated after 2liminating inter company transactions of £57.4m (1992
£44.5m).
| During the years ended 91 March 1993 and 31 March 1992 all material activities
f were conductled in the United Kingdom.
h
il
¥
'ili Group
al Note 2 1993 1992
Y Analysis of frading profit £ £m
' Turnover 319.2 290.7
‘155‘ Cost of sales (163.6) (149.7)
}fq Gross profit - 155.6 141.0
| Adminisiralion expenses {38.0) (36.0)
! Other operating income 1.8 1.1
Trading profit = 119.4 106.1

-3
—— ittty

Trading profit is stated after charging
Depreciation on:

[ Own fixed assets 32.5 29.1
q Fixed assets held under finance leases 04 04
[ Infrastructure renewals expenditure ul—(% _}:-EI
' Rentals under operating leases H-—OE _Hf_)E
[ Rescarch and development '“(TO ___g.g

———

4 Audit fees chargedin the Group financial statements fortheyearended 31 March
1993 were £0.2m (1992 £0.2m), of which £37000 1992 £36,000) related to
the Parent Company. Fees payable to the auditors for services other than
statutory audit totalled £0.1m.

[
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Notes 1o the financial slatements confiused

Graup
Nosd 1993 1932
Diractors and empiayees {a) Staff cosls £m £m
Gincluding Di rectors’emaimnents)
Wages and salarics 62.3 536
Social security costs 48 41
Pension contributions 6.2 %4
733 63.1
it e i
1903 1092
Number Number
(b} Average stmber of persons em ployed
Principal activity 2,373 2,229
Other activities 3_,(_)_1_?:‘ 874
3,485 3&93
1993 1092
£000 2000
©) I)ireciors'amohm:ents
TFees 70 &b
Salary (including benefits in kind) 381 330
Pension co ntributions g4 73
Performance ] (UL 53 ___’{1
598 Ly

arar——— pE—— )

At 31 March 1993, the Board consisted of 3 Exccutive Directors and 4 Non
Executive Directors (19y23 Exccutive Directors and 4 Non Executive Directors).

1993 1992
) £000 £600
The emoluments of the Executive Chairman who
was also the highest paid Director (excluding
pension contributions) were:
Salary (includling benefits in Kind} ‘ ‘ 142 134
Performance bonus ___j? 35
170 169
(dy Directars
The- remuneration (excluding pension contributions) of all Directors was
within the following bands: ‘
, 1993 1092
g : Number Number
10001~ 15000 ‘ 1 3
15001 - 20000 2 -
9po01 ~ 25000 : _ 2 —
95001~ 30000 - 1 1
100001 - 105000 — 1
105001 ~110000 1 1
110001 - 115000 1 -
165001 - 170000 1 1
ﬁ The performance related bonus for Execulive Directors is determined by
the Remuneration Committee which is comprised entively of Nop Execuiive

Directors, and is based on tha increase in the Cow pany's aarnings per share,

e

r

4
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j Note 4 1993 1692
Fygeplional items £m £m
L 3 Profit on disposal of invesiments in statutory
L water companies - 6.9
Provision against remaining investment in
1 statutory water company.~ - (0.9

- 6.0

——— ot —

The exceptional item in 1992 did not give rise to a charge for taxation in the
Group financial statemerts.

Group
| Note 5 1993 1992
Intorest £m £m
1 Interest payable on bank loans, overdrafts
, and other loans:
3 Repayable within five years by instalments (2.0) 0.8)
Repayable within five years not by instalments (1.2) (1.6}
Y Repayable after five years by instalments (13.6) (10.6)
, Finance lease obligations - (0.1
(16.8) {13.1)
Interest receivable 16.6 16.1
0.2) 3.0
Group
Note § 1093 1992
Taxation £m &m
Uniled Kingdom taxation:
Advance corporation tax on dividends
for the year 9.8 9.8

Tlhe charge for taxation in the profit and loss account is wholly in respect of
advance corporation tax on dividends declared. No liability arose in the year
in respect of mainstream corporation tax.

The full potentiai deferred taxation liability, for which no provision is considered
necessary, calculated under the liability method at a tax rate of 33%, would be:

Group
1993 1992
£m £m
Accelerated capital allowances

(non-infrastructure assets) 82.0 584
Losses and other timing differences (18.3) 20.2)
Advance corporation tax (34.8) (25.0)

289 132

Sauthorn Vater plc . R 35




Notes to the financial statements continued

Note 7
Dividends

Noic 8
Earnings per ardinary share

Note 9
Tanglble fixed assets

Group
1993 1952
fm Im
Interim dividend of 71p (1992 6.5p)

per ordinary share 117 107

Final proposed dividend of 14.2p (1992 13.0p)
per ordinary share 23.6 214
35.3 321

A scrip alternative was offered for the interim dividend and will be offered for
the final dividend.

Earnings per share were 66.3p (1992 64.2p), based on profit after taxation of
£109.4m (1992 £105.3m) and the weighted average number of shares in issuc
during the year of 164.9m (1992 164.0m),

Earnings per share before exceptional items were 66.3p (1992 60.5p). Earnings
in 1992 for this purpose are stated after climinating the effect of the excep-
tional net profit of £6.0m which arose from the disposal of investmenis.

Earnings per share on the nil basis were 72.3p (1992 70.2p) and are calculated
on profit on ordinary activities before taxation.

"There would be no significant dilution of carnings if the outstanding share

options were exercised,

Group Company
Frechold Plant and Infra- Other Total Other
land and machinery structure
buildings assels
Lm £m £m £m £m £m
Cost
Balai.ce at
1 Aprii 1992 362.6 2329 3721 99.2 1066.8 12
Additions 27.2 32.8 279 17.5 105.2 05
Grants and
contributions - - (7.5) - (7.5) -
Disposals - {6.5) - (2.3) (8.9) 0.1
Balance at
31 March 1993 3898 259.2 392.3 1144 1155.7 1.6
Depreciation
Balance at
1April 1992 57.6 74.8 - 42.0 1744 04
Charge for year 9.9 15.0 - 8.0 32.9 04
Disposals - - {5.4) - 2.0 (7.4) (0.1)
Ralance at
31 March 1993 67.5 84.4 — 48.0 1999 0.7
Nel book value
31 March 1993 3223 174.8 392.3 664 9558 09
Net book value
31 March 1992 305.0 1581 3721 572 8924 0.8

Bouthaorn Wator plo



Note § {continved)

Note 10
Fived asset mvesiments

Note 1t
Stacks

Note 12
Debtors

Sauthern Waler pic

Y

Tangible fixed assetsat 31 March 1993 included £84.1m (1992 £75.2m) of assels
in the course of construction which are not depreciated until commissioning

The net book value of tangible fixed assets held under financeleases at31March
1993 was £6.5m (1992 £9,0m).

The net book value of infrastriscture assets is stated after deducting grants and
contributions since privatisation of £48.9m (1992 £414 m).

1609 1092
£m Em
(a) Group
Cost at 31 March 23 23
Less amounts provided 0.9 0.9)
Balance at 31 March 14 14

In the opinion of the Directors 'he value of investments at 31 March 1993 was
not less than the book value.

Details of the fixed 2ssil investments of the Group arc shown on page 44.

(h) Compaty Shares in Loans to Cllier Tytal
subsidiary subsidiary  investments
undertakings undertakings
£m em Lm £m
Balance at 1 April 1992 484 2274 1.4 2771.2
Additions 22 191 — 21.3
Balance at 31 March 1993 50.6 246.5 1.4 2985

The principal subsidiary undertakings of the Company are listed on pages 43
and 44.

Group
1993 1992
£m £m
Materials and consumables 36 38
Work in progress 1 1l
47 49

—— Ti——

At 31 March 1993 thenet replacement cost of stocks was not materially different
from the above figures.

Group Company
1993 1992 1993 1992
fm  Em £m £in

Trade debtors 530 509 - —
Amounts owed by subsidiary undertakings 46,7 448
Other debtors 57 86 34 36
Prepayments 12 04 02 01

508 599 503 485

37




Notes to the financial statements contined

Nate 13

Short-term horrowings

Nate 14
Oiker creditors

Note 15

Bank and other loans

Note 16

Grants and contribulions

38

Group
Bank Obligations Total
loans snd  under finance
overdrafts lenses
£m Lm £m
Balance at 1 April 1992 7.5 0.8 83
Net repayments (0.8) - (0.8)
Balance at 31 March 1993 6.7 0.8 7.5
Group Company
1993 1992 1993 19493
£m Em £m £m
Trade creditors 325 371 01 0.9
Amounts owed to subsidiary undertakings 4.9 1.6
Proposed dividend 353 321 353 321
Advance corporalion tax 103 104 0.8 0.6
Other taxation and social security 18 1.0 01 -
Other creditors 51 43 02 0.1
Accruals and deferred revenue 466 hH3.] 58 6.7
1316 138.0 472 420
Group
1993 1992
£m £m
Bank loans 1500 130.0
QObligations under finance leases 01 1.0
150.1 131.0
Repayable as follows:
Bank loans:
Between two and five yecars . 186 79
After five years 1314 1221
Finance leases:
Between one and two years 01 09
Between two and five years - 01
150.1 1310

Bank loans are unsecured and repayable by instalments for periods up to

15 years. The rates of interest payable on loans due after 5 years
9,4% to 11.5%.

range from

Group

Xm

Balance at 1 Ap+if 1992 11.8
Reccivable in year 5.7
Released to profit and loss account (0.5)
Balance at 31 March 1993 17.0

Grants and contributions relate to non-infrastructure fixed assets.

Southern Wator nla
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Nota 17 Group Company
Provision for

y Infra- Share Other Total Share
liabiliiles and charges structure  schemes : schemes
renewal and other
£m £m £m m £m
Balance at 1 Apri! 1992 1.9 3.5 1.0 6.4 4.5
Provided in year 16.6 - - 16.6 -
Utilised in year (16.8) - - {16.8) -
Balance at 31 March 1993 1.7 35 1.0 6.2 4.5
Note 18 1993 1982
Called-up shara capital Authorised Em Lm
225,000,000 ordinary shares of £1 each 225.0 2250
1 special rights redeemable preference share of £1
2250 2250
Allotted, called-up and fully paid
Ordinary shares of £1 each:
At1April 164.3 1638
Issued during the year 15 0.5
At 31 March 165.8 164.3

Allotments in the year consisted of serip dividends 666,129, shiaresave scheme
9,681, and executive share options exercised 845,000.

‘The special rights redeemable preference share of £1is held by HM Secretary
of State for the Environment.

Qutstanding options to subscribe for ordinary shares in the Company at
31 March 1993 were as follows:

Date of Number of Price per
graot shares share
000
Executive share February 1950 80 281p
option scheme January 1991 273 295p
January 1992 312 310p
‘ January 1993 362 466p
Sharesave scheme: December 1989 1293 176p
‘ January 1591 758 236p
February 1992 785 248p
January 1993 588 372p

In normal circumstances the Executive shiare options may be exercised between
three and ten years from the date of grant. During the year 845,000 ordinary
shares of £1 cach were altotted under the scheme for a consideration of £2.3m.

Options under the Sharesave scheme may be excrcised after cither five orseven
years from the date of grant.

Boutharn Water ple , 39



Notes to the financial statements continued

Note 19
Share premium azcounl
and reserves

Nole 20
Acnpisilions

Note 21
Recongiliation of movements In
shareholders’ funds

Note 22
Contingent iiabitities

40

At April 1992
Retained profit for the year
Premium on allotments

Capitalisation of scrip dividend shares
Value of dividends taken as scrip shares
Expenses of issues of scrip dividend

shares
Goodwill on acquisition

At 31 March 1993

Group Company
Shire Profit Share Profit
Premium &Loss Premium & Loss
Account Account  Account  Account

tm Lin £m £m
16 6382 16 2741
- 74.1 - 47.7
15 — 15 _
0.7) —~ 0 -
— 2.3 - 2.3
(0.3) - (0.3) -
- 1.0) - -

21 7136 21 3241

Cumulative goodwill arising from acquisitions amounts to £8.0m (1992 £7.0m).

The profit of the Company attributable to shareholders for the financial year
was £83.0m (1992 £78.6m). No separate profit and loss account is provided
as permilted by $230 of the Companies Act 1985,

During the year, the Group acquired 55% of a ncw company Clinical Waste
Limited, for a cash consideration of £2.2m, Goodwill of £1.0m arose on this

acquisition.

Group

1593 1992

£m Em

Profit atiributable to ordinary shareholders 1094 105.3
Dividends - (35.3) (32.1)
Retained profit for the year 741 732
Allotments for cash ‘ e 2.3 -
Value of dividends taken &« scrip shares 2.3 1.6
Other shares issued - 0.1
Expenses of issues of scrip dividend shares {0.3) —
Goodwill charged (1.0) 6.7)
Net addition to shareholders’ funds 774 68.2
Shareholders' funds at 1 April 804.1 7359

Shareholders’ funds at 31 March 881.5 304.1
Group - Company

Contingent liabilities in connection
with contractors’ claims on capital
schemes and road reinstatements

1993 1992 1983 1992
£m £m £m £m

14 06 - -

Southurn Water plo
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Note 22 {continued)

Note 23

Capital commitments

Note 24
Other financial
commitmenis

Note 25
Penslons

Bouthern Watoer plo

‘T'he Company has provided guarantees in respect of all monies borrowed by
Southern Water Services Limited from the European Investment Bank, which
at 31 March 1993 amounted to £150.0m. ‘

All wholly owned Group companies registered in England have provided
mutual cross guarantees for borrowings from Nationa! Westminster Bank Plc
which at 31 March 1293 amounted to £6.7m.

Group Company
1985 1992 1993 1942
£ fm Lm £m

QOutstanding contracts placed for

capital expenditure 572 A30 - —

Capital expenditure authorised by

directors but not contracted 1188 104.1 — -
Group Company

1993 1992 1982 19492
Em £m £m Lm
Annual commitments under
non-cancellable operating leases:
Expiring between two and

five years 03 01 - -
Expiring after five years 01 01 - -
02 02 - -

The Group operates a number of funded defined benefit pension schemes
providing benefits based on final pensionable earnings and years of service. All
schemes are administered by trustees and operate independently of the Group.

The schemes are valued by independent consulting actuaries using either the
‘projected unit' method or the‘attained age’ method. The last completed actuarial
valuation of the main scheme, which covers over 80% of the Group's employees,
was carried out as at 31 March 1992, At thatdate,the estimated market valueof the
schemd's assets was £87.7m, which covered approximately 107% of the benefits
accrued to members, after allowing for expected increases in earnings. The
employer's average contribution is being maintained at 11.7% of pensionable
pay with members paying standard contributions of 6% and 5% and starter
contributions of 3% for young employees.

An actuarial valuation of the scheme operating for approximately 10% of the
Group employees was undertaken as at 31 March 1990. At that date the esti-
mated market value of the scheme's assets was £10,6m and exceeded the value
of members’ accrued benefits by 22%. The actuary’s recommendation of
reducing the employer contribution to 10% in respect of all members has been
implemented. A full valuation of this scheme as al 31 March 1993 is currently
being undertaken.

The first full actuarial valuation of a (hird scheme will be carried out as at
31 March 1993. It is expected, however, that the value of the scheme’s assets
will shosve-a surplus over the benefits accrued to members, after allowing for
expected carnings increases. Contributions 1o the scheme have continued at
the provisional rates recornmended by the actuary.
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Notes to the financial statements continued

Nole 25 (continued)

finte: 26

Recenciliation of trading
profit to net cash flow
from operating activitias

Nole 27
Changes in financing
turing the year

Note 28
Analysis of the balances

of cash and cash equivalents
as shewn In the Bafance Sheet

Note 29
Anaiysls of changes
in cash and cash

equivalents during the year

The principal assumptions used in all actuarial valuations are those related o
the differentials between the rates of return on investments and the Tates of
increases in earnings and pensions. It has been assumed that the investment
return per annum will be 2% higher than wage and salary increases and 3%%
higher than pension increases,

Total pension costs for the year were £6.2m (1992 £5.4m).

All the schemes are able to accommeodale, insofar as currenily understood, the
implications of the European Court judgement in ‘Barber v Guardian Royal
Exchange' without change to the contribution rates currently in force.

1993 1992
£m £m
Trading profit 1194 106.1
Depreciation charge 329 29,5
Other items (1.0) 0.3
Mavement in provisions 0.2) 13
{Increase)/Decrease in stocks 0.2 {1.1)
(Increase)/Decrease in debtors (1.7) 64
Increase/(Decrease) in creditors 5.6) 138
Net cash flow from operaling activities 144.0 1563
Share Loans Finance Total
capital lease
(including obligations
premium)
£m £m £m £m
Balance at1 April 1992 165.9 130.0 1.8 297.7
Cash inflow/{outflow}
from financing 2.0 20.0 (3] 21.1
Balance at 31 March 1923 167.9 150.0 0.9 3188
1593 1992
Lm L£m
Deposits and cash 173.1 1410
Short term borrowings (7.5) (8.3)
165.6 132.7
Less: Deposits exceeding
three months to maturity
when acquired (55.0) {6509
Cashi and cash equivalents 1106 67.7
1993 1902
£m £m
At1April 67.7 (7.7)
Net cash inflow 429 754
At 31 March (see note 28) 110.6 67.7

The 1992 comparative amounts have been re-presented to show deposits
maturing afler three months as part of investing activities,
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Subsidiary undertakings and investments in other companies
At 31 March 1993

Subsidiary undertakings

The Company’s principal subsidiary undertakings at 31 March 1993 are listed below With fhe exception of
Waterline Insurance Company Limited, registered and trading in the Isle of Man,all companies are registered
in England which is also the country of operation.

Company

Southern Water Services Limited

Southern Projects Limited

McBhowells Limited

Southern Science Limited

Aguaclear Limited -

1T Southern Limited

Tyrnemarch Systems
Engincering Limited
(year end 31 December)
Sectron Systems Limited
Ecoclear Limited
Greenhill Enterprises Limited
Clinical Wastc Limited

Southern Watercare Limited

M, W.Longley Limited
Topmark Vehicle Contracts Limited
Hazeley Down Mineral

Water Company Limited

Paperstream Limited

Waterline Insurance
Company Limited

Sovulharn Vialer ple

Class of ¢capital

Ordinary

Ordinary

Qrdinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Ovdinary

Ordinary

Ordinary

Ordinary

Ordinary

Ordinary

Proportion of
class held

100%

100%

100%

100%

100%

100%

100%

100%

100%

100%

55%

100%

146%

100%

100%

100%

100%

Nature of business

Provision of water supply
and wastewater services

Civil enginecring design
and consullancy

Civil and structural
engineering consultants

Laboratory analysis and
environmental assessment

Commercial water systems
consultancy

Information techuology
services

Process control and
engineering software
services

Securitly services

Liquid waste management
Waste management
Clinical waste management

Contract plumbing

Heating and ventilatior;
contractors

Vehicle and specialist
plant hire

Bottled mineral water
Mailing and printing
services

Insurance
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Subsidiary undertakings and investments in other companies continued

at 31 March 1993
Company Class of capital Proportion of Nature of business
class held
Bowsprit Holdings Limited Ordinary 100% Property investment
Monk Rawling Limited Ordinary 100% Estates management and
property consultancy
Bowsgirit Property Development Limited Ordinary 1G60% Property development

Fixed assat investments

Company Class of
capital

Associated undertaking

Coastal Wastewater Ordinary
Consultants Limited

Other investinenis

Folkestone & Dover 3.5% Ord

Water Services Limited 4.9% Ord
4.9% Ord (1953)
7.0% Ord

Both companics are registered in England

Proportion of
class held

50.0%

19.9%
25.0%
25.4%
27.2%

Nature of
business

Marine treatment
cngineering design
and consullancy

Water supply

Total capital Profit for
and reserves the period
Em Em
0.1 -
G.1 11
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Group five year suimmary

1993 1992 9N 1990 1959
Em fm fm Em fm
Turnover -
continuing operations 319.2 2907 251.2 2258 2041
Trading profil~
continuing operations 1194 1061 90.5 78.3 93.3
Exceptional items - 6.0 - (5.8} {0.6)
Net interest (0.2) 3.0 6.6 (18.2) (28.2)
Profit on ordinary activilies
before taxation 119.2 115.1 97.1 54.3 G4.5
Taxation (9.8) (9.8) 4.7 (5.5) =
i Profit atiributable to ordinary
: shareholders 109.4 1053 874 48.8 64,5
Dividerds (35.3} (32.1) (29.0) (164) —
i Retained profit for the year 74.1 73.2 584 324 G4.5
| p P p p P
| Earnings per shars - 663 64.2 53.4 - -
' Earnings per share belore
& exceptional ltems 66.3 605 53.4 - -
. Dividends per ordinary share - 2i.3 195 177 10.02 -
] ~
: £m 2m . &m £m Em
| Ascels employed .
f Fixed assets . 9572 8938 787.0 7108 G634.1
R Net current assets (liabilities) 98.6 59.5 1.3 (245 - (74.9)
; Long term creditors (167.1) {142.8) (47.3) (6.7 (223.0)
3 Provision for liabilities and charges (6.2) (6.4) (5.1) 2.4) -
L Minority interest (1.0) - —_ ’ - -—
[ e —— P——— D —— [ ———— D)
! Nel assats 8815 804.1 7359 677.0 336.2
f Capital and raserves
§ Called up share capital 165.8 164.3 163.8 163.7 —
* Share premium account 21 16 0.4 0.3 -
5 - Profit and loss account 713.6 638.2 5717 513.0 3362
‘ 8815 804.1 7359 677.0 336.2
: Significant changes took place during the year ended 31 March 1990 arising from capital restructuring, the regulatory regime
and the conversion to ple status. Accordingly, the comparability of the results of 1993,1992 and 1991 with prior yearsis limited and
care; should be taken in relating L 2s¢ figures.
Amounts for prior years have been restated to comply with FRS3. The effect of this restatement has been to reclassily
. as exceptional, items treated as extraordinary in 1990 and 1989 of £5.8m and £0.6m respectively,
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