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Chairman's statement

Alfter such a turbulent time for the water sector in general L am
extremely pleased that Wessex Water Ple has turned in another

fine performance.

Wessex Water Services comiinued to excel in the quality of service
to customers, in compliance with environmiental standards and in
opcrational efficiency. UK Waste, our joint vernure with Waste
Management International Plc, is doing well and has now achieved

markei leadership in the waste management sector.

In the year to 31 March 1996 tumover was up 5% to £240.7 million and

profit before 1ax was up 14% to a record £133.9 million. Recognising
(rg!i’ch_olas Hood : this performance, we proposc to pay a final dividend of 10.2p per share,
airman
raising the total payment for the year to 15.2p.
Our success to date and the way we manage the business has produced one of the strongest balance

sheets in the sector.

The board has for some time been considering the options [or using this balance sheet sirength 1o
deliver further higher returns for sharcholders. After carcful consideration we announced on
6 March our proposal to make an offer {or South West Water Plc. This proposal makes sense because:

» we have a proven record of running a high quality efficient utility business

« custe “ers of South West Water would benefit [rom improved service and a reduction in the level
of water and sewerage charges compared with the rates currently approved by OFWAT. In due

course Wessex Water's customers would also benelit

* the geographic and commercial fit is compelling and if successful the merger would create a
major new utility group for South West England. There would also be considerable benefits from

combining the waste management interests of both companies

« sharcholders would see earnings enhancement from the {irst full year following acquisition
which would be reflected in fuiure dividend paymens

» the acquisition would produce extensive cost savings. The geographical proximity of the service
areas of Wessex Water and South West Water and their common boundary, together wiith our
proven abhilily 10 manage water and sewerage operations efficiently, make Wessex Water uniquely

positioned i obtain the maximum synergy benefits.

As expected, the proposed acquisition has been referred to the Monopolics and Mergers
Commission and the ouicome of this reference is due in the autumn of 1996.
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Investors may be assured that Wessex Water will not overpay for South West Water. If the
requirements of the regulatory and competition authorities are too onerous we will not make an
offer. We would instead proceed with other options {or using our resources to deliver high returns
to shareholders.

On a sad note, [ would like 10 pay tribute to Donald McLure. deputy chairman, who died suddenly
last Christmas. Donald had been associated with Wessex Water for 10 years and bécame deputy
chairman in 1989. He brought commercial, industrial and internatioral experience to the board and
he was a very proud and enthusizstic ambassador for the company. Donrld would have been
delighted with these results and he will be greatly missed.

On 31 May, Pat Barrett joined the board of dir.<tors. Pat is chief operating officer of Smurfit
Continental Europe ani chairman of Porter Chadburn Plc. 1 welcome him.

Al who work for your company know that only by having satisfied customers will Wessex Water
be able to please the industry’s regulators, critics and our shareholders. Qur staff are proud of their

company and I thank them for their hard work looking afier our customers.

The success of the Wessex Watcr strategy of doing two things and deing them well is clearly
illustrated by these results. The board is deterrained to utilise our financial resources for the benefit

ol shareholders.

1 remain very confident about the future.
Nicholas Hood

- Chairman

Wessex Water Plc




Hugh Rickard .
Distribution Manager

Overview of Wessex Water Plc

Y essex Maeer Ple s pwo main businiess inierests

SAWessex Water Services and UK Waste.

Our aim s o provide bigh quality water and
cnvironmental services that proweet health, improve
the environment, give customers good valuge
for manes. emplovees a satisfving career and

shareholders & goud et on thieir investmuen,

Messex Witter Services is the regional wiaer
and sewerage company serving an arca of the
south west of England covering 10,000 square
kilometres including Dorset, Somerset, Bristol,
most of Wilishire and pans of Gloucestershire,

Hampskire and Devon.

Every day, Wessex Water supplics 400 million
litres of high quality drinking water 1o 1.1
million water cusiomers. We operate 138 water
sources, 117 wtreatment plants, 10,000 kilometres
of water mains, 300 pumping stations and over

300 service rescrvoirs .

“Customcers want (o be able to vely on us, our
services arc vital to public health, Thats why irs
important for them to know that cven if we have a
hot dry swimmcr; up

o 300,000 cxtra
halidaymaleers to deal
with and a massive
increasc in daily usc of
watcy, their taps will still
flow and theyll sall he
uble to water their

gardens. But its equally

important that the
quality is reliable teo.
W operdice to strict
quality ussurance systeims. Our whole water
production pracess has been awarded the
internationally recagnised 150 9000 standurd. Last
yeur we continued to have vintualty 100% compliance

with arguably the striceest standards in the world™,

Wossex Water provides wasie wiater seivices to
2.5 million people. treating and safely disposing
ol 300 million litres of sewage every day. This
involves nearly 15,000 kilometres of sewers,
1,210 pumping stations and 346 sewage
treatment works. Bathing water quality is

very imporiant beciuse the region has 42 EC
designated bathing waters including a number
of nattonally popular resorts on the Dorsct and
Somersel coasts. These bring tourists Lo thic area
and are an essential part of the local economy.

praviding not just income but emplovinent.

"We're not just caring for the necds of customers
and protecting their healdh, we've caring for the
enviranment. That means not just pratecting it
from damage but also
finproving it where we
can. Thats why it
so important that our
sewdge treatment
worlis meet the
exacting standards sct
by the Enviromnent

Agency. After all, onr

rcgion boasts some of

the hese quality rivers

Chris Wines
Sawage Treatment Gperator

and most popular
coasial resarts in

the country™,

Wessex Water has been in the forefrei.i of the
industry in ensuring thay its sewage reatinent
works do not adversely affect bathing waters.

In addition, all sewage sludge - the by-product
af the sewage wreatuent process - is recycled to
farmland or used fer land reclamation purpases.
We were the first waler company in the UK to
stop the disposal of sewage sludge at sea when,
in 1992 we adopted Swiss technology and built
a Biodrier which turns sewage sludge imo drv.

odourless granules, which are used as fertiliser.
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Ann Goddard
Community Contact

Wessex Water is committed to providing
customers with the best possible service, from
offcring them a choice of payment methods, o
keeping them informed, not only zbout our
day-to-day activities but about all aspects of the
water supply and
sewerage business.

Last year we were
comntacted by our
customers on around
900,000 scparate
occasions.

“Customers who have
contacted us, for
whatever reason,
probably kngw more
about how we can
improve our day to day service than we do. Thats
why we have an independent feedback survey
each month so we can find out how well we
performed and what lessons we can learn - und
titen put things right. The most recent figures
showed B8% of customers rated onr service as
excellent or good - but we will keep on trying to
reach 100%".

Ore of the ways in which we adapt our service
10 the needs of a largely rura) population is the
Community Coniact Service, Visiting 26 towns
across the region each mondh, it takes our
service 0 our customers,

Our commitment to customer service is further
demonstrated by Partnership 2000. Launched

in 1964, it offers customers iimproved service and
greater involvermnent in the running of the business
through cur independent customer directors,
Lesley Bennett and Les Ames.

We offer customers some of the best service
guarantees in the industry, with a minimum
compensation payment, all underpinned by our
‘no quibble’ policy.

Formed in 1991, UK Waste is jointly owned by
Waste Management International plc and
Wessex Water Ple. Qur objective for UK Waste
when it was established was for it 10 become
the leading waste management business in the
country by size, overall profitability and service

to customers.

Mainly through the acquisition of 35
businesses, UK Waste has grown from virtually
nothing to a nationwide £136 million turnover
business in under five years. UK Waste now
employs over 2000 people a1 60 locations.
These include 21 collection depots, 10 transfer
stations, 11 landfill sites, two liquid waste
treatment centres, four recycling centres and
six paper processing planis.

UK Waste has now achieved the objective of
market leadership with its size of tumcver and
level of profits being the highest in the country.

“When we say we offer a total waste management
service - we mean it - right through from picking
up houschold waste to the most advanced waste
recycling techniques. Whether it’s engineering

the best landfill
sites or leading

the field :n waste
recovery, our concern

-

i‘:_

is to provide a
comprehensive, safe
and environmentally
sound service to our
25,000 commercial
and industrial

customers and the one

Hilary Kelle

million householders
Dapaot Manager UK Waste

we serve”,
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Chief executive's operational and financial review

T he operational and {inancial results for the operating profits rising to £116.6 million.
vear were again excellent. The highlights were: With an increase of 20% in the

contribuiztion from UK Waste

= water and enviconmenial quality standards d .
and continuing interest

were maintained at very high levels of

) ' income, profit before 1ax rose
compliance, virtually 100%. Arcund 1,300 -

to a record of £133.9 million.

capital projecis were completed which will ! :
pAat prel : an increase of 14%. Fully -

help ensure continuing high standards in . .
diluted earnings per share rose

the future
129% 10 39.0 pence and the board

« we maintained our record of supplying is recomnmending a final
watcr, without any restrictions on customers’  dividend of 10.2p per share,
usc. despile last symmer’s exceptionally raising the total payment for
dry weather the year to 15.2p per share.

This dividend reflects the

+ our water services business improved ,
success of our water services

efficiency further, reducing costs by another . .
business and the growing Wessex Water

Qe . o7, i
4% - costs are now 19% lower, in real terms, operating profit £m

contribution from UK Waste.
than they were four ycars ago

Net cash resources increased during the year o

* mainlaining our posilion ac service leader
& P L£62 million. Investment of £L88 million was

we continued 10 develop new customer ) ) ) .
made in capital and infrastructure maintenance

services initiatives nnder our Partncrship . -
expenditure. £13 million was used for the

2000 programme, including even betier
prog & acquisition of the specialist Swiss based sludge

scrvice puarantees, improved compensation .
& b P drying business S C Technology AG and 2

for any mistakes and the option 10 have a
Y Y further £.10 million was invested in UK Waste.

; r
meter installed free of charge £42 mitlion was paid in dividends and 1axes.
*» UK Waste achieved its objective of market The balance represents cash flow {rom
leadership - growing [rom virtually nothing operations and movements in working capital.
Lo a £136 million nationwide business in )
Excluding the investmen in new businesses,

under five years. . .
y there was a net positive cash flow of £24 million.

For the fourth time in succession, Wessex This strong performance is ihe result of the

_ Water was ranked as the most highly rated continuing reduction of operational costs and
water service company in Britain’s Most the efficient way we delivered our own
Admired Companies Survey, independent investment programme. The net cash
recognition of another good year and a credit resources al 31 March 1966 were made up of
to all involved in the business. ' short term cash investments offsct by loans and

' finance leases. Successful treasury management

FINANCIAL REVIEW during the year produced interest income of

) £5.1 million.
Last year produced another sct of excellent financial

resulis with turnover up 5% w £240.7 million and

Wessex Watcr Plc




Qur reasury policy is to maximise returns
without undve risk. We have been successful
in avoiding high cost fixed interest borrowing
in a period of reducing interest raies.

The taxation position of the group is changing
as we move towards the payment of more
mainstream corporation tax. We are, however,
able to utilise advance corporation tax
previously written off against this liability and
10 carry the balance forward.

WESSEX WATER SERVICES

The company conunued 1o deliver high
standards, improve efficiency and provide
customers with an excellent service. Providing
customers with the services they want at a
competitive price is our first priority. The
success of any business depends on having
satisfied customers so a great deal of effort
goes into customer research and consultation.
Gur independent customer directors play

a very valuable role by putting customer
views inio discussions of the Water Services

oy
F.ey

Water supply and waste water services area
) Waste water services only
@ Water supply services only
£ Surface water sources - major reseivoirs

© Groundwater sources - major boreholes

board. Monthly surveys, conducted by
independent researchers, monitor the views
of customers who have contacted us with

an enquiry or problem. These surveys help

us moxnitor our performance and make service

imprevements.

Distinguishing Wessex Water Services
Although some water companies have been
justifiably criticised in recent months, many of
the clear improvements to service to Wessex
Waters customers have been ignored by those,
particularly in the media, who lump all water
companies together. Water companies do differ
and Wessex Water is determined to act in ways
which will change ihese overall perceptinns.

The Wessex Water region
. showing our main water
grid system

witshire SRR 4o rton and
eNistrict Water

o groundwater

[
Salisbury

Wessex Water Pl

8 Boumemouth and West
ampshire Water
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Chief executive's operational and financial review continucd

In January, the company withdrew from

the Water Services Association - the trade
association for the water and sewage businesses
covering England and Wales. We felt that as
long as the company was seen as part of the
water industry, we would not be given credit
where credit was due. We were already taking
initiatives designed to set us apart from the rest
of the industry. The board believes it is better
for us to establish a clear, separate identity and
not be constraiiied by having to follow a Jowest
common denominator’ group line, with which
we frequently found ourselves out of step.

Delivering high standards

An important aspect of the quality of our
service was demonstrated during last year’s
exceptionally dry summer when, despite record
low rainfall, there were no restrictions in water
supply anywhere in the Wessex region. Eflective
invesiment in water resources, our ability to
move water to where it was needed through our
regional grid system and the hard work of all
our employees, ensured customers’ supplics
were not restricted.

Wessex Water Plc

We firmly believe customers have a right to the
services they pay for and those few who were

inconvenienced by low pressure during periods

of exceptional demand were paid compensation.

Over the winter we brought forward and
completed three schemes which will give added
security to waler supplies in Somerset, so that
whatever kind of summer we have in 1996, our
customers will again be free from any hosepipe
bans or restrictions.

The programme of major works 1o upgrade

our water treatment plants ended with the
completion of a £12 million scheme at Durleigh
in Somerset. Investment is continuing to
irnprove the distribution network, renew or
reline sections of old mains and reduce leakage
levels. Good progress was made towards our
target of reducing leakage to 15% by 2005.

fashford Lakes Rescrvoir, Hampshire

this new water resource Finked inta our

regionaf grid helped us maintain

unrestricted supplies to olf customers

through the droughs of 1995

v s
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The three year project to construct a £35
million state-of-the-art sewage treatment works
at Poole was completed and a major tunnelling
project 10 inciease the capacity of the sewerage
system at Swaniige is progressing.

Work has also begun on a £36 million scheme
to construct a rew sewage treatment works for
Weston-super-Mare,

In all, around 1,300 capnal projects were
completed last year and compliance with
the legal standards {or.drinking water and
sewage treatment discharges was maintained
at virtually 100%.

Wessex Waters coastline includes many bathing
waters popular with visttors and tourism is
very important 1o the regional economy. The
company has recently set a long term target of
installing [ull treatment for all discharges made
to bathing and recreational waiers. This will
take us well beyond the minimum legal
requirements.

Improving efficiency .

Last year the costs of running
the water business fell by 93.5
another 4% despite some ;
addirional running costs
during the exccp:iohhl-l;’ dry
period last swinmer. As a result-
of this excellent pedformance,
costs are now 19% lower in
real terms, than they were four

years ago. Across the company

-

employees have fiund ways :
92 93 94 95 06

10 reduce costs whilst
maintaining high standards.
We are confident of

Waiter business
operational costs £m

maintaining the momentum
of cost reducrions.

{olz waste water treatment plant -
the new biclogicat aerated fitration piant

one of the most innovative ireatmet, plants
in Eurcpe, providing full treatment for sewage
from the important seaside resort of Poofe




Chief executive's operational and financial review coninued

Improving customer relations

We are determined to be the service leader
within the water indusiry. We have continued

tc make improvements to customer service
through our Partnership 2000 initiative - a five
year rolling programme giving customers greater
involvement and improved service. Launched

in 1994, Partnership 2000 introduced:

+ the appointment of two independenly -
selected customers as directors on the
Wessex Water Services board

* business and doméstic customer guarantees
well beyond OFWAT minimum standards and
‘no quibble’ conpensation payments

* a customer dividend in xind, sharing
potential savings on capital projects

* a campaign {or a fairer charging policy
based on council tax bands and a free
meter oplion,

Further Partnership 2000 improvements
announced over the year which maintain
our position as service leader included:

* the phased abolition of standing charges
for un:aetercd customers

+ even better service guarantees for
domestic and business customers

¢ automatic compensation at ihe highest
level offered by any UK water company
if we fail 10 meet our standards of service

» the option for domestic customers 0
have a water meter installed free of charge.

Twice during thie year in separate studies, the
Office of Water Services, praised the companys
akility to achieve and maintain high levels of

customer service.

b~
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Wessex Water

Partnership 2000

In one report, Wesszx Water was the only water
and sewerage business in the UK described as
“performing well” against comparable measures
of service. In ancther, our performance was
judged as “best practice” in the indusiry n
handling customer complaints.

Qur ‘Person to Person' Community Contacy
service proved very popular during the year
attracting over 4,000 customers. The service,
which regularly visits 26 tawns actoss the
Wessex region, provides a lacal point of contact
for queries and the paynient of bils. In
addition, a visiting service is available to

help custoiners choose their own payment
arrangements.

With the water industry in general heing
criticised for some companies’ performance
failures, it is even more important to explain to
our customers what u. is that we do in our own
region. Whether it is describing the impact and
benefit of our many capital investment projects,
the opening of our sites {or visits by the general
public or thie hundreds of talks given to local
greups across the region, we aim to stay close v
our customers.

Wessex Water Ple




UK WASTE

The resuits for the year confitm that UK Waste
has achieved our objective of market ieadership.
growing from virtually

135.8

nothing {ive years ago to

a £136 million turmover
business today.

Profit before tax was
£24.4 million compared
with £20.4 million the
previous yeai. Wessex
Water Plc’s stare of the
profit was £12.2 million -
an increase of <3%.

Over the year, UK Waste
acquired a further eight
‘teck in’ businesses and a
landfill site in the Midlands.
Several new facilities were
opened including landfill
sites on Merseyside and in Belfast, a fibre fuel

92 63 9+ 95 96

UK Waste
curnover £m

processing plant at Slough and recycling facilities
in Hull, Edinburgh, Glasgow and Hampshire.

Major contracts for new commercial 2nd
industrial custoraers included the award of a
£10 million long term contract o design, build
and operate a ghuns processistg plant for the
British Glass Recycling Company. Thers is
increasing demand for the company’s tutal
waste management and recycling scrvices
which is reflected in the number of major national
contracts secured with large producers of waste.

We are pleased that the landfiil tax which is
being introduced in the autumn will be based
on the “weighi of waste lzndfilled rather thar

on value as originally planned. This provides
greater incentives for waste producers to dispose
of their waste properly and seek ways to
minimise and recycle it. UK Waste is benefiting
froin the additional business which this is
brirging. Through the acquisition of several waste
paper processing businesses and the Jevelopment

Hartley Wintney Materials Recovery
facility, Hampshire

some of the 230,000 tonnas of waste paper
and boa:d handled by UK Waste, bzled and
raady to be recyclad. Recyeling is ih» fastest
growing area of UK Waste's business

Wessex Wazer Plr 11
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Chief executive's operational and financial review continved

of materials rzcovery
facilities, UK Waste has
tecome one of the largest

€

recyCling o

in the country - handling
around 230,000 tonnes of waste paper and
board annually.

The company established a Recycling Services
Division during the year to focus effort on this
market. Other specialised services include office
waste recycling, electronic equipment recovery
and the manufactureiof fuels from waste.

ENVIRONMENTAL RESPONSIBILITY

All of our business operations have an impact
on the environment - from the suxply of drinking
water to the collection, treatinent and safe
disposal of liquid and sclid wastes. We pride
ourselves in maintaining high standards and this
was recognised in a recent survey in which Wessex
Water was voted one of the top 10 companies

in the country for environmental responsibility.

We were also the only water company in the
country to become a founding partner of

“Forum for the Future” - 2 new ervi unmantal
charity committed to research for positive
sclutions 1o environmental preblems and
building a sustainable way of life.

We continue to work with the Envircnmant
Agency in identifying ways of resolving

low river flows in catchments where water
abstraction has an impact. Good progress was
made with stream support measures for the
River Piddle in Dorset, the River Wylye in
Wiltshire and the River Avon at Malmesbury.
A number of Wessex Wateria:k awards were
made to local groups who soupht assistance on
a variety of water relat¢d environmental
projects. Since the scheme was established in
conjunction with the Conservation Foundation,
150 local organisations have benzfited from
awards totalling £90,000. UK Waste became
the first company in the waste nianagemes«
industry to achieve four accreditations under
the new British Standard 7750 for environmental
management. This was achieved at landfill sites
Bristol primary school children

feaming 'n iheir conservativn area, which received a Wessex Watermark
award, just ope aspect of Wessex Water's vasisd work in the community

Wessex Water Plc
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in Northern Ireland, West Sussex, Cheshiie and
Humberside. A programme is in place to obtain
BS7750 accregitation for all of UK Wastes
recycling, treatment and disposal facilities.

COMMUNITY INVOLVEMENT

Wes<ex Water continues to play an active part
in suppnriing the economic and social well-

being of the region it serves.

The company strongly supporis the efforts of
employees who participate in a wide range of
activities in the coinmunities in which they five
and work. In adJition to continued support
from the Commurnity ¥ius Fund which matches
the fund raising efforts of stall, teams from Wessex
Water participated in Challenge West 95, uaking up
challenges from regional charities to help them
with spzcific projects. Educatior: . ».iitres which give
schools and colleges a base for their sindies have
been established at Ashford in Somerset and Sutton
Poyniz in Dorset. Further projects at com 2any sites
are nearing compiction a Trowbridge in Wiltshire
and Blashford Lakes in Hampshire, Suong links
have also been {orged with education business
partnerships which promote closer links between

schools and inuasiry.

UK Waste vontinued to work with environmental
and educational organisations such as the
Groundwork Trust and Waste Watch. Its unique
robot, ‘Cycler’. made from recycled material
continued on its nationwide tour promoting good
waste manag2ient practices - it has now met over
50,00!: school children, UK Waste’s Moore
Natur: Reserve in Warrington proved popular
with visitors, and organisations throughout the
Morth West took part in a woodland extravaganza
in November. Through Chairman Mick Hood’s role
as Deputy Chainnan of Business in the Community
we have maintained our close links with its
Environmental and Regeneration Programmes.

Wessex Water has given significant support 10
Bristol 2000, the millennial project which will
transform the heart of Bristo! and provide the
region with a new centre for education, science,
nature and the arts.

Wessex Water has maintained its strong s. port
for WaterAid, the industry’s own charity which
works overseas in developing ¢ountries helping
local populations reduce water borne diseases.
Last year the Wessex region of WaterAid raised
another £230,000 thanks to the efforis of staff
and a generous £80,000 contribution from our
customers. This money will go 1o help many
projects. Together with other stalf closely involved
with WaterAid, I was privileged to see ar first hand
the benefits clzan water and proper sanitation are
bringing to communrities in Ethiopia.

CUR EMPLOYEES

The most encouraging aspect of a very successful
year has been the way staff throughout the
company have responded to the challenge of
improving siandards and service whilst at the same
time reducing costs. Whether dealing with drought,
storms, new billing systems, business development
or prepating the proposals in connection with our
bid for South West Water, the team spirit and
innovation shown has been remarkable.

A1 a ime when there has been much criticisin of
some water service companies, shareholders and
employees can be rightly proud of Wessex Water’s
achievernents. We can also be very confident
about the future development of the business.

Colin Skellett
Chief exccutive

Wessex Water Plc 13
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Directors and advisers

DIRECTORS

WN Hood CBE, CBIM (60)#
Chairman

Appointed chairman
September 1989; chairman
of Wessex Water Authority
1987-89. Non-executive
director of Winterthur Life
UK Lid, Commercial Union
Environment Trust plc and
APV pic. Member of the
Water Training Council
and first vice president of
the International Water
Supply Assaciation. Deputy
chairman of Business

in the Community. Member
of The Prince’s Council.
Chairman of Bristol 2000
and director of the Bristol
Centre for Performing Aris.

CF Skellett MSc, CChem,
FRSC, FIWEM (51)#
Chief executive

Appointed chiefl executive
January 1995 having been
managing director since
September 1989. Member
of the British Committee
of the International

Water Supply Association.

Wessex Water Ple

NAW Wheatley FCA (54)
Finance divector

Appointed finance director
September 1989 having
been finance director of
Wessex Water Authority
since March 1989.
Previously finance direcior
of UK companies in several

different industrics.




P A Barrett OBE (59)*

Appointed 31 May 1996. Chiel operating officer of Smurfit Continental Europe and chairman of
Porter Chadburn Ple. Forme: directorships include Russell Reynolds Associates, T1 Group and
Continental Can Ltd. Past president of The British Fibre Board Packaging Association.

E G Falkman BA MA JD (51)*

Appointed February 1991. Chairman of Wasie Management international ple. He has held various
positions with WMX Technolegies, Inc. since 1977, Chairman, Environment Commission of the
International Chamber of Commerce. Director and member of the Executive Committee of the
World Business Council {or Sustainable Development.

Sir Terry Heiser GCB (64)*

Appointed January 1993. Former Permanent Secretary at the Department of the Environment
1985-92. Non-executive director of Abbey National plc, ] Sainsbury pic, McDonnell Infornuation
Systems Group ple and Costain Group PLC. Member of the Executive Commitiee of the National
Trust. Chairman of the General Advisory Council of the BBC.

R D Kent MBA (48)*#

Chairman of uudit committec

Appointed September 1989; member of Wessex Water Authority 1988-89. Managing director ol
Close Brothers Group plc; chaiyman of Close Brothers Litd. Non-executive director of English and
Scottish Investors plc and M & G Group PLC.

Lord McGowan (57)*

Chairman cf remuncration committee

Appointed 29 july 1994. Chairman, Panmure Gordon & Co Ltd, stockbrokers, for whom he has
worked since 1968 and 2 director of West Merchant Bank Holdings 1td. Non-executive direcior of

BNB Resources PLC.

* Non-executive director and member of the remuneration and audit committees
# Member of the nominztion committee

ADVISERS

Auditors Coopers & Lybrand

Legal Adviser Linklaters & Paines

Banker Midiand Bank plc

Financial Adviser Barclays de Zoete Wedd Ltd
Stockbraker Panmure Gordon & Co Ltd
Registrar The Royal Bank of Scotland ple

Wessex Water Plc
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Directors' report

The directors have pleasure in submitting their annual report 1o shareholders together with the

audited accoumns for the vear to 31 March 1996.

PRINCIPAL ACTIVITIES

The main activities of the group are the supply of clean water and the weaiment and disposal of
waste water. The company has an investment in waste disposal through its asseciate company
Wessex Wasie Management Lid, -vhich trades as UK Waste,

A review of progress and the activities of the group during the year and for the future is given in
the chief executive’s operational and financial review on pages 6 to 13. The names and activities
ol the principal operating subsidiary comparies and assuciated undertakings are given in note 32

to the accounis on page 42.

PROFIT AND DIVIDEND

Group profit for the year after 1axation amounied to £112.9 million. The directors recommend a
final dividend of 10.2p per ordinary share to be paid on 1 October 1996 to shareholders or the
register at the close of business on 9 July 1996. Together with the interim dividend of 5.0p per
share, this will make a total of 15.2p per share for the year.

SUBSTANTIAL SHAREHOLDERS

UK Waste Management Holdings, a subsidiary of Waste Management International ple, holds 50.7
million shares of the company, amounting 1o 19.6% of total ordinary issued share capital.

The company has been notified of subsiantial interests of 3% or more of the issued 60p ordinary
shares by Prudential Corporation (7.0%), Scottish Widows Investment Management (4.0%), Lloyds
TSB Group plc (3.5%) and Standard Life Group (3.5%) as at 20 June 1996,

BOARD OF DIRECTORS
The names and details of the directors are set out on pages 14 and 15.

The directors are sad to record the death of D N A McLure on 27 December 1995. Donald McLure
had been deputy chairman cince 1989 and was a former member of Wessex Water Aurhority.

At the Annual General Meeting on 6 September 1996 W N Heod and C F Skellett will retire by
rotation in accordance with the Articles of Associatior: of the company and, being eligible, will offer
themselves for re-appointment. Both directors have a service cantract which may be terminated by

the company with one year’s notice.
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On 31 May 1996 P A Barrett joined the Board as a non-executive director and he wili offer himself
for appointment by sharcholders at the Annual General Meeting.

The beneficial interests of the directors and their families in the shares of the company are shown
in note 21h on page 38. During the year no director was materially interesied ir any contract with

the company or with any of its subsidiaries,

EMPLOYMENT

Wessex Water offers equal opportunities to all applicants for employment. Disabled people are
considered for employment, training, career development and promotion on the basis of their

aptitude and abilities, in common with all employees.

A high priority is given 1o employee communications which include team meetings, an employee
‘newspaper, newsletiers, conferences and the half-yearly publication of financial results,

Employees are encouraged to become shareholders in the company. Around 96% of employecs
hold shares under the profit sharing scheme and approximately 47% hold options under the
sharesave schieme. The details of the share schemes for employees are shown in note 21g cn

pages 36 and 37.

ENVIRONMENTAL POLICY

Wessex Water prolects, conserves and improves the environment and operates in a socially
responsible manner. Working practices are continually revised as improved techniques and
technologies become available. The company has an environmental advizory panel, an
environmental charter and a separate environmenial report is prepared indicating the
progress made in this area during the year. Further details are included on page 12 of the

chiel executive’s operational and financial review. -

RESEARCH AND DEVELOPMENT

The group carried out research and development in support of existing activities to improve the
reliability and effectiveness of water and waste water services. '

CHARITABLE DONATIONS

During the year Wessex Water donated £77,300 10 UK charities. A further £25,000 was donated for
Wessex Watzrmark environmental awards through a registered charity. No contributions were made

to political organisations.

Wessex Water Plc
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Directors' report continucd

SUPPLIER PAYMENT POLICY

The company’s policy in respect of payments to suppliers is to agree individual payment terms for
transactions in advance and to make payments in accerdance with those terms.

CORPORATE GOVERNANCE

The company has complicd throughout the year with the requirements of the Cadbury Committee’s

Code of Best Praciice.

A statement of the directors’ responsibilities in respect of the {inancial statements is set out on

page 22,
Going concern

The directors are satisfied that the group has adequate resources to continue in gperation for the
foreseeable future and have used the going concern basis in preparing the financial siatements.

Internal financial contral

The board of directors has cveral! responsibility for systems of internal financial control. Such
systems provide a reasonable, but not an abisolute, assurance against material errors, losses or fraud,

The board meets regularly and has adopted = schedule of matters which are required to be brought
to it far decision, By this means the board maintains control over significant strategic, financial,

organisation, investment and compliance issues.

The board has put in place an erganisation structure with clearly defined levels of responsibility and

delegation of authority.

The audit commitiee has reviewed areas of key financial risk and the effectiveness of systems of
internal financial control. It also reviews the work programmes and findings of internal and

external auditors.

The directors have delegated the implementation and operation of systems of internal financial
control to the executive management. The control systems operate through accounting policies,
authorisation levels, tendering procedures, IT security guidelines, segregation of duties and regular
certification of compliance with these control systems by respousible managers.

Auditors’ confirmation

The auditors have confirmed that, in their opinion: with respect to the directors’ statements on
internal financial control and going concern above, the directors have provided the disclosures
required by paragraphs 4.5 and 4.6 of the Code <15 supplenented by the related guidance for
directors) and such statements are not inconsistent with the information of which they are aware
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from their audit work on the financial statements: and that the directors’ ather statements
appropriately reflect the company’s compliance with the other paragraphs of the Code specified. for
their review. Thay were not required 1o perform the additicnal work necessary 10, and did not,
express any opition on the effectiveness of either the company’s system of internal financial
contro! or its corporate governance procedures nor on thz ability of the company to continue in

operational exisience, -

-

SHARE CAPITAL

On 9 April 1996 263,760 60p orudi.iry shares were allotted following the company’s interim scrip
dividend offer ol 19 January 149~

ANNUAL GENERAL MEETING

The Annual General Meeting will be held at 11.00 am on Friday 4§ September 1996 al the Assembly
Rooms, Bennett Street, Bath. The proposed resolutions, together with explanatory notes on the
special business, are given on pages 44 to 50.

AUDITORS

A resolution to re-appoint Coopers & Lybrand as tiw vompany’s auditers will be proposed at the

Annual General Meeting.

By order of the board

A F Crofis )
Company secretary

20 June 1996 —

Wessex Water Ple
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Remuneration committee report

The remuneration commitice determines remuneration and werms of employment of the chairman,
execulive directors and senior executives. The committee is chaired by Lord McGowan and
comprises solely non-executive directors as detailed on page 15. The constiution and operation of
the committee complies with the best practice provisions of Section A of the supplement to the
Listing Rules of the London Stock Exchange. In detenmining temuncration policy the committee
has given full consideration to the best practice provisions outlined in Section B of the supplement

to the Listing Rules.

REMUNERATION POLICY

The key remuneration policy objectives are to ensure that directors and senior executives are Fairly
rewarded lor ikeir individual contributions towards group performance and to enable the company
1o attract and retain high calibre executives. In making its judgements on these matters, the
committee has taken account of external criteria, including those relating to comparator companies,
and advice from indepen.lent remuneration consultants, During the year the committee has
reviewed the remunerztion arrangements of direciors and senior executives, as recommended in

the Greenbury Report. The remuneration elements for chairman and executive directors are:

i  salary and benefits
Salary and benefits are based on surveys conducted by external consultants, reviewed
annually by the remuneration committee. Salary levels may be adjusted over a number of
years 10 reflect a change in individual responsibilities. Once established at an appropriate
level, salaries would only be expected to increase within the range applicabl= to the

workf{orce as a whole.

it  performance related bonus
Annual performance related bonuses are awarded on the achievement cf profit largets and
an assessment, by the remuneration committee, of the individual’s contribution to the
overall performance of the group during the year.

iii  provision for pension
The chairman and executive directors are members of the group pension schemes, detailed
an page 41 in nate 30 10 the accounts, which provide retirement benefits based upon length
of service and pensionable salary They are also eniitled to an additional pension, rising 1o a
maxiteum of 10% of pensionable salary on retirement after 1 January 2000.

Pensionable salary includes bonus payments for ali members of each scheme. Under the
rules of the Wessex Water Mirror Image Pension Scheme, certain 1axable benefits are also
pensionable. The remuneration committee has 1aken account of the position in assessing
the overall remuneration package of dircctors and senior executives. Due regard is given to

the implications of bonus payments on the pension [unds.
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lv . service contract
The chairman and each exccutive directos have a service contract subject 10 6wc years notice.

Full details of these ciements of remuneration are set out in note 9d on page 31.

SHARE OPTION SCHEMES

The chairman and executive directors hold options granied under an Inland Revenue approved
executive share option scheme and, in c-mmon with all employees, are eligible 10 participate in a
savings related share option scheme. Details of these schemes and the directors’ interests in options
1o acquire shares in the compuny are set out in noic 21g cn pages 36 and 37. No oplions have been
granted under the executive share option scheme since August 1994 and it is not intended to grant
any further options under that scheme.

LONG-TERM INCENTIVE PLAN

The committee considers that a new long-term incentive plan for executive directors and senior
executives should be iniroduced to focus their efforts on the long term performance of the company

in a way which aligns with shareholder inierests.

1t is proposed that participants will receive a conditional award of Wessex Water shares of up

to 40% of basic salary at the discretion of the remuneration committee. The proportion of the
award to be released to participants after a period of three years will depend upon Wessex Water's
performance in terms of total sharchelder return (ie, share price movement and reinvested
dividends) relative to a comparator group of utility companies in water, electricity and gas
distribution, or such other appropriate grouping as the committec may determine, cver that three
year pericd. No shares will be awarded to participants for below median performance. For the full
award the total shareholder return must be in the top quartile of the cdmparalor group. Participants
will be required to retain the shares, held in trust, for a further period of one year alter they have

been awarded.

There will be an over-riding performance condition such that no awards will be made unless the
company'’s earnings per share over the previous three financial years has increased by at least 2%

per annum more than the growth in the Retail Prices Index over the same period.

Shareholder approval for the plan will be sought at this year’s Annual General Meeting. Details of

the plan are summarised in the explanatory note to resolution 8 on pages 47 o 49.
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Directors’ responsibilities

T he directors are required by UK company lavs to prepare financial staiements which give a true and fair view
of the stale of affairs of the company and group a1 the end of the financial year and of the results for that year.

In preparing financial statements the directors are required 1o select suitable accounting policies and apply
them consistently, to mike judgements and estimates that are reasonable and prudent and to state whether

applicable accounting standards have been follewed.

The directors are responsible for casuring that proper accounting records are kept which disclose, with
reasonable accuracy at any time, the financial position of the company and group. The direciars are also
responsible for salzguarding ihe assets of the company and group and for taking reasonable steps to ensure
the prevention and detection of fraud and other irregularities.

Auditors’ report

Auditors’ report to the members of Wessex Water Pic .

We have audited the financial statements on pages 23 o 42.

Respective responsibilities of directors and auditors

As described above the company’s directors are responsible for the preparation of financial statements. It is
our tesponsibiiity to form an independent opinion, based on our audit, on those statements and to report our

opinion io you.

Basis of opinion

We conducted our audit in accordance with Auditing Standards issued by the Auditing Practices Board. An
audit includes examination, on a test hasis, of evidence relevant 10 the amounrs and disclosures in the financial
statements. It also includes ar. assessment ol the significant estimates and judgements made by the directors

it the preparation of the financial statements, and of whether the accounting policies are appropriate to the

company’s circumstances, consistently applicd and adequately disclosed.

We planned and performed our audit so as to obuin al. the information and explanations which we
cansidered neceisary in order to provide us with suffiuient evidence to give reasonable assurance that the
financial statemenis 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 statzements.

Opinion
Ino ion the financial statemenis give a true and fair view of the state of alfairs of the company and the
up'al 3¥ March 1996 and of the profit and gagh Nows of the group for the year then ended and have been

propefly prepared in accardapCe with the Cofnpanics Act 4935,
-\

COOPERS §f LYBRAND ~
Chartzred Accountunts and Registergd Auditors
Briztol, 20 June 1996
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Consolidated profit and foss account
for the year 1o 31 March 1696

tiote 18396 1995
Em Em
Tumover i 2407 1291
.
Operating profit 2 oo 1045
Net interest receivablie 3 ‘ 3.1 g
Profit on ordinary activities before taxation and associates 12117 106.8
Share of resulis of assaciated undertakings 4 12.2 10.2
Profit on ordinary activities before taxation 1350 117.0
Taxator an profit on ordinary activities 5 RANY 16.2
Profit attributable 10 sharcholders 112 100.8
Dividends (including non-cquity) 6 NS 3+.6
Profit retained 23 T 66.2
restated
Earnings per ordinary share 7 iT.Tp $2.6p
Fully diluted carnings per ordinary share 8 W 34.8p

The grovp's wrnover and eperating profit were generacd from cominuing activities.

The group has ro recognised gains or lusses other than the profits showa above, and theselore no separate statement of total

recognised gains ¢r Josses has been presented.

The notes on pages 26 10 42 form part of these accounts.

The imovemep's 50 sescrves are shown o note 13 on page 38,

Wessex Water Plc
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Balance sheets
ar 31 March 1995

Group Company
Nate 1586 1995 19%% 1995
im £m = Em

Fixed asscts
*  Tangible asscis 10 9712 929.4 - -
e 458 254 237.1

Investments 11

1.02n2 975,z 2394 2371
Current assets
Stock and work in progress 12 w7 33
Debtors 13 320 4149 inl v 139.2
Listed investments 14 (A 0.7 v7 7
Cash investments 15 BRIV 2123 24538 2420
a7y 261.2 A 3829
Creditors - amounis falling due within one vear 16 b3 133.1 §5 +6.4
Net current asscts 1217 128.1 3334 336.5
Total asscts less current liabilities 479 1,103.3 s 573.6
Creditors - amounts falling due after morc than one year 17 it 113.1 -
Provisions for liabilitics and charges 18 T2 U3 . -
Delerred income 19 AENY 243 . -
20 R 026.3 R 3736
Capital and reservis
Called up share capital 2 w2 15+.0 Tl 154.0
Share premium account 22 1= 171.0 I~ 3 171.0
Profit and loss account 23 353 601.3 1833 248.6
Sharcholders® funds 24 SRV 926.3 nl2A 3736
Sharcholders’ fum!s comprise:
Equity <harcholders’ funds Tl 820.3 LASEY 467.6
Non-cquity shareholders’ funds 24 1840 186.0 (R 106.0

BRI 9136.3 YR 3736

These accounts were approved by the board of directors on 20 jurne 1996,

Pl

= S A —

Nicholas Hood Nicholas Wheatley
x = _
The notes on pages 26 1o 42Morm part of thes®accbunts. // =
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Consolidated cash flow statement
for the year to 31 March 1996

Note 1996 1996 198¢ 1995
Em £m £m Em

Net cash inflow from operating activities 25 145.2 130.1
Returns on investments and servicing of finance
Inierest received (3.0 13.0
Interest paid (4.7) 5.2)
Interest ciement of finance lease rental payments (7.3) (9.3)
Dividends paid (3=n (3200 (26.3) (28.0)
Taxation
Carporation tax paid (0.6) -
Advance corporation tax paid (8.33 (8.9} (6.7) (6.7}
Investing activities
Purchase of tangible lixed assets 187.3) (72.7)
Sale of rangible fixed assets o7 3.1
Connection chatges, grants and deferred income received 6.0 10.8
Purchase of subsidiary underwaking (uet of cash) 11 (12.3) -
Investment in a.-octated undertaking (10.1} (15.4)
Cash invesiments with maturities over 3 months (2.7} (105.9 (24.8)  {99.0)
Net cash outfllow before financing (2.2) (3.6}
Financing
Issue of ordinary share capital 26 0.9 1.7
Capital element of finance 1=ase rental payments 26 (6.4) (3.3 (5.4) 3.7
Decrease in cash and cash equivalents a7 (7.7) 7%

Met cash statements for the year 10 31 March 1996

Net cash represenis the cash resources available to the group, and comprises cash investments less overdraly, Joans and leases.

Reconciliation of movement in net cash

et cash outflow before financing (as above) (2.2} (3.6)
Cash on acquisition of subsidiary n (0.6) -
Issue of crdinary share capial 26 09 E7
Cash investnients with matwrities over 3 months 15 17 4.8
Increase in rei cash 0.6 229
Wet cash
Cash invesiments 15 2093 2123
Bank overdraft 16 (1.0 2.0}
Loans ard finance leases repayable within onc year 16 (8.1 (6.4
Loans and [inance leases repayable after more than one year 17 (1335.0) (142.9}
616 6i.v
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Notes to the accounts
(or the year 10 31 March 1996

Accouniing policies

a  Basis of preparation
The accounts have beer prepared under the historic cust convention and in accordance with applicable accounting
standards in the Unitcd Kingdom and, except for the treatment of certain grants and contributions, with the Companics
Act 1983, see note g below.

b  Basis of consolidation B
The group accounts include the accounts of the company and its subsidiaries up 10 31 March 1996. 4s permitied by the
Companies Act 1985 2 profit und loss account for Wesses Water Plc is not presented.

¢ Associated undcertakings
The accounts incoporate the group's share of the results of assoclated undertakings, where material. The consclidared
profit and loss account incorparates the group's share of profits less losses and the group's share of net assets is included in
the consolidated balance sheet.

d Tumnover
Tumover represents income receivable in the ordinary course of business, excluding VAT, for services provided 19 external

custome:s,

¢ Tangible fixed asscts and depreciation
Tangible fixed asscts comprise inlrastructure asscts and other assets.

i Infra.tructure assets comprise a network of systems of mains and sewers, impounding and pumped raw water storage
rescrvoirs, dams, sludge pipelines and sea outfalls. Expenditure on infrastructure assets relaiing to increases in capacity
or cohancements of the netwaork is treated as additicns which are included at cost after deducting connection charges
and granss. Expenditure on maintaining the eperating capahility of the network in accordance with defined siandards of
service 15 charged as an operating cost. No depreciation is charged on infrastructure assets because the network of
systems is required 1o 5S¢ maintained in perpetuity and therelore has no finite cconomic life.

fi.  Other assets include propenics, plant and equipment ana are shown art cost less accumulated depreciation.

Treehold land is not depreciated, Other assets are depreciated evenly over their estimated economic tives, which are
prizncipally as follows:

Buildings au operational structures 15 - 80 years -
Plant machinery and vehicles 3 - 30 years
Other assets 4 - 15 years

f leased assets
Where assets are financed by leasing arrengements which transfer substantially all the risks and vewards of ownership of an
asset to the Jessee (finance leases), the assets are treated as if they had been: purchased and the corresponding capital cost is
shown as a1 saligation 1o the lessor. Leasing payments are treated as consistng of a capital clement and finance costs, the
capital elemant cedwcing the obligation to the lessor and the finance charge beivg written off 10 the profit and loss account
over the peri,d ol the lease in reducing amounts in relation to the outstanding obiigations. The assets are depreciated over
the s'u b7 of their estimated useful lives and the period of the lease.

All ui. »r leases are regarded as operating leases, Renial costs arising under operating leases are written off in the year they
are incurred.
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Grants and contributions
Grants and contributions in respect of specific expenditure on non-infrastructure fixed assets are reated as

deferred income and recognised in the profit and loss account over the expected usclul economic lives of the
relaed assets,

Granis and coniributions relating to infrastruciure assets have been deducted from the cost of those assets. This is
not in accordance with the Companics Act 1985 which requires assets 1o be sated at their purchuse price or production
cost, without deduction of grants and contributions which would be accounted [or as deferted irzome. The depanure
from the requirements of the Act is, ir the opinion of the direclors, necessary 1o give a tne and fair view. This is
because infrastructure assets are not depreciated and accordingly the related grants and contributions would not be
recognised through the prolit and loss accoumt. The effeer on the value of fixed assets is disclosed in note 10.

Invesiuments
Investments held as fixed asseis are stated at cost less any provisions for permanent aiminntion in value. Those

held as current assets are siated at the lower of cost and net realisable value.

Stocks and work in progress
Stocks and work in propress are stated at the lower of cost and net realisable value. In respect of work in progress.

cost includes labour, materials and attributable overheads. .

Foreign currency
All transactions denominated in foreign currencies are translzted into sterling at the actual rates of exchange ruling

at the dates of the transaciions. Foreign currency balances arz iranslated into sterling at the rates of exchange
ruling ar the balance sheet date.

Interest rate mstruments
Inierest rate instruments, which are used to provide a hedge against interest rate moverents attaching 10 the

group’s external financing, are valued an a basis consistent with the underlying transactions. Frofits are accounted
far on an accruals basis over the life of the hedge. Any losses arising arc provided for in the financial period in

which they occur.

Research and developmen:
Research and development expenditure is writien ofl in the year in which it is incurred.

Acquisition accounting
Goodwill arising on acquisition, being the excess of purchase consideration over the fair valuc of assets and

liabilitics acquired, is eliminated immediately against rescrves,

Taxation

The charge lor taxation is based on the prolit for the period adjusied in accordance with tax legislation. Tax
delerred or ~ccelerated is accounted for in respect of all material timing differences to the extent that it is probable
that a liability or asset will crystallise. Ziming differences arise from the inclusion of items of income and
expenditure in tax computations i periods different [rom those in which they are included in the accounts.
Provision is rade at the rate .shich is expected to apply when the liability or asset crysiallises.

Pensions
The cost [ providing benefits is charged to the profit and lass account on a basis designed to spread the cost over

the expreled average service lives of employees, Diflerences between the amounts funded and amounts charged to
the profit and lcse account are treated either as provisions or prepayments in the balance sheet. The pension
echemes are of the defined benefil type, which are externally funded and valued by #n independent actuary.

Wessex Water Ple

T




Noties to the accounts continued
for the year 10 31 March 1996

1 Turnover Group
1986 1895

£m Em
Analysis by class of business

Water supply 81.4 780
Waste water L 139.3 151.1

2407 2291

2 Operating profit

a  Analysis by class of business

\ Water supply 283 26.8
Waste water 883 77.8
- 116.6 1046

Operating profit by class of busincss is determined alier allocating centrsl costs on the basic of estimated time spent on each

class of business.

b Operating profit is shown alter charging the following costs:

Operational cosis

Manpower costs (note 9) ' 236 26.7
Materials and consumables 23, 224
Other operational costs 3.3 38.9
R 88.0
Depreciation
Depre:iation - 7.2 247
Amortisation of grants and contributions ‘ 0.7 (0.6
Loss on disposals of [ixed assets 0.8 1.4
27.3 25.5
Infrastructure maintznance expenditure (note 18) 1c9 11.0
Talal costs . 1241 124.5

¢ Operational costs inciude:

Operating Icases for plant and machinery 0.5 0.4
Other operating leases 0.3 0.5
0.6 08

Research and development
Directors' remuncration (nste 9) 0.7 0.7
Audit fees, company and group (note 31) 0.1 0.1
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3 Net interest receivable

Inierest payable

Bank loans, overdrafts and other lbans:
Repayable within five years otherwise than by instalments
Not wholly repayable within five years

Finance leases

Other

Total intecest payable
Interest receivable
Net interest receivable

4 Share of results of associated undertakings

Group

1996 1995

Em Em

0.5 0.4

- 3.1
7.3 7.7

03 0.2

12.3 1t.4
174 13.6

5.1 2.2

The fnancial statements incorporate Wessex Water Ple's share of the resulis of Wessex Waste Management 11d for the
12 mmoaths to 31 March 1996. The accounting reference date of Wessex Waste Management Lid is 31 December 1995,

Wessex Waste Management Lid
Turnover

Operating cosis

Operating profit
Interest receivable

P:ofit before tax
Wessex Water group share
5 Taxation

a Taxadon on profit on ordinary activities

UK corporation tax at 33% (1993 - 33%)

Advance corporation tax utilised relating to prior years
Advance corporation tax on dividends for the year
Share of tax charge of associated undertaking

1358 111.3
111.3 g1.0
343 20.3
ol 0.1
244 204
12.2 10.2
.7 11.2
(11.9) (6.8)
8.9 8.2
+.3 3.4
214 16.2

The cumulative amount of advance corporation tax written off of £27.0m (1995 - £30.0m} remains available 1o reduce any

future liabilities to UK corporation tax.

Wessex Water Plc
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Notes to the accounts cominued
for the year to 31 March 1996

5 Taxation continucd

b Deferred taxation

No deferred tax has been provided as projections indicate that the potential liability will not erysiallise within the
foresecable future. The fuil potential amount of deferred taxation caleulated at 33% (1995 - 33%) on all Gming dilferences
is as follows: -

: Group
1996 14985
£m Em
Accelerated capital allowances 1744 152.6
Other timing differences (7.4) (6.7)
Advance corporation 1ax recoverable {70 {30.0)
140.0 1159
Inclieded in accelerated capital allowances are timing differences on infrastructiore assets. -
6 Dividends
On eyuity sharss
Oidinary shares
Interim dividend of 5.0p per share (1995 - 4.4p) 10.7 11.2
Propaosced fina! dividend of 10.2p per share (1995 - 8.8p} 219 226
326 338
On non-equity shares
B ordinary shares
Total dividend of 1.557p per shere (1995 - 1.2975p) 0.3 0.5
C ordinary shares
Total dividend of 2.5335p per share (1995 - 2.11p) 0.3 0.3
Preference shares -
At 5.81875% net for the period 7 September 1995 to 31 March 1996 5.1 -
385 34.6

7 Eamings per ordinary share

The calculation of eamings per ordinary share for 1996 and 1995 is based on the profit attributable to erdinary shareholders, less
the dividend payable on B and C ordinary shares, assuming the capital restruciuring had taken place on 1 April in both years.
The weighied average number of ordinary shares uscd in the calculation is 214,1m {1995 - 211.7m}.

8 Fully diluted earnings per ordinary share

The calculation of fully diluted camings per ordinary share for 1996 and 1995 is based on the profit anributable to ordinary
sharcholders plus noticnal interest on owtstanding share options, « « if the capital restructuring and issus of sitare options had taken
place on 1 April in both years. The weighted average number of ordinary shares used in the caleulation is 273.6m (1995 - 271.2m).
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Employment costs

1996
Tota! employment costs of the group: £m
Wages and salaries 30.4
Social security costs 24
Other pension costs T 31
) 33.9
Total employment costs are charged as follows:
Capital schemes LS
Inrfrastructure riaintenance expenditure LNV
Manpower <csts 3.0
ERN
1296
Number of full time equivalent employees at 31 March 136w
Monthly average number of employees during the financial year 1.326
Directers' remuneration:
i Fees, salaries, performance related bonuses and taxable benelits
Benefits 1996
Fees Salary Bonus in kind Total
£000 E000 £000 £000 E£000
W N Hood - 143 9 10 18+
C F Skelleu - 125 X4 1 160
N A W Wheatley - 105 . by I 136
Dr A K Barbour - - - -
E G Falkman - - - - -
Sir Terry Heiser la - - - to
R D Kemt It - - - io
Lord McGowan 16 - - - .16
D N A Mclure 21 - - - 21
A R Thornhill - - - - -
6Y 375 73 3% 349
ii Pension contributions
W N Hood 50
C F Sketlen ) +3
N A W Wheatley 30
119

Remuneration policies are stated in the remuneration comrmittee report on pages 20 and 21.

Wessex Water Plc

Group
1995
Em
333
2.7
3.1

39.1

11.0
14
26.7

39.1

1995

1,582

1985
Total
£000
183
147
128

18
39
33
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Notes to the accounts continued
for the year 1o 31 March 1996

10 Tangible fived asscts Frechold tnfra- Plant Other  Payments Group
land and structure machinery ass¢ls  on account wial
buitdings assss & wehicles &7 assels

in course of

consiriction

Em £m Em £m Em £m

Cos! L
At 1 April 1995 306.0 381.0 289.7 333 101.8 11118
Acquired with subsidiary - - | . - 14
Addivions 9.4 120 219 4.0 26.3 735
Translers on commissioning 239 26.0 354 21 (87.4) -
Disposals (0.6) - (1.7) {0.8) (0.3} (3.4}
Government granls
& contributions ) - “. - - - [CX))
AL31 March 1996 338.7 4146 346.7 38.6 0.4 11790
Depreciation
Atl April 1995 48.3 - ii0.7 234 - 182.4
Acquired with subsidiary - - 0.4 - - 0.4
Provision for year 5.3 - 18.4 35 - 272
Disposals 0.n - {L4) 0.7) - (2.2)
At 31 March 1996 53.5 - 128.1 '26.2 - 2078

Net book value
Al 31 March 1996 285.2 414.6 218.6 12.4 40.4 971.2

At 31 March 1995 257.7 381.0 179.0 9.9 1G1.8 919.4

Infrastructure assets comprise a network of s+ ms of mains and sewers, impounding and pumped raw water storage
teservoirs, dams, sludge pipclines, and sca outtalls.

Other assets include fumiture and {ieings, laboratory and other cquipment.
The net book valus of assets held under finance leases is £87.5m (1995 - L89.4m).
The depreciation charge for the year on assets held under finance teases is £1.9m (1995 - £1.9m).

The nct book value of infrastructere asscls iz stated afier the deduction of grants and contributions amounting to £36.1m
(1995 - £31.7m) in order Lo give 3 true 3ad {air view - see accounting policy g.

Wessex Water Ple




11 Investments

a Fixed asset investmenis Group Company  Campany Cempany

Associated Subsidiary  Assoriated Totel
undertakings companics undenakinns

Cost £m Em Em €m
At 1 April 1995 45.8-- 7 814 155.7 237.1
Additions 9.2 13.1 .- 9.2 123
Share of retained profit 7.9 - - -
Proportion of geodwill written off by associated undertaking (7.9} - - -
At 31 March 1996 55.0 94.5 1649 259.4

The prineipal subsidiary con'lpanics and assacizted undertakings are listed in note 32.

During the course of the year the company provided funding to Wessex Waste Management Lid of £9 2m. £6.7m was provided for
the acquisition of additional businesses and £2.5m for working capiral. ’

The group’s share of goodwill written off by Wessex Waste Management Ltd, comprises provisional fair value adjusrments arising on
acquisitions made in the year and the finalisation of the hir value of acquisitions made in the previous year.

b Acquisition

On 3 Jaruary 1996 the group acquired 100% of the share capital of SC Technulogy AG for £13.1m, including cash of £0.8m,
resulting in a net cash <adlw of £12,3m. This company, which trades throughout the warld as Swiss Combi, designs, builds and
operates sludge drviing equipment. The net ijabilities on acquisition were £0.3m, comprising [ixed assets £1.0m, goodwiil £1.1m, cash
£0.8in, work in progress £6.8m, debtors £5.3m, less creditors £14.4tn and loans £0.9m. The goodwill was wrilten off. These amounts
then represented the fair valuc of assets and liabilities acquired, no other fair value adjustments were made, resulting in net liabilities
of £1.4m and a goodwill write off of £14.5m. The accounting reference dote for SC Technology AG is 31 December.

If future sales of studge drying plants exceed certain thresholds, further consideration will be payable by Wessex Water Pleup loa
maximum of £16.4m.

12 Stock and work in progress

Group
1956 1985
£m Em
Stores 1.0 20
Work in progress 87 13
9.7 33
Wessex Water Plc 33

[
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Notes to the accounts continued
for the year to 31 March 1996

13 Decbtors

Amounts due within one year

Trade deblors

Amounts owed by subsidiary undertakings
Other debtors -
Prepayments and accrued income

14 Lisied investments ;

The market value of listed investments at 31 March 1996 was £,2.3m (1995 - £2.0m).

1> Cash investments

Cash investments with maturities - less than 3 months

- 3-12 months
- over 12 months

16 Creditors: amounts falling due within one year

Bank overdraft repayable on demand
Loans repayable

Finance leases repayable
Payments received on account
Trade creditors

Proposed dividend

Other credilors

Corporation tax

Advance corporation tax

Other taxation and social security
Accruals and deferred income

Croup Company
1396 1665 1996 1995
Em £m Em Em
4.4 , 22.6 - -

B - 133.4 137.7
0. 3.t -
32 16.7 0.3 1.5

Y6 ++.9 1619 139 2
181.8 187.5 218.3 218.2
3.7 13.4 3.7 134
238 11.4 238 il.4
09,3 2123 4z 2430
4.¢ 20 - -
0.2 - - -
TV 6.4 - -
119 - - -
3.7 0.9 - -
38.1 343 38.1 343
0.5 1.2 - 0.9
11.8 4.7 +.9 25
8.9 8.2 8.9 82
1.6 1.} - -
01.0 74.3 3 0.5
150.6 133.1 55.0 46.4

Wessex Water Ple has acted as guarantor for certain borrowing facilities made available to Wessex \Water Services Lid. As part
of the group’s banking arrangements the company has entered into a cross undertaking with Wessex Water Services Lid in

relation to that compzny’s overdraft and related facilities.

Wessex Water Ple




17 Creditors: amounts falling due after one year

Loans repayable - within 1-2 years
- wi hin 2-5 years
- after 5 years

Finance leases repayable - within 1-2 years
- within 2-5 years
- afier 5 years
Other

135.0

Group
1995
£m
157
381

53.8
8.0
35.1
46.0
02

143.1

The interest rates on loans outstanding of £33.8m vary between 5.8% and 9.9%. These loans have been swapped imo floating
rates through a combination of currency and interest rate swaps, the interest rates payable being between 5.8% and 7.6%.
There is no exchange rate exposure under the currency swaps. The interest rate on loans of £0.0m was 5.1%.

The 10ial value of leases repayable by instaiments, any part of which falls duc after more than 3 years, is £8).2m (1995 - L8%.1m).

18 Provisiens for liabilitics and charges

Group
at 1 Apnl at 31 March
1995  Pravided Utilised 1986
“ £m £m Em Em
Infrastructure maintenance 7.5 10._9 (1+.1) +.3
Pensions 2.9 10 0.1) 19
9.5 11.9 (14.2) 7.2
. Amounts relating to pensions were previously included in creditors.
19 Deferred income Group
1996 1995
- £m Em
Grants and contributions
At 1 April 234 17.3
: Received in year 0.3 77
Less amertisativn (0.7 (0.6)
At 31 March ’ 24.0 244
20 Net assets
Analysis by class of business
Water supply 274.6 2522
Waste water 55347 5189
828.0 771.1
Interest bearing operating assets 152.8 155.2
9808 9263
Interest bearing operating asscts include cash, loans, taxarion, interest and dividends payable.
Wessex Water Ple 35
- -
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Notes to the accounts continucd
for the year to 31 March 1996

21 Called up share capiial Group and
Company
1996 1995
£m Em
Authorised
300,000,000 ordinary shares of 60p each (1995 50p shares - 342,800,000} (RO XY 171.4
33,333,335 B ordinary shares of 60p cach (1995 50p shares - 40.000000) ~ 100 20.0
13,333,335 C ordinary shares of 60p cach (1995 50p shares - 16,000,000} L BNy 8.0
310,000,000 50p redcemable preference shares - created 7 Scptember 1995 135.0 -
3034 1994

Allotted and fully paid

214,417,242 ordinary shares of 60p each (1995 50p shares - 255,819,823) 125.0 1279
30,225,106 B ordinary Shares of 60p cach (1995 50p sharcs - 36,270,128) HE i8.1
13,285,088 < ordinury shares of 60p each (1995 50p shares - 15,942,106) s.0 80
308,984,402 50p redecmable preference shares - issued 7 September 1995 . 1345 -
3052 154.0

On 7 Scptember 1995, a bonus issuc of 308,584,402 lully paid 50p cumulative redeemable preference shares was madc to
holders of ordinary, B and C shares on the register an 31 August 1995, on a anc for one basis.

At the same dute the authorised ordinary share capital was increased to £180.0m and the ordinary, B and C sharcs were
consclidated on the basis of 5 new 60p shares for every b existing 30p sharcs held as follows:

6 September 1993 7 September 1995
30p ordinary 60p ordinary
Ordinary shares 256,772,168 213.976,807
B ordinary shares 36,270,128 30,225,106
C ordinary shares 15,942,106 13,285,688

The preference share: will sz ~cdeemable at par in 4 equal tranches on the dividend payment date in cach of the years 1998,
1999, 2000 and 2001. The proference dividend is to be paid annuaily in arcears at a gross dividend rate, teved in advance, of

12 menth LIBOR plus one half per cent. .
B and C voting ordinary shares will convert into new ordinary shares on 28 February 1998. Holders of B and C ordinary

shares are entitled to a fixed dividend of 0.75% net per annum on the adjusted issue price of £2.076 and £3.378 respectively.

Options granted to UK Waste Management Holdings in respect of 10,605,303 ordinary shares may be excrcised between

April 1996 and 31 December 1999 a1 prices between £3.22 and £4.53 per share, dependent on the date of exercise, provided

cenain performance targets are achieved by Wessex Waste Management Lid.

On 6 April 1995 505,465 50p ordinary shares wer. issued at £2.85 per share to existing sharcholders in licu of a cash

dividend and resufied in a share premium on alloiment of £1,186,326,

During the year 271,312 50p ordinary shares and 124,". * 60p ordinary shares were issued at prices between £0.85 and £2.48 per

share under the savings related share option scheme. 175,568 50p ordinary shares and 128,032 60p ordinary shares were issued at

prices between £1.38 and £3.16 per share under the executive share option scheme and 188,289 60p ordinary shares at £3.36 per

share under the profit sharing scheme. These issues resulted in a share premium on allotment of Li, 190,944

The company had the following share schemes for employces: ,

i A profit sharing scheme whereby ctnployees can apply for free shares or purchase shares which are matched by the company ap 1o
a set limit The cost of the free and matching shares is written off 1o profiz and loss in the year of issue. Emplovees are entitled to alt
dividends on the shares,

At 31 March (996 740.995 60p ordinary shoscs and 668,695 30p preference shares of the company were held by Wessex Water
Trustee Company Ltd on henalf ol employees whe were beneficially entitled to the shares under this scheme. The market value of

the shares a1 31 March 1995 was £2,780,580,
W N Hood and € F Skellett are directors of Wessex Water Trustee Company Lid.

Wessex Watcer Plc




21 Called up sharc capital continued

it

A sivings-related share opii n scheme, based on SAYE contracts, under which opuons were granted between Decembzr 1939 ard
July 1993, a1 prices beaween £0.86 and £2.48 per share. A1 31 March 1996 the nomber of oprions ouistanding under this scheme
were 3,198,604, excrcisable between 1 April 1996 and 28 February 2003.

The directors’ holdings under this scheme are shown below:,

60p ordinary shares
Date of gram Option price W N Hood C F Skellen N AW Wheailey
12 December 1989 £0.86 14736 14,736 -
12 August 1992 £1.90 +.736 +,736 1946
31 August 1994 £2.48 - - 1,392
Ac I April 1995 19472 19,472 £,338
2] July 1995 i £2.31 5.064 4,480 2,087
At 31 March 1996 24,535 23952 8,325

An executive share option scheme whoreby options ouvtstanding in respeet of 2.480.026 ordinary shares were granted

prices berween £1.38 and £3.63 per she-e. Thesc oplions are exercisable hetween ) April 1996 and 14 August 2004. The
dircctors’ holdings under this scheme, exercisable between 3 and 10 years after the daw of each gzt are shown below.

There were no movements in the year.

60p ordinary shares

Daie of grant Option price W N Hood C F Skellen N A W Wheatley
3 July 1990 £1.39 38848 C - -
18 February 1991 £2.09 23.864 23,864 31,020
10 January 1992 L£1.85 82,278 §2.262 41,146
26 March 1993 £3.16 PAGRS Y] 60,000 50,000
2 August 1994 £3.13 50,000 35,600 435.200
A4 31 March 1996 264,980 201,726 167.372

Cerzin of the options lisied above have been gruted at an aliernative discounted option price, dipendent upon earnings
per share increasing by 2% per anmwn above RPI over the 5 years preceding the date of exercise. The aumber of options

with an alternative price are shown below:

Date of grant Discounted 60p ordinary shares

option price W N Hood C F Skellett N A W Wheatley
10 January 1992 £1.57 71,746 62,758 41,146
26 March 1993 £2.685 17,500 15000 12,500
2 August 1994 £2.66 12,500 8,600 11,307

The quoted share price of ordinary shares at 31 March 1996 was £3.29 and during the year vatied between £2.70
and £3.54.

Wessex Water Plc




Notes to the accounts cenrinned

ar for the vear 10 31 Macch 1996

21 Called up share capltal comtinucd
h  The bencficial imerests oi the directors, including shares held in trmst, 1ogether with those of their familics, in
the shares of the compary were

1 April 1995 31 March 19€° 19 Junc 1996

50p ordinary 60p ordinary  50p preference ~ 60p ordinary  50p preference

P A Barrenl - 1.000 * - - 1,000 -
5ir Terry Heiser 2,000 1,666 2.000 1,666 2,000
W N Hood 75,876 63,467 75,892 64,400 75,892
R D Kemt 15,444 12,869 15,444 12,869 13,4+
5 C F Skelleu 77,408 +4.339 52.942 44,353 52,942
N AW Wheatley 72,054 42,677 50,946 $2.677 50,946

Ne director, including. € G Falkman and Lord McGowan, had any other interest in the shares of the company

o: any other gronp company.

[}

i ‘ * At date of appointment 31 May 1996. .

[ O

o 22 Share preminm account Group and

W Company

. 1996 1985

\\ Em Em

. At 1 April 1710 1667

O Premium en shares issued 24 4.6

~ Issue costs (0.6) (0.3}
Utilised for bonus preference shares (134.3) -
AL 31 March 18.3 171.0

23 Profit and loss account Group  Company

‘ T \ Em Em

- At1 April 1995 6013 2486

o Profit retained for the year 744 36.7
Proportion of goodwill written ofl by associated undertaking (note 11) (7.9} -
Goodwill written off on acquisition of subsidiary (note 11) {14.3) -
At 31 March 1996 653.3 285.3

Group profit and loss account includes the group's sharce of post acquisition reserves of associated undertahings of (£109.8m})
{1995 - (£109.9m}). These comprise retained profits of £23.8m (1995 - £15.8m lass accumulated goodwill written off
amounting to £133.6m (1995 - £125.7n1).

As permitted by scction 230 of the Companies Act 1985, a profit and loss accourt of the parcat company is not presented.
The amount of the consolidated vrofit auributable o sharcholders dealt with in the accounts of the parent company is
£75.2m (1995 - £66.1m), after ‘nciuding dividends from subsidiary comparies of £359.5m (1995 - L34.6m}

‘Wessex Water Plc



22 Reconciliation of movemenis in sharcholders’ funds

Profit auributable to sharcholders
Pividends

Share capiial issued
Share premium created/(utilised)
Goodwill writen off

Net addition 10 sharcholders’ lunds

Opening shareholders’ funds

Closing shatcholders' [unds

930.8

Group Company
16955 1946 1995
£m Em £m
100.8 73.2 66.1
(34.6) (383 (34.6)
66.2 ) 3.7 315
14+ - 155.2 1.4
4.3 (132.7) 42
.7 - -
66.2 FiUN 32
B6O.1 373.6 3354
926.3 (i 8 573.6

Non-equity interests within shareholders’ funds of £188.6m {1995 - £106.0m), arr split between B orehnary shares £22.6m
(1995 - £61.8m), C ordinary shares £11.7m (1993 - £44.2m) and preflerence shares £15+.5m (1993 - Nil).

35 Reconciliation of operatisy; ;- ofit to nct cash infllow Irom operating activities

Operating prolit

Depreciation

Amortisation of grants and contributions
Provistons

Loss on disposals of fixed asscts
Decrease/(increase) in stock and work in progress
Decrease/(increase) in debtors

Ir.crease in creditors

26 Analysis of changes in financing

a

Issue of ordinary share capital

3173796

Em

Called up share capital 309.2
Share premium accoum 18.3
3215

Scrip issue in lieu of dividend
Increase in debiors

31/3/95
Em

154.0
171.0

325.0

Wessex Water Plc

31,3794
£m

i52.6
166.7

3193

1996
Lm

116.6
7.2
(0.7}
2.3

0.8
.4
i1
31

145.2

.4
(0.2)

[\RY]

Graup

1995
£m

104.6
M7
(0.6}

0.5
1.4
0.4
(3.8)
37

130.1

14
4.3

57

(4.0)

1.7

39
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Notes to the accounts continued
for the year to 31 March 1996

26 Analysis of changes in financing continued
b Capital clement of finance lease rental payments

31/3/96  31/3/95  31/3/94

Em Em £m
Loans repayable within one year U - -
Finance lzases repayable within one year 7.0 6.4 5.1
Creditors more than one year 1339 143.1 150.6
Less other . {0.2) (1.0

1420 149.3 154.7

27 Analysis of changes in cash and cash equivalents during the period

Short term cash investments 1831.8 187.5 1943
Bank overdraft (+.0 (2.0) (1.5)
Cash and cash equivalents 177.8 185.5 192.8

28 Commitments

Graup
1996 1095
Em Em
(6.4) (5.49)
{(3.7) (6.8)
(2.m (0.5}
(7.7) ()]

a Capital expenditure contiacted but not provided at 31 March 1996 was «22.7m (1995 - £29.0m).

In addition to these commitments, at 31 March 1996, Wessex Water Services Lid had longer term investment
expenditure plans which included expendiwre 1o improve the performance and condition of its assets and to

provide for growth in demand.

b Operating lease payments under leases on land and buildings due within the wext year in respect of ieases

which expire:

Within 1 year
Between 2 and 5 years
Over 5 years

commercial banks with a principal value of £323.8m (1995 - £148.8m).

Wessex Water Plc

- 01
Q. 01
0.2 0.2
0.3 0.4

At 31 March 1996 the company had irnuerest rate and currency instruigent agreements outstanding with




29 Contingent liabilities

Wessex Waler Ple has provided guarantees on loan noles issued by Wessex Waste Managemen Lid for cenain
acquisitions, the maximun liability at 31 March 1996 was £5.5m.

30 Pensions

The defined benefit schemes operated by the group, which cover the majority of staff, are the Wessex Water
Pension Scheme (WWPS), the Wessex Water Mirror Image Pension Scheme (WIWMIS) and the Wessex Water
Executive Pension Scheme (WWEPS), The assets are held in separate trustee administered funds. The pension
cost charged 10 the profit and {oss account has been determined on the advice of independent qualified
actuarics and is such as to strcad the cost of pensions over the service lives of the members of the schemes.

The pension cost for the year, including amounts set aside for early tetirees, was L+.2m (1993 - £4.6m).

The latest actuarial valuations for WWPS and WAWMIS were undertaken as at 31 March 1993. The projected
unit nethod was used for the WWPS valuation and Lhe atiained age methed for the WWMIS valuation. The
assumptions which have the most significant effect on the results of a valuation arc those relating 1o the rate of
return on investments and the raies of increase in salarics and pensions. It was assumed that the invesiment
returns would be 8% pey annun, that salary increases would average 6% per annum and ihat preseni and
future pensions would increase a1 the rate of 3,75% per annum in the WWFS and 4% per anoum in the
WWMIS. Tl.e same actuarial methods and assumptions were used for assessing pension costs. The market
value of the WWPS assets as at 31 March 1993 was £54.7m and for WWMIS £24.3m. The valuation showed
that the actuarial value of the assets at 31 March 1993 represented 102% and 106% of the actuarial value of the
accrued benefits for the WAWVPS and WWMIS respectively. The [irst valuarion of the WAWEPS was at 31 March
1993, using the avained age method, which showed that the actuarial vaiue of assets represented 103% of

accrued benefits.

The next actuarial valuation will be as at 31 March 1986,

31 Other transactions

a

In addition 1o audit fees the group paid to its auditors £0.5m (1995 - £0.8m).'consisling of systems project

management £0.4m and other professional advies L0.1m

There were no transactions or arrangements with directars and officers which require disclosure under the
provisions of the Companics Act 1985.

Wessex Water Plc 4y :
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Notes to the accounts comtinucd
for the year to 31 March 1995

32 Principal subsidiary companies and associated undertakings

a Subsidiaty companies

Wessex Water Ple owns 100% of the issued urdinary share capital of each subsidiary cormpany.

Company Principal activities

Wessex Water Services Ltd (incorporated in the United Kingdom) Water supply and waste water services
Wessex Water Trustee Company Ltd Grcorporated in the United Kingdom)  Trustee of employee share scheme
Wessex Water B.V.(incorporated in the Netherlands) Financial services

5C Technolegy AG (incarporated in Switzerland) Waste water processes

SC Technology Deutschiand GmbH (incarperated in Germany) Wasie waler processes

Other subsidiary companics are dormant and not materiat 10 the group.

Associated undertakings .

Company . Class of Proportion of Principal
shares held issued shares held activities
Wessex Waste 164,529,938 50 per cent Waste management
Managemeni 1ad B shares :
of £.1 each
Brunel Inserance (a) 50 Management sares 50 per cent _ Insurance
Company Ltd of £1 each 1
(b} 800,000 64 per cent ‘
Funding shares .
of £1 each ;

{50 pence paid)
The interests in the associatzd undertakings are held directly by Wessex Water Ple.

Wessex Waste Management Ltd is incorporated in the United Kingdom, and Brunel Insurance Company Lid
in Guernsey.

Wessex Waler Ple
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Five year summary
for the year to 31 March

1996 1985 1994 1983 19492
Em £m £m Em Em
Turnover 24007 2291 217.2 205.6 190.8
Operational costs 830 88.0° 916 93.5 93.3
Depreciation and infrastructure maintenance 38.2 36.5 334 - 3Ll 205
Operating profit lto0 i04.6 92.2 8L.0 675
Net interest receivable 5.1 22 20 05 8.5
Profit on ordinary activitics belore taxation
and associates 1247 106.8 9+.2 81.5 76.0
Share of results of associdted companies 122 102 9.1 +.5 0.9
Profit cn ordinary activities before 1axation 1339 117.0 1033 86.0 76.9
Taxation on profit on ordinary activitics i 16.2 9.8 9.1 6.5
Profit atuributable to shareholders 1129 100.8 93.5 76.9 70.4
Dividends 38.5 34.6 30.6 259 20.5
Profit re1ained 744 66.2 62,9 51.0 49.9
Fixed assets 1.026.2 75.2 9144 832.5 721.4
Current asseis 715 2012 2380 3144 250.6
Current liabilities 150.6 133.1 117.4 101.5 106.7
Net current assets 121.7 1781 120.6 2129 143.9
Amounts [alling due after more than one year 1334 143.1 150.6 219.6 188.5
Provisions 7.2 9.5 7.0 83 6.4
Deferred incorne 24.0- 24.4 17.3 12.4 7.1
980.8 926.3 860.1 805.1 663.3
Called up share capital 9.2 1540 152.6 151.7 121.1
Share premium account 18.3 171.0 166.7 163.1 4.8
Profit and fnss account 653.3 601.3 540.8 490.3 497.4
980.8 926.3 860.1 805.1 663.3
Number of employees at 31 March 1 469 1,582 1,834 [,861 1,882

Wessex Walter Ple
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Notice of Annual Ceneral Meeting

T he seventh Annual General Meeting of Wessex Water Plc will be held at 11am on Friday
6 Seprember 1996 at the Asserably Rooms, Bennet: Street, Bath for the following purposes:

ORDINARY BUSINESS

1 7o reccive the Dircerors report and the audit=d accounrs for the year to 31 March 1596,

2 To declare a final dividend.

3 To re-appoint W N lood as a dircctor,
4 To re-appoint C F Skellett as a divector.
5 To appoint P A Barrcu as a director.

6 To re-appoitt Coopers & Lybrand as auditors and authorise the directors to fix the auditors’

remunesation.
SPECIAL BUSINESS

To consider and, if thought fit, pass the bllowing as ordinary resolutions:

7 that the directors be authorised to offer holders of ordinary shares the right to elect to receive
ordinary shares, credited as fully paid, instcad of cash in respect of the whole ur some part {to be
determined by the directors) of any dividend declared or paid during the period from the date of
passing this resolution to the beginning of the next Annual General Meeting of the company, in

accordance with the provisions of Article 135 of the company's Articles ol Association;

8 that
i the Wessex Water Long Term Incentive Plan (“the Plan") and the Wessex Water Share

Ownership Trust (the “Trust”), as described in the Explanatory Notes on pages 47 to 49
{(copies of the draft Rules and Trust Deed of which are produced to the meenng and
initialled by the Chairman for the purposes of ideatification) be and are hereby approved
subject to such modifications as the directors may consider necessary or desirable o take
account of the requirements of the London Stock Exchange or pievailing practice, and that
the directors be and are hereby authorised to adopt and carry the same into effect;

it  each ol the directors be and is hereby authorised 1o vote on any matter connected witi- the
Plant and the Trust notwithstanding that he ray have a persoasl interest in it (excepr that
no director may be counted in a quorem or vote in respect nl his own participation), and
any restriction contained in the companys Articles of Association or otherwise be and is

hereby relaxed to that extent.

Wessex Water Ple




To consider and, if thoughu fit, pass the following as special resolutions:

9 that the company be generally and uncenditionally authorised 10 make market purchases
(within the meaning of Section 163(3) of the Companies Act 1983) of ordinary shares of the

company provided that:

i  the maximum number of shares hereby anthorised to be acquii:ctj is 21,500,000 ordinary

shares of 60 pence each
ii  the minimum price which may be paid for any such shares is 60 pence

iii  the maximum price which may be paid for any such share is an amount equal to 105% of
the average of the middle market quotations for an ordinary share of the company as derived
from the Lordan Stock Exchange Daily Officiat List for the 10 business days immediately
preceding the day ofi which the share is contracied te be purchased; and

iv  the authority hereby conferred shall expire 15 months {rom the date of this resolution, or if
earlier, at the conclusion of the Annual General Meeting of the company in 1997, but a
contract of purchase may be made before such expiry which will or may be exccuted wholly
or partly therealter, and a purchase of shares may be made in pursuance of any such contract

10 that the directors be empowered. pursuant to section 95 of the Companies Act 1985, for a period
expiring 15 months following the passing of this resolution er, if eatlier, at the conclusion of the
Annual General Meeting of the company to be held in 1997 10 allot equity securities (within the
meaning of section $4(2) of the Companics Act 1985) wholly for cash pursuant to the general
authority conferred by a special resolution passed on 3 Septeinber 1993 as if section 89(1) of that
Act did not apply to such allotment and the directors shall be entitled 10 make at any time prior
to the expiry of the power hereby conferred any ofler or agreement which would or might require
cquity securiiies to be allotted after the expiry of such power provided that such power shall be

limited: .

i to the allotment ol equity securitics (other than B shares and C shares) in connection with a
rights issue; for the purposes of this Resolution “rights issue” means an ofler or offers of
equity securities open [or acceptance [or a period fixed by the directors whereby ordinary
shares or other equily securities are ofiered 10 (a) holders on the register on a {ixed record
date of ordinary shares in proportion to their respective holdings of ordinary shares
and (b} holders on the register on a fixed record date of B shares and C shares o the exicat
required by the rights auached to such shares and (c) holders o options issued pursuant to
an option instrument dated 26 February 1991 (as amended) in accordance with their rights,
but subject in all cases tc such exclusions or to other arrangements as the directors may
deem necessary or expedient to deal with fractional eruitlements or legal or practical
probliems under the laws of, or the requirements of, any regulatory body or stock exchange

in any territory whatsoever; and

Wessex Water Plc
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ii o the allotmem (otherwise than pursuant to sub-paragraph i above) of cquity sccuritics
{other than B shares and C shares) up to an aggregate nominal value of £6,450,000; and

il 10 the allotment of B shares 10 holders of B shares up 10 an aggregate nominal value of
£906.733; and

iv o the allotment of C shares o holders of € sharss up to an aggregate nominal value of
£.28,948, i

For the purpose of this resolution words and expressions defined in or for the purposes of the
Atticles of Association and Part IV of the Companies Act 1985 shall bear the same meanings herein.

Registered office: By order of the board
Wessex House . A F Crofts

Passage Strect Company secretary
Bristo} BS2 QJQ 28 June 1996
NOTES

1 A member of the company is entitled to appoint a proxy *» attend and, on a poll, wow instead of
him or her. A proxy need not b a member of the company. A proxy form is enclesad with this
notice. nstrucions for use are shown on the form, Forms of proxy must be deposited at the
office of '.. Registrar, The Roya! Bank of Scotland plc, PO Box 39, Caxton House, Redcliffe Way
Bristol B599 7ZQ, no later than 1].{X am on 4 Sepiember 1996,

2 Copies of directors’ service contracts, ihe register of directors’ interests in shares of the company,
the draft rules of the Wessex Water Long Term Incentive Plan and the draft Trust Deed, are
available for inspection at the registered ollice during business hours and on 6 September 1996 a1
the place uf the Annual General Meeting from 10.30 am until the couclusion of the meeting. The
draft rules and the Trust Deed will also be availabie for-inspection dwiing business hours al the
offices of Linklaters and Paines, Barrington House, 39-67 Gresham Street, London EC2V 7JA
until the date of the Annual General Meeting.

EXPLANATION OF RESOLUTIONS 7 TO 10

RESOLUTION 7: SCRIP DIVIDEND

The company’s Articles of Association allow the directors, if authovised by an orlinary resolution of
the company, to offer shareholders the option to receive fully paid ordinary shares as an aliernative
to the cash which they would otherwise receive as a dividend. This is commeonly referred to as a
*scrip dividend" option. The directors believe that this aption is of beneiit o the conipany and of
particular value to shareholders who may wish to increase their holdings without incurring dealing

costs or stamp duty.

Wessex Water Plc
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RESOLUTION 8: LOL G TERM INCENTIVE PLAN

As mentioned in the remuncration commitiee repori on page 21, the directors propose to introduce the
Wessex Water Long Tenm Incentive Plan (the “Plan”™). The Plan will operate in conjunction with the
Wessex Water Employee Share Ownership Trust (the “Trust™), The remuneration committce (the

“Committec™) will he responsible for the operation of the Plan,

A summary of the main werms of the Plan is sct out helow, together with a description of the terms
which are intended to apply to the first operation of the Plan. The summary does ot form parc of
the Plan and should not be taken as affecting the interpretation of its detailed rules.

1

b !

Opeiation of the Plan: if the Committee decides o operate the Plan, it will normally issue
invitaiions within 42 Jdays siter the announceinent of the companys annual or interim resulis

to those employees who have been selected for participation.

Conditional award: shares in the company will be awarded to participants-conditional on the
satisfaction of a performance condition set by the Committee (the “Performance Condition™). The
value of shares conditionally awarded 10 any participant in any year may not exceed 40% of basie

salary, and will not be pensionable.

Determination of awards: at the end of the period to which the Performance Condition relates the
extent to which it has been satisfied will be determined and the app:opriate number of shares will
be awarded to each participant on the basis that they are 10 be held in the Trust for the absolute
benefit of the relevant participant during a retention period determined by the Committee.

Release of shares: the shares awarded to participants will be held in the Trust until the end
of the retention period and will then be released to the participant- Pending release, each
participant will be beneficially entiaed to the relevant shaies. Shares may be released early in-

special circumstances.

Cessati. 2 of employment before awards: if a participant ceases employment before the
Performance Condition has b2en satisfied, the Committee has the discretion to make an award
{not subject 10 a retention peried) based on the extent o which the Performance Condition has
been satisfied on the date of cessation and the time which has elapsed since the conditional award
was made. The Committee wi'l normally be prepared to exercise its discretion in favour of a
participant whose employment ceases due to his death, ill health, or the company or business

in which he works being transferred cutside the group.

Change of control: in the event of a change of control of the company, shares which have been
conditionally awarded will be wansferred 1o participants, unless the Commitiee determines otherwise.

Variaticn of share capital: in the event of 2 variation of the share capital of the company, the
Commiliec has discretion to adjust the number of shares conditionally awarded to participants.
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& Amendment: the Committee may amend a Performance Condition if evenis occur which would

make the amended Performance Condition a fairer measure of performar: ¢. The Committec may
also amend the rules of the Plan, except that any amendment relating to the identity of
participants, the limitations on their benefits or maximum entitlements and the basis [or
determining awards or adjusting them in the event of a variation of share capital may not be
made to the advaniage of participants withoul prior approval of the sharcholders of the company

in general meeting, except for certain minor amendments.

Termination: the Comumittee may at ils discretion terminate the Plan at any time, and the Plan
will terminate on the 10th anniversary of its adoption, without prejudice Lo conditional awards
already made.

10 Costs: the cost ofiintroducing and administering the Plan will be borne by the company.

11 The Trust: the Trust will be a discretionary trust for the benelit of 21l employees. The 1rustee will

be a subsidiary of the company. !t will acquire shares in the company to enable awards to be
made under the Plan as described in 3 above, using funds provided by the company. The shares
may be acquired by purchase in the market or by subscription at a price which wili not be less
than par value, but any shares subscribed on any day must not exceed the following percentages
of the company’s issued ordinary share capital immediately prior to that day: when aggregated
with shares subscribed under any other employees’ share scheme operated by the company, 10%
in the previous 10 years or 5% in the previous 3 years, and when aggregated with shares
subscribed under execulive scheines, 3% in the previous 3 years. Shares subscribed will rank pari
passu with existing shares on the date ol allotiment, and application will be made for them to be
admitted to the Official List.

12 First operation of the Plan: the Committee proposes to make conditional awards under the Plan

within 42 days of its adoption on the following basis:

a the performance period will be the 3 years commencing 1 October 1996

b there will be a Performance Condition comparing the company’s total shareholder return
{“TSR"} over the performance period with the TSR of a comparator group of utility companies
in water, electricity and gas distribution over the same period. TSR will be caleulated taking
account of capital appreciation, dividends paid, and any other issues or distributions in the
same period

¢ the relative position of the company’s TSR will determine the percentage of the shares
conditionally awarded which will actually be received by participants, within the following
Hmits:
* 10p quartilc - 100%
* median - 25%
* below median - zero

Wessex Water Plc
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d there will be an additional Performance Condition, namely that the growth in the company’s
carnings per share over the three {inancis! years commencing 1 April 1926 must be at least 2%
per annum more ihan the growth in the Retail Prices Index over the same period. Mo awards

will be made unless this condition is satisflied

¢ there will be a retention period of ane year during which shares will be held in trust after they

have been awarded.

13 Future operations: the basis of future operations of the Plan wilt be determined by the

Committee, ard will be no less challenging,

RESOLUTION 9: AUTHORITY TO PURCHASE SHARES

In certain circumstances, it may be advantageous for the company to purchase its own shares and

Resolution 9 seeks authority from shareholders o d - so. It is a renewal of the existing authority

which was given at last years meeting. The authority entitles the company to purchase just under 10

per cent of the ordinary share capital. The dircctors have no present intention to use this authority

which, in any event, will only be used alter careful consideration, in the best interests of

shareholders generally and with the intention of increasing future carnings per share. Any shares :
purchased in this way will be cancelled and the number of shares in issue reduced accordingly. '

The autherity given by Resolution 9 will last for 15 months or, if earlier, until next year’s Annual

General Meeting.

RESOLUTION 10: AUTHORITY TO ALLOT SHARES FOR CASH

Under Section 89(1) of the Companics Act 1585 il the directors wish to allot uny of the unissued
ordinary shares for cash they must, unless a special resolution is passed to disapply the Section, offer
them first 1o sharehiolders in proportion to the number of shares they each hold at thar Ume. An offer
of this type is called a *rights issue” and the entitlement ia be offered the new securities first is

known as a "pre-empiion right.” ? (

However, the Act makes no distinction between the ordinary shares and other classes of ordinary
shares for the purposes of pre-emption tights and wouid, for example, grant holders of B shares
pre-emption rights cver ordinary shares and vice versa. Accordingly the company must disapply
Section 89 to distinguish the ordinary shares from the other classes of ordinary shares,

There may also be legal, regulatory or practical reasons why it may not be possible 1o issue
new securities under a rights issue to some shareholders, particularly those resident overseas, or
circumstances in which the directors may wish to allot a limited number of the new ordinary shares

for cash without making any oifer to shareholders,eg, on an acquisition.
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Resolution 10 therefore disapplies the pre-emption provisions of the Companies Act 1985
- complerely for an offer which is made to all shareholders

- $0as 10 allow the directors 10 allot new ordinary shares to anyone, wholly for cash, up 10 a
maxitnum aggregate nominal value of £6,450,0C0 equivalent 1o 5% of the company’s issued
ondinary share capital at the date of i} notice )

- soas to allow the directors to allot new B or C shares. 10 the holders of B or C shares, as the
case may be, wholly for cash, up to 2 maximum ﬁggregale nominal value of 5% of the tssued
B and C shares at the date of this notice, limited in the case of the C shares 10 the remaining
authorised but unissued shares.

If the directors wished, without taking account of pre-emption rights, to allot whotly far cash new
ordinary shares in excess of these limits, they would first have 1o request the shareholders to waive
ihieir pre-emption rights in respect of the new securities which exceed it.

Wessex Water Pl
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Shareholder information

FINANCIAL CALENDAR

Annual generai meeting 6 Sept.cz'mber 1996
Precference dividend 9 September 1966
Final dividend for 1995/96 1 October 1996

Half year results | December 1996 -
Interimn dividend for 1996/97 7 Aprii 1997

Results 1o 31 March 1997 June 1997
Preference dividend 8 Scptember 1997
Final dividend for 1996/97 1 October 1997

SHARE CAPITAL RESTRUCTURING 7 SEPTEMBRER 1995 : MARKET VALUES

The 60p ordinary shares and 50p preference shares are treated as having a base cos: [or capital gains
tax purposes which is calculated in accordance with the provisions of the Taxation of Chargeable
Gains Act 1992 by reference to their respective market values on the London Stnck Exchange on

7 September 1995.

The relevant market values on that date were ordinary shares 334p and preference shares 49p.

CREST

CREST is the new computerised system for settling share dealings. 1t will enable shares 10 be held
in an elsctronic form, instead of the traditional share certificate, and make the trading of shares

faster and more secure,

CREST is voluntary. Shareholders can keep their share certificates il they wisk, which may be
preferable for shareholders who do not trade frequently.
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Shareholder information comtinted

On 20 June 1595 the directors passed a resolution, in accordance with the Uncertificated
Securities Regulations 1995, permitting Wessex Water share dealirgs in ordinary shares of 60p
each, cumulative redeemable preference shares of 50p each and further preference shares in the
capital of the company to be settled in the CREST system. It is expected that, subject to approval
by the operator of the CREST system, Wessex *Water share dealings will be settled in CREST from
February 1997, <

A booklet containing further information on CREST is available from the Registra.f, The Royal Bank of
Scotland plc, PO Box 39, Caxton House, Redcliffe Way, Bristol BS99 7ZF, telephone 0117 976 3007.
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