Directors’ responsibilities

in respect of the preparation of financial statements

The directors are required by the Companies Act 1985 to prepare
financial staternents for each financial year which give a true and far
view of the state of affairs of United Utilities Water Limited at the end of
the financial year and of the profit and loss for the financial vear. The
company is also required to prepare accounting statements each year
which comply with the requirements of Condition F of the licence of the
company as a water and sewerage undertaker under the Water
Industry Act 1891. The accounting statements may be combined with
the financial statements.

The directors consider that in preparing the financial statements
on pages 6 to 36 the company has used appropriate accounting
policies, consistently applied and supported by reasonable and prudent
judgements and estimates, and that all accounting standards and all
Regulatory Acceunting Guidelines issued by the Office of Water
Services which they consider o be applicable to these financial
statements have been followed. After making enqguiries, the directors
are of the opinicn that the group has adequate resources to ¢ontinue in
operational existence for the foreseeabie future. For this reason, they

Auditor’s report

to the members of United Utifities Water Limited

We have audited the financial statements on pages 6 to 22.

Respective responsibilities of directors and auditors

The directors are respensible for preparing the directors’ report and,
as described above, the financial statements in accordance with
applicable United Kingdom law and accounting standards. Our
responsibilities, as independent auditors, are established in the
United Kingdom by statute, the Auditing Practices Board and by
our profession’s ethical guidance.

We report to you our opinion as to whether the financial
staterments give a true and fair view and are properly prepared in
accordance with the Companies Act. We also report to you if, in our
opinicn, the directors’ report is not consistent with the financial
statements, if the company has not kept proper accounting records,
if we have not received all the information and explanations we requirg
for our audit, or if inforration specified by law regarding directors’
remuneration and transactions with the groug is not disclosed.

We read the other information accompanying the financial
statements and consider whether it is consistent with those
statements, We consider the imp#ications for our report if we become
aware of any apparent misstaternents or material inconsistencies with
the financial statements.
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continue to adopt a geing concern basis in preparing these financial
staterments.

The directors have responsibility for ensuring that the company
keeps accounting records which disclose with reasonable accuracy the
financial position of the company and which enable them to ensure that
the financial statements comply with the Companies Act 1885.

In addition, the directors have responsibility for ensuring that the
cempany keeps proper accounting recerds sufficient to enable the
historical cost and current cost information reguired by Condition F of
the licence to be prepared, having regard to all relevant Regulatory
Accounting Guidelines.

The directors have a general responsibility at law for taking such
steps as are reasonably open to them to safeguard the assets of the
group and to prevent and detect fraud and other irregqularities.

The directors are required to confirm in the accounting statements
that, in their opinion, the company was in compliance with paragraph
3.1 of Condition K of the licence relating to the availability of the rights
and assets, at the end of the financial year.

Basis of audit opinion

We conducted our audit in accordance with Auditing Standards issued
by the Auditing Practices Board. An audit includes examination, on a
test basis, of evidence relevant to the amounts and disclosures in the
financial statements. it also includes an assessment of the significant
estimates and judgements made by the directors in the preparation of
the financial statements, and of whether the accounting policies are
appropriate to the group’s circumstances, consistently applied and
adeqguately disclosed.

We planned and performed our audit 50 as to abtain all the
information and explanations which we consider necessary in order to
orovide us with sufficient evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether
caused by fraud or other irregularity or error. In forming cur cpinion we
also evaluated the overall adeguacy of the presentation of information
in the financial statements.

Opinion

In our opinicn the financial statements give a true and fair view of the
state of the affairs of the company and the group as at 31 March 2001
and of the profit ¢f the group for the year then ended and have been
properly prepared in accorgance with the Companies Act 1985.
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KPMG Audit Plc Chartered Accountants
Registered Auditor
Manchester, 21 June 2001
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