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Delivering efficiency and quality

-Our focus is on delivering value for money through improving both
efficiency and the quality of our semces
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‘network which defivers over 25,400 gigawatt hours of electricity -
annuatly from the National Grid to more than 2.3 milion customer
premises in north west England. In addition, muti-utiity connections
and metering senvices were provided by the business 1o domestic,
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Our performance -
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- for operating cost reduction and is on track to deliver its target over
‘the five years to 2005. During the year, the average number of -
interruptions per 100 customers was 66.5 and the average number
. of minutes that customers were without supply was 67.7.

Over £120 milion was invested in the netweork fast year, including
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the commencement of the largest ever network automation projectby T

. aregional electricity company, to install remote control and automation
_ equipment at 2,000 poirts on the network. The aim of this project is 10
 rapidly restore lost power, 50 reducing clistomer hours lost and the
_frequemyof&pplyh‘rtempﬂa’s Among its high-tech features are

push button controls in Manchester that operate high voltage switches
-+ on poles in the Cumbiian mourtains.

Our people )

" Qur UCan cuiture change programme started two years ago and
initialy we focused on unkocking potentiad, improving self-awareness
-and looking at behaviour. We are emphasising the *United” in United
Utifities - acting as one company with several different business
strands. it Is not a quick win, but getting the cutture right is absolutely
essential for the success of today's company.

Manchester 2002 .
In 2002, one of our biggest challenges and successes was the :
Commonwealth Games. The United Utfities groip supplied the utility
Jinfrastructure to the maln stadium and spent two years planning for the
event, evaluating and managing risks to ensure continuity of supplies.
This included the installation of automatic electricity supply
restoration schemes at the Stadium and Aquatic Centre, the
recorfiguration of the electrical network to minimise the risk of supply
interruptions to key Games venues and the hardening of key electrical
- networks and installations against possible terrorism or vandalism. As a
further precaution, empioyees were positioned at the sports venues
and other key locations, during the events, to respond quickly to
electical faults, should they occur.

1 United Utilities Electricity PLC

By way of recognition, United Utilities was made an official sponsor
and the nare and logo were televised across the world. The dedication
and teamwork involved was recognised when our employees were
named Team of the Year at the Utility ndustry Achievement Awards.

L doking forward

The next price: review is cumrently the biggest issue on the horizon for
the business and next year should see greater clarity as our regulator,
Ofgem, formulates its views on the next price reviews. New funds for
the Investment required in network transformation, resfienceand ~
quaﬁtywﬁorﬂybeavaihbiefmepncerewewmxesmanetumsare
high enough and predictable enough.

The government's commitrment to green energy will increase the
nurmber of generators directly connected to distribution networks. This
wil lead to additional capital investment as the industry responds to
the reguiator’s challenge to “"Rewire Britain™. To faciitate distributed
generation the price review should encourage network transformation

" by providing incentives for distributors to invest in new infrastructure, -

connecting more enewable energy sources and active system

oo O,

John Roberts
Chaiman
United Utilites Blectricity PLC
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Operational and financial review

We are on target to achieve cumulative operating efficiency savings of
£100 million during the 2000-2005 period.

Al the same time we delivered a capital investment programme
this year in excess of £120 million and mproved levels of seniceina
number of imporiant areas.

Operating review

We have continued to improve the refiability of our dectricity

distribution network, reducing the number of hours lost for customers

served by our worst performing clrcuits by 191,000 during 2002/03.
Overall, the average number of minutes that customers were

without supply during the year was 67,7 minutes against a regulatory

target of 68.2. 99.8 per cent of supplies wena restored within 18 hours.

Project Cumbria has been developed to provide a programme of
reinforcement to the weaker parts of the Cumbrian network in order fo
improve the security and avalabiiity of supply, and we are committed
to the invesiment of £32 milion over a five year period. Project
Cumbria is comprised of many individual schemes, for example
performance is improved by refurbishing or replacing old assets with
modem equipment and remaote control technology has been '
introduced to reduce the time taken 1o restore supplies. Nearly £19
rifion has been invested and network performance has already
substantially improved.

. Lastyear, we invested £7.9 milion in improving the quality of
supplies to customers. Due to the improved control of the network,
fewer customers will lose supply in the event of a fault, and when a
faudt does ocour, supplies will be restored mare quickly.

On 1 April 2003, United Utiities Electricity PLG entered into a
conlract with United Utilities Networks Limited to fulfl most of its
meteding and connections obligations.

Financial results _
Turnover increased by 7.3 per cent in the year to £310.4 milion as a
resuilt of the growth in competitive multi-utiity activities. Operating profit
increased by 8.1 per cent fror £144.8 million in 2001/02 10 £156.6
milion reflecting improvements derived from our multi-Utiily strategy
and continuing operating cost efficiencies. Net finance charges
increased by £0.8 million to £33.8 milllon, reflecting an increase in net
debt offset by a reduction in interest rates.

Profit before tax increased to £123.6 milion compared to £112.7
milion in the previous year, reflecting an improvement in the operating
efficiency of the business and the benefits of our multi-utifity strategy. .

Taxation

The current UK mainstream corporation tax credit in 2002703 and low
charge in 2001/02 refiect the effects of the high leve! of accelerated tax
allowanices arising from the capital investrment. The tax credit position
has arisen in the current year following agrearient of prior year tax
retums.

The effective cument ordinary tax credit of 11.5 per cent compares
with a charge of 18.7 per cent in 2001/02. The effects of deferred tax
result in an effective ormdinary tax charge of 4.8 per cent compared with
25.8 per cent in 2001/02.

Defemmed tax is £20.3 million in 2002/03 compared with £8.0 million
in 2001/02. The increased charge in 2002/03 is primearily due 1o the
effects of lower gilt interest rates on the discount of the full potential
liahility,
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Operational and financial review (continued)

Capital structure and treasury policy
Operating within policies approved by the board, the group's treasury
function does not act as a profit centre and does not undertake any
speculative trading activity. We ensure sufficient funding is avaiable to
meet foreseeable needs and maintain reasonable headroom for
contingencies. Long-term bormowings are structured or hedged to
malch eamings, which are fargely in steriing, indexed to inflation and
subject to regulatory price reviews every five years. Bxposure to
interest rate movements for the following 12 months is largely
eliminated at the start of each financial year using short term hedges.
The credit quality of counterparties and individual aggregate exposures
are reviewedt annually, Moody’s investors Service rates the credit of
‘United Utiities Electricity PLC as A2 on a long-term basis with a stable
outiook and P-1 on a short-termn basis. Equivalent ratings published by
Standard and Poor's Rating Services are A- long term with a positive
outiook and A-2 short term, .
During the year the company drew down £90 mifion from a
. borrowing faciity provided by the European Investment Bank signed
in Decernber 2001. This valuable source of funds relates to future
network refurbishment, and provides a new source of liquidity for the
company. :
The United Utilities group’s $1.5 bifion Euro Commercial Paper and
€4 bilion medium-term note kssuance programmes continue to be
‘available 1o provide sources of funding.

Net debt increased from £431.6 milion to £463.3 million. At 31 March
2003 United Ulilities Blectricity PLC had £75 million of committed but
unutiised medium-term bank faciities. Cash and short-term current
investments at 31 March 2003 are £197.6 miflion (2002 - £165.3
mificn). |

Interest rate management
We mianage inferest rate exposure by seekirg to match financing
costs as closely as possible with the revenues generated by our
assets, Our exposure to interest rate fluctuations is managed in the
medium-term through the use of interest rate swaps, and in the
short-term is managed through the use of financial fulures contracts
traded on LIFFE.

The company's bormowings at 31 March 2003 are set out in note

out ¥ note 19 on page 21.

T Lt

Steven Beaumont
Finance Director
United Utilities Blectricity PLC
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Directors’ report

for the year ended 31 March 2003

Principal activities
The principal activity of the company and of the group is the operation
of electricity distribution assets.

The distribution of electricity 's regulated by the termns of the
company’s Electricity Distribution Licence granted under the Electricity
Act 1989 and monitared by the Gas and Electricity Markets Authority.

The Chairman’s statement, together with the operaticnal ang
financial review on pages 1 to 3 report on the company’s activities
during the year and likely future developments.

Profits and dividends
The results for the year, set out in the profit and loss account on page
8, show that turnover for the year ended 31 March 2063 increased to
£310.4 milien {2002 — £288.3 milion), an increase of 7.3 per cent over
the previous year. Profit for the year after tax was £117.6 milion {2002
— £83.6 million).

An interim dividend of 12.07 pence per share was paid in February
2003 (2002 - 11.93 pence). The directors recomimend a final
dividend of 23.71 pence per share far the year to 31 March 2003
(2002 — 23.40 pence).

Employment policies

Employees are key fo achieving our business goals and the company
is committed to improving the skills of its people. The company
respects the dignity and rights of evary employee, supports them in
performing varous roles in society and chalenges prejudice and
stereotyping. The company is committed to involving employees
through open and regular communications about business changes t0
to allow a free flow of information and ideas.

We participate extensively in Business in the Community
programmes, encourage wider opportunities for women and for
people from ethnic minorities and we actively suppon employees with
disabilties.

Proper attention 1o health and safety is an indispensable part of the
company's commitment ic high standards in every aspect of the
business.

The company encourages participation in the United Utilities” all
employee share schemes.

Research and development

The company is commitied to developing nnovaiive, cost-effective
and practical solutions for providing high guality services and
standards to our customers, and for the benefit of the wider
community and the developrment of the business. It seeks to take as
part of this process maximum advantage of wide-ranging expertise,
ablfiies and faciities within the company.

Creditor payment policy and practice

The policy is nommally to pay suppliers according fo agreed terms of
business. These terms are agreed upen enfering into binding contracts
and the company seeks to adhere ta the payment terms provided

the relevant goods and services have been supplied in accordance
with the contracts. The group and company had 29 days of purchases
outstanding at the end of the financial year (2002 - 27 days).

4 United Wlilities Electricity PL.C

Directors

The directars of the company during the year ended 31 March 2003
are set out below. Al were dirgctors for the whole year except where
otherwise indicated.

J E Roberts*, Chairman (and Chief Executive, United Utilties PLC)
S G Batey*

S Beaumont

M J Boxall

M F Bradbury [resigned 4 April 2003)

K M Budinger

J Lang {appointed 10 February 2003)

Directors ~ resigned during the year

L W Dawson* {resigned 25 March 2003)

* Direcior, United Utiities PLC

Since the year end, J A Bames and $ M Sullivan were appointed as
directors, effective 15 May 2003.

Details of directors’ Interests in the ordinary shares of the company
are set out in note 7 to the accounts, together with any interests in the
ordinary shares of United Utilities PLC and its subsidiaries.

Al no time in the year did any director have a material interest in
any contract or amangement which was significant in relation to the
company’s business.

Auditor

During the year, KPMG Audit Plc resigned as the company’s auditors.
The directors used their powers under the Companies Act 1985 to
appaint Deloitte & Touche as the Company’s auditors to il the vacancy
created by KPMG Audit Plc's resignaticon.

On 1 August 2003, Deloitte & Touche, the company's auditors
transferred their business to eloitte & Touche LLP, a limited liability
partnershin incomperated under the Limited Liability Partnerships Act
2000. The company's consent has been given to treating the
appeintment of Deloitie & Touche as extending to Deloitte & Touche
LLP with effect from 1 August 2003 under the provisions of section
26(5} of the Companies Act 1989, A resolution 1o re-appoint Deloitte &
Touche LLP as the company's auditors will be proposed at the
forthcoming Annual General Meeting.

Reqistered address

United Utilities Electricity PLC
Dawson House
Great Sankey
Warrington
WAS 3LW
Registered nurfber | 2366949

!
oy o

Tim Rayner
Secretary
15 August 2003
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Directors’ responsibilities
i respect of the preparation of the financiat statements

The directors are responsible for preparing, in accordance with the
Companies Act 1985, financial statements for each financial year
which give a true and fair view of the state of affairs of the company
and the group as at the end of the financial year, and of the profil for
the financial year.

The directors consider that in preparing the financial statements on
pages 6 10 26 the company has used gppropriate accounting policies,
consistently applied and supported by reasonable and prudent
Judgements and estimates, and that all accounting standards they
consider 1o be applicable to these financial statements have been
followed, subiect 10 any departure and explanation descrioed in the
notes to the accounts,

Independent auditor’s report

te the members of United Utilities Electricity PLC

We have audited the financial statements of United Ulilties

Electricity PLC for the year ended 31 March 2003 which comprise
the consclidated profit and loss account, the balance sheets, the
consolidated cashilow statement and the related notes 1 10 27,
together with the note of historical cost profit and losses, the
reconciliation of movernents in shareholders’ funds and the
reconcliation of net cashflow to moverment in net debt. These financial
statements have been prepared under the accounting policies set out
therein,

This report is madle sclely to the company's members, as a body,
in accordance with section 235 of the Companies Act 1985. Our audit
work has been undertaken so that we might state to the company’s
members those matters we are required to state 1o them in an
auditors’ report and for no other purpose. Teo the fullest extent
permitted by law, we do not accept or assume responsibility (o anycne
other than the company and the company’s members as a body, for
our audit work, for this repont, or for the opinicns we have formea.

Respective responsibilities of directors and auditors

As described in the statement of directors’ responsitilities,

the company’s directars aré responsible for the preparation of the
financial stataments in accordance with applicatie United Kingdorm law
and accouniing standards. Qur responsiblity is to audit the financial
staternsnts in accordance with relevant United Kingdom legal and
regulatory requirements and auditing standards.

We report to you our opinion as to whether the financial
statements give a true and fair view and are property prepared in
accordance with the Companies Act 1985, We also report if, in our
opinion, the directors’ report is not consistent with the financial
staternents, if the company has not kept proper accounting records, if
we have not received all the information and explanations we require
for our audit, or if information specified by law regarding directors’
remuneration and transactions with the comparny and other members
of the group is not disclosed.

We read the directors’ report and the other information contained
in the annual report for the above year as descrined in the contents
section and consider the implications for our report if we become
aware of any apparent misstatements or material inconsistencies with
the financial statements.

5§ United Utilities Electricity PLC
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The directors are required to prepare the financial statements on the
going concern basis unless it is inappropriate to presume that the
company will continue in business.

The directors have rasponsibifity for ensuring that the comparny
keeps accounting records which disclose with reasanable accuracy at
any time the financial position of the company and the group and
which enaple therm to ensure that the financial statements comply with
the Comparies Act 1885,

The directors are also responsile for the system of internal control,
for safeguarding the assets of the company and the group and hence
for taking reasonable sterps o prevent and detect fraud and other
imegularities,

Basis of audit opinion

We conducted our audit in accordance with United KingdonT auditing
standards issued by the Auditing Practices Board. An audit includes
axarnination, on a test basis, of evidence relevant 10 the amounts and
disclosures in the financial statements. it alse includes an assessment
of the significant estimates and judgerments made by the directors

in the preparation of the financial statements and of whether the
accounting policies are appropriale to the circumstances of the
company and the group, consistently applied and adequately
disclosed.

We planned and performed our audit so as ic obtain all the
information and explanaticns which wa considered necessary in order
to provide us with sufficient evidence to give reasonable assurance that
the financial statements are free frorm material misstatement, whether
caused by fraud or other iregulanity or error. In forming our opinion,
we alsc evaluated the overall adequacy of the presentation of
information in the financial statements.

Opinion

in cur opinion the financial staterments give a true and fair view of the
state of affairs of the company and the group as at 31 March 2003
and of the profit of the group for the year then ended and have been
properly prepared in accordance with the Companies Act 1985.

Deloitte and Touche LLP

Chantered Accountants and Registered Auditors
Manchester

15 August 2003
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Consolidated profit and loss account

for the year ended 31 March 2 0%

Note
Turnover 2
Cost of sales
Gross profit
Distribution costs
Administration costs
Operating profit 3
Income from fixed asset investments
Profit on ordinary activities before finance charges
Net finance charges 4
Profit on ordinary activities befare taxation
Taxation on profit on ordinary activilies 5
Profit on ordinary actlivities after taxation for the financial year
DCividends g

Retained profit/{loss) for the financial year

3104

(50.9)
259.5
(85.6)
17.3)

156.6
0.8

157.4
(33.8)

123.6
{6.0)

117.6
(56.1}

61.5

2002

289.3

i37.2)
252.1
83.3)
23.9)

144.9
0.8

145.7

(33.0)

127
(29.1)

83.6
(55.4}

28.2

See accompanying notes 1o the accounts.

All the results shown in the profit and loss account derive from continuing operations.

There are no recognised gains or losses in the current or preceding financial years, other than as stated in the profit and loss account,

and as such no statement of total recognised gains and losses has been prepared.

6 United Wilities Electricity PLC
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Note of historical cost profit and losses

for the year ended 31 March 2o

2003 2002
£m om
Profit on ordinary activities before taxation 123.6 112.7
Difference between historical cost depreciation charge and actual charge
based on the revalued amount of tangible assets 6.6 6.6
Difference between historical cost profitloss on disposal of 1angible
asseats and profit/loss calculated on the revalued amount - -
Historical cost profit on ordinary activities before taxation 130.2 1193
Historical cost profit for the financial year retained after taxation, minority interests
and dividends 68.1 34.8
Reconciliation of movements in shareholders’ funds
for the year ended 31 March 2ce 3
Group Group Company Company
2003 2002 2003 2002
£m on £m om
Profit for the financial year 117.6 83.6 1154 814
Dividends (56.1) (55.4) {56.1) {51.5)
Retained profit for the financial year 61.5 28.2 59.3 29.9
Opening equity shargholders’ funds 475.8 447.6 464.4 4345
Closing equity shareholders' funds 537.3 475.8 523.7 464.4

7 United Utilities Electricity PLG
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Balance sheets

at 31 March 2w 4

Fixed assets

Tangible assels

Investments in subsidiary undertakings
Other investments

Current assets

Stocks

Debtors

Investrnents

Cash at bank and in hand

Creditors:
Amounts falling due within cne year

Net current liabilities
Total assets less current liabilities

Creditors:
Amounts falling due after more than one year

Provisions for liabilities and charges
Net assets

Capital and reserves
Called up share capitai
Share premium account
Revaluation reserve
Other reserves

Profit and loss account

Equity shareholders’ funds

Note

21
22
22
22
23

Group
2003
£m

1,488.3

1,488.3

3.6
173.3
159.0

335.9

(350.3}

{(14.4)

1,473.9

{841.4)
{95.2)
537.3

78.4
2.4
194.2
8.6
251.7

537.3

Group
2002
£m

1,420.8

1,420.8

1.9
849
85.5
66.4

248.7

(370.3)

{121.6)

1,299.2

(745.9)

(77.5)

475.8

784
4.4
200.8
8.6
183.6

See accompanying notes to the accounts.

Approved by the board of directors on 15 August 2003 and signed on its behalf by:

Fe. (4=

Steven Beaumont
Finance Director

2 United WHilities Electricity PLC

475.8

Company
2003
£m

1,488.3
65.0

1,553.3

784
4.4
194.2
8.6
2381

523.7

Company
2002
£m

1,420.8
65.0
2.5

1,488.3

1.9
83.7
95.5
31.2

2123

(413.0)
{200.7)

1,287.6

(745.9)
(77.3)
464.4

78.4
4.4
200.8
8.6
172.2

464.4
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Consolidated cash flow statement

for the year ended 31 March  29¢%

2002

2003

Note £m tm

Net cash inflow from operating activities 25 (g 186.4 160.1
Returns on investments and servicing of finance 254 {33.2) {34.0)
Taxation 25 i) (18.2) (12.3)
Capital expenditure and financial investment 251k {113.0) 91.2)
Acquisitions and disposals 25 {b) - {7.0)
Equity dividends paid {55.5) (54.7)
Cash outflow before use of liquid rescurces and financing {31.5} {39.1)
Management of liguid resources 25 (b} (63.5) (75.5)
Financing 25 (b} 50.4 113.2
Decrease in cash and overdrafts in the year {44.6) (1.4)

Hn ﬁt d@bt for the year ended 3t March 2¢0 32

2003 2002
Nole £ m

Decrease in cash and overdrafts in the year (44.8) {1.4)
Cash inflow from increase in debt (50.4) (113.2)
Cash outflow from management of liquid resources 63.5 755
Change in net debt resulting from cash fiows (31.5) (39.1)
Amortisation of bond discount 0.2 0.2)
Mavement in net debt (31.7) (30.3)
Cpening net debt {431.8) (392.3)
Net debt at 31 March 25(c) (463.3) (431.8)

United \Hilities Electricity PLC
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Notes to the accounts

for the year ended 31 March 2003

1 Accounting policies

The folowing accounting policies have been applied consistently
thioughout the year and the prior year in dealing with items which are
considered material in relation to the group's financial statements.

(a) Basis of preparation of financial statements

The consolidated financial statements of United Utilities Eleciricity PLC
and its subsidiaries {together ‘the group’) have been prepared under the
historical cost convention, modified by the valuation of certain
operational assets and non-operational properties, in accordance with
applicable United Kingdom accounting standards and the Companies
Act 1985,

{b) Cash

In the consolidated cash fliow statement and related notes, cash
includes cash at bank, deposits repayable on damand and overdrafts,
deposits are repayable on dermand if thay are in practice available within
24 hours without penalty.

{¢) Turnover

Tumaver represents the charge for energy distritbuted during the year
ang the invaice value of other goods scld and services provided,
exclusive of value added tax.

{d) Research and Development
Expenditure on research and development is expensed as incurred.

{e) Pensions

The group participates in a number of defined benefit schemes,
operated by United Utilities PLC, which are independent of the group's
finances. for the substantial maionty of its smployees. Actuarial
valuations of the schemes are carried out as determined by the trustees
at intervals of nct more than three years, the rates of contribution
payable and the pension cest being determined on the advice of the
actuaries, having regard 1o the results of these valuations. In any
interverting years, the actuaries review the continuing appropriateness of
the contribution rates.

The cost of providing pensions is expensed over employees'
working lives. Variations from regular cost are allocated over the average
remaining service lives of current employees. Any difference between
the charge to the profit and foss account in respect of funded plans and
the contributions payable to each plan is recorded in the consolidated
balance sheet as a prepayment or provision,

The company has followed the transitional arrangements of FRS 17
‘Retirement Benefits’ in these financial statements. Detalls of pension
arangements and funding benefits are set out in note 8.

10 United Utilities Electricity PLC

{f} Tangible fixed assets

Tangible fixed assets are included at cost or valuation less accumulated
depreciation, freehold land is not depreciated. Assets in the course of
construction are not depreciated until they are commissioned. Other
assets are depreciated by writing off their cost evenly over their
estimated economic ves which are principally as follows:

Between 5 and 80 years
{Mainiy betwesn 30 and 80)

Operationa) structures

Nen-operational assets:
- Freehold buildings
- Leasehold buidings

Up 1o 80 years

Lower of lease period or remaining
economic flife up to 60 years

- Fixtures and eguipment, Up to 10 years

vehicles and other

Consumers' contributions towards the work of operational assets are
treated as deferred income, which is credited to the profit and loss
acoount over the estimated economic lives of the related assats.

{g) Fixed asset investments

Fixed asset investments, except for investments in associated
undertakings and joint ventures, are staled at the lower of cost and
recoverable amount. The censolidated profit and loss account includes
ihe group’s share of the profits less josses and taxation of associated
undertakings and joint ventures. The group balance sheet includes the
investment in associated undertakings and joint ventures at the group’s
share of their net assets in accordance with Financial Reporting
Standard 8.

{h) Current asset investments
Current asset investments are stated at the lower of cost and net
realisable value.

{i) Stocks
Stocks are stated at cost less any provision necessary to recognise
damage and obsolescance.
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Notes to the accounts {continued)

i) Long-term contracts

Amounts recoverable on long-term contracts, which are included in
debtors, are stated at the net sales value of the work done less
amoeunts received as progress paymaents on account.

Profit is recognised on long-term contracts, 1 the final outcome can
be assessed with reasonable certainty, by including in the profit and loss
account tumover and the related costs as contract activity progressas.
Tumover is calculated as the proportion of the total contract vaiue
based cn the percentage level of work completed for the contract.

The value of work in progress is based on the cast of labour plus
appropnate overheads and the gost of materials. Progress invoices are
deducted in amiving ai the amounts stated.

(i} Taxation

Current tax, including UK corporation tax and foreign tax, is provided
at amounis expected 10 be paid {or recoverad) using the tax rates and
laws that have bean enacted or substantially enacled by the balance
sheet date.

Deferred lax is recognised in respect of all iming differences that
have originated but not reversed at the balance sheet date where
fransactions or events that result in an obligation 1o pay more tax in the
future or a right 1o pay less 1ax in the future have ogeurred at the
balance sheet date. Timing differences are differences between the
company’s taxable profits and its resutts as stated in the financial
statements that arise from the inclusion of gains and losses in tax
assessments in pariods different from those in which they are
recognised in the financiat statements.

Deferred tax is measured at the average tax rates that are expected
to apply in the periods in which the timing differences are expected to
reverse, based on tax rates and laws that have been enacted or
substantively enacted by the balance sheet date. Deferred taxis
measured on a discounted basis 1o reflect the time value of money
over the period between the balance sheet date and the dates on
which it is estimated that the underlying timing differences will reverse.
The discount rates used reflect the post-tax yields to maturity that can
be cbtained on government bonds with similar maturity dates and
currencies to those of the deferred tax assets or liabilities.

United Uiilities Electricity PLC

) Leased assets
Cperating lease rentals are charged fo the profit and loss account on a
straight ling basis over the period of the lease.

{m) Financia! instruments

Debt instruments

New horrowings are stated at net proceeds received after deduction of
issue coste. The issue costs of debt instruments are amertised at a
constant rate over the life of the instrument.

Interest rate swaps and financial fulures
Interest rate swap agreements and financial futures are used to
manage interest rate exposurs. Instruments that are designed as a
hedge of a dett are acoounted for on an accruals basis, with amounts
payable or receivable in respect of these instrurnents being recogrised
as adjustments 1o interest expense of the designated lialility remains.
In order to qualify for hetige accounting, the notional amaunt of the
group's interest rate swaps and financial futures must not exceed the
amount of its existing variable rate debt, they must change the interest
rate characteristics of the underlying debt, and the contractual
maturities cannot exceed the maturities of the debt.
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Notes to the accounts {(continued)

2 Segmental information

The geographicai origin and destination of turnover is all within the United Kingdom. The group has predominantly one class of business refating to
the distribution of electricity.

3 Operating profit

2003 2002

Operating profit is stated after charging/{crediting): &m om

Depreciation 54.4 5186

Amortisation of consumers’ contributions {5.6) 4.8)

Profit on dispesal of fixed assets {2.0} {2.3}

Auditor's remuneration 04 (o8

Research and development 0.3 0.2
Operating leases:

- hire of piant and machinery 3.1 0.8

- land and tuildings 0.3 0.6

Fees payable to Deloitte & Touche and its associates for non-audit services from the date of thelr appointment as auditors were £0.1 milion,
primarily relating to regulatory work. The audit fee for 2003 in relation to the company amounted to £0.1 million.

Fees payable to the groups’ former auditors, KPMG Audit Plc, and its associates for non-audit services in 2002 were were £0.1 million,
primarity refating to reguiatory work. The audit fae for 2002 in refafion to the company amounted to £0.1 miliion.

4 Net finance charges

2003 2002
£m £m

interest payable and simiiar charges:
Interest payable on bank loans and overdrafts 4t1.4 34.0
Interest payable to group undertakings 3.9 4.5
Total interest payable and similar charges 45.3 38.5
Investment income:
lncome received from current assat investments {1.5} -
Interest receivable and similar income

- External {8.2) (3.3)

- Group undertakings (1.8} {2.2)
Total investment income (11.5) {5.5)
Net finance charges 33.8 33.0
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5 Taxation

{a) Analysis of charge in period

2003 2002
£ £m &m £m
Current tax:
UK corporation tax at 30% 174 2141
Prior years' tax adjustments {31.7) -
Total current iax (14.3) 21.1
Deferred tax:
Origination and reversal of timing differences 209 16.2
Decrease/{increase) in discount 6.9 (7.2)
Prior years' tax adjustments {7.5) -
Total deferred tax 20.3 8.0
Tax on profit on crdinary activities 6.0 29.1
A tax credit has arisen in the current year following the agreement of prior years' tax returns.
{b) Factors affecting tax charge for period
The table below reconciles the notional tax charge at the UK corporation tax rate to the actual charge for taxation
2003 2002
£m £m
Profit on ordinary activities before tax 123.6 112.7
% %
UK corporaticn tax rate 30.0 30.0
Capital alowances in excess of depreciation (12.2) {19.3)
Cther timing differences 4.7 5.8
Prior vears' tax adjustments {25.6) -
Net ¢costs not deductible for tax purposes 1.0 2.2
Actual cument tax rate (11.8) 18.7

13 United Utiities Electricity PLC
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§ Dividends
£m £m
Interim dividend of 12.07 pence per share (2002 - 11.93 pence) 18.9 18.7
Final dividend proposed of 23.71 pence per share (2002 - 23.40 pence) 37.2 36.7
56.1 55.4

7 Directors and their interests

The aggregate emoluments of the directors in 2003 amounted 1o £351,431 (2002 ~ £325,077). Emoluments comprise salaries, fees, taxable
benefits and the value of short-term incentive awards. The emoluments of the highest paid director (L Dawson) in 2003 in respect of services 1o
the company amounted to £120,365 (2002 L Dawson — £126,092) details of which are provided in the accounts of United Utilities PLC.

No long-ierm incentive awards vested in the year ended 31 March 2003 (aggregate value in respect of the year ended 31 March 2002 was
nil). Information relating to long-term incentive awards is contained in the accounts on United Utilitiss PLC.
With the exception of M J Boxall, &l direciors are members of, and contribute o, the United Utiiities Pension Scherme, which is an exempt
approved pension scheme with defined benefit and defined contribution sections of membership. it containg sections which are open to all
gligible employees. It provides an entitlement on normal refirement at age 60 equat 10 between 1/30th and 1/45th of pensionable earnings for
each completed year of service. The maximum pension is two thirds of pensionable eamings. Eary retirement is possible from the age of
&Q if the company agrees.

M J Boxall is a member of, and contributes to, the Electricity Supply Pension Scheme, a defined benefit scheme which provides on retirement
at the age of 60 a pension equal 1o 1/80th of pensicnable eamings (plus 3/80th cash) for each completed vear of service. Early retirement is
possible from the age of 50 if the company agrees.

The Finance Act 1989 restricts the pensions benefits that can be paid by these schemes to directors who joined the company after 1 June
1989 because the earnings cap limits pensionable earnings for calcufating benefits. The company has put in place separate arrangerments for
some of the executive directors affected, the effect of which is 1o provide for them the same pension benefits as for those executives who are not
limited by the cap. These arrangaments are unfunded.

The accrued pension at 31 March 2003 for the highest paid director L Dawson was £18,237 (2002 L Dawson — £9,837).

At 31 March 2003, the directors and their families bad the following interests, all of which were beneficial interests, in the ordinary shares and
oplicns o subscribe for ordinary shares in United Utiities PLC. The interests of J Roberts and S Batey in United Utiliies PLC are disclosed in that
company's accounts.

At 31 March 2003 A1 1 Apal 2002 or appoiniment

Inlerasts in shares Intergsts in shares

Ordinary Executive Employee Qrdinary Exgcutive Emgloyes

shares options sharesave shares options sharesave

options options

S Beaumomt 4,013 26,984 1,823 1,959 26,984 2,054
M F Bradbury 11,845 43,364 2,820 11,156 43,364 2,679
M J Boxall 162 10,676 1,575 - 10,676 1,228
K M Budinger - - 1,049 - - -

J Lang 21 - - - - -

Details of the employee sharesave scheme and the executive share option scheme operated by United Utiities PLC are given in that company’s
accounts.
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7 Directors and their interests (continued}

Further detalls of options, including options exercised dunng the year are as follows:

Share options
at 31 March
2002 or on
appointment

Employee sharesave scheme
5 Beaumont 2,054
M J Boxall 696
532
M F Bradbury 2,147
532
K M Budinger ~

Executive option scheme

S Beaumont 26,984
M J Boxall 10,678
M F Bradbury 43,364

Options
granted

during
the year

Weighted
average
exercise price
per share

471.5p
490.0p
556.5p
500.0p
480.0p
471.8p
500.0p
490.0p
490.0p

721.2p
665.5p
679.6p

First date
exercisable

1 Mar 2003
1 Mar 2008
1 Mar 2004
1 Mar 2005
1 Mar 2006
1 Mar 2005
1 Mar 2005
1 Mar 2008
1 Mar 2006

Last date
exercisable

1 Sep 2003
1 Sep 2008
1 Sep 2004
1 Sep 2005
1 Sep 2006
1 8ep 2005
1 Sep 2005
1 Sep 2006
1 Sep 20086

Options
exaroised
during
the year

Market
price on
exercise

589p

In the year ended 31 March 2003, one director exercised share options.

The mid-rariket price of a share on the 31 March 2003 was 586.C pence. The range in the year was 544.5 pence to 668.0 pence.

Summary informaticon is provided as disclosure of all exercisable dates for director's share options would be excessive in length. Full detalls of
directors' shareholdings and options to subscribe are given in the register of directors’ interests.
The aggregate notional gain mace by directors on the exercise of options during the vear (based on the difference between the mid-market
price of a share on the day which options were exercised and the exercise price) was £2,413 (2002 ~ £1,782). None of the ogtions shown above

lapsed during the year.

8 Employees

{a) Average number of persons employed (including directors) 2003 2002
Electricity distributicn 1,577 1,686
Their aggregate remuneration comprised: 2?: 205”21
Wages and salaries 52.6 50.7
Social security costs 4.1 4.3
Pension costs (4.9} {(3.4)

51.8 516
Capital schemes and other {24.8) (20.7)
Charged to the profit and loss account 27.0 302
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8 Employees (continued)

(b} Pensions

The company participates in a number of pension schemes principally in the UK. Tha major schemes are funded defined benefit schemes -
the United Utilities Pension Scheme (UUPS) and the Electricity Supply Fension Scheme ([ESPS), of which the ESPS s closed (o new
employees. LWPS also inciuded a defined contribution section which constitutes less than 0.5 per cent of the total asset value. The assets
of these schemes are held in trust funds independent of United Utiities PLC's finances.

For UUPS and £8PS, the pension costs under the accounting standard SSAP 24 have been assessed in accordance with the advice of
a firn of actuaries. Mercer Human Resource Consuiting, using the projected unit method. For this purpese, the actuarial assumptions
adopted are based upon investment growth of 6.0 per cent per annum, pay growth of 4.0 per cent per annum and increases to pension in
payment and deferred pension of 2.5 per cent per annum, The actuarial value of the assets was taken as the markat value cf the assets.

The last actuarial valuations of the two schemes were camed cut as at 31 March 2001. The combined market valug of United Utilities'
share of the assets of the two schemés at the valuation date was £1,833 milion. Using the assumptions adopted for SSAP 24 the
combined actuarial value of the assets represented 113 par cent of the value of the accrued benefits after aflowing for expacted future
earnings increases, In deriving the pension cost under SSAP 24, the sumius in the schemes is being spread over the future working
lifetime of the existing members.

For UUPS, the employer's contributions have been assessed in accordance with the advice of Mercer Human Resource Consulting using
differant assumptions from those described above. For ESPS, the employer's contributions have been assessed in accordance with the advice of
a firm of actuaries, Hewitt Bacon and Woodrow, using different assumptions and methods from those described above, The total pension credit
for the pericd was £4.9 milion {2002 - £3.4 milion). A prapayment of £18.5 million is included in the balance sheet at 31 March 2003 (2002 -
prepayrnent of £13.2 milion).

{c) FRS 17 transitional disclosure

The company is unable to identify its share of the schemes' assets and liablities on a consistent and reasonable basis. As permitted by

FRS 17 "Retirement benefits’, these schemas will be accounted for by the campany when the accounting standard is fully adepted, as if the
scheme were a defined contribution scheme. The latest full actuarial valuations were camied out at 31 March 2001 and were updated for FRS 17
purposes to 31 March 2003 by qualified independent actuaries. Information in respect of the schemes as a whole is set cut below.

The pension cost figures used in these accounts comply with the curment pension cost accounting standard SSAP 24, A new pension cost
accounting standard, FRS17 ‘Retirement benefits’, was originally intended 1o be applied in the accounts for the year ending 33 March 2004
and subsequent years. However, duwring the year, the Accounting Standards Board (ASB) has deferred the full implementation of FRS 17.

Under transitional arrangements, the group is required 1o disclose the following information about its pension arrangsments and the figures
that would have been shown under FRS 17 in the financial statements.

The latest formal actuarial valuations of the Schemes were camed out a3 at 31 March 2001. The valuation of liabilities detailed below has
been derived by projecting forward the position al 31 March 2001 and has been performed by an independent actuary, Mercer Human Resource
Consulting. FRS 17 gives the present value of the pension liabilities by discounting pension commitrments (including an allowance for salary
growthj, at an AA corparate bond yield. Ceferred pensions are revalued to refirement age in fine with the schemes’ rules and statutory
requirements. The major financial assumptions used by the actuary were as follows:

At 31 March Al 31 March
2003 2002
Discount rate 5.50% 6.00%
Pensionable salary growth 4.00% 4.30%
Pension increases 2.50% 2.80%
Price inflation 2.50% 2.80%

At 31 March 2003 Al 31 March 2002

Expacted rate Expiected rate

of return Total £m of return Total Cm
Equities 7.50% 1,008.0 8.25% 1,137.5
Property 7.50% 3.5 8.25% 73.5
Bonds 5.50% 217.4 6.00% 233.0
Gilla 4.50% 214.3 5.25% 302.5
Other 4.50% 24.2 5.25% 28.3
Market value of assels 1,567.4 1,774.8
Present vaiue of Schemes’ labilities {1,993.2) (1,753.2)
Implied {deficit)/surplus in the Schemes {425.8) 21.6
Reilated deferred tax asset/{liability) 127.7 8.5)
Net pension {liability)/asset under FRS 17 (298.1) 151
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9 Tangible fixed assets

Group and company

Cost or valuation at 1 April 2002
Additions
Transfers
Disposals

At 31 March 2003
Depreciation at 1 April 2002
Charge for the year
Disposais

At 31 March 2003

Net book value:
At 31 March 2003

A 1 Agril 2002

Cperational
structures
£m

1,724.8
100.8
84.2
0.4
1,508.2
564.9
38.4
(1.4)

601.9

1,306.3

1,158.7

Non-operational
land and buildings
£m

43.8

07
(0.5)

44.0
5.3
1.3

(0.3)

6.3

37.7

38.5

Fixtures and
equipment, vehicles
and others

fm

107.6
2.0
10.9
15.3)
105.2
73.2
14.7
(15.1)

72.8

32.4

34.4

Assets in
course of
construction
£m

188.2
195
95.8)

111.9

111.9

188.2

Total
£m

2,084.2
1223

17.2)
2,169.3
643.4
54.4
{16.8)

681.0

1,488.3

1,420.8

The 1997 accounts incorporated a directors' revaluation of cperational assets and non operational land and buildings. The historical cost of thess
assets is shown below together with any additions and disposals up to and including 31 March 2003.

Fixtures and Assets in
Qperational Non-operational  equipment, vehicles course of
structures  fand and buildings and others construction Total
Group and company Em Em Em £m £m
Historical cost at 31 March 2003
Cost 1.860.3 54.5 102.2 111.9 1,828.9
Depreciation (B55.7) 8.0) 711} - {634.8}
Net book value 1,104.6 46.5 311 111.9 1,284 .1
Operational structures include land and buildings, the net bock amount of which comprises:
2003 2002
£m £m
Freehold 54.4 50.2
Long leasehoid 3.7 29
Short leasehold 29 2.8
61.0 559
The net book amount of non-operational land and buiidings comprises:
) B N i 2003 2002
£m m
Freehold 321 327
Long leasshold 31 31
Short leasehold 25 2.7
37.7 38.5

Included in fixed assets at 31 March 2003 is land at cost or valuation of £9.7 million (2002 - £9.7million} which is not depreciated.
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9 Tangible fixed assets (continued)

Group and company

2003 2002
£m €m
Capltal commitments:

Contracted but not provided for 80.0 63.6

10 Fixed asset investments

Subsidiary Joint Other

undertakings ventures investments Total
Company £m £m £m £m
At 1 Aprit 2002 at cost or valualion 65.0 2.5 - 67.5
Amounts written off investments - 2.5) - 2.5)

At 31 March 2003 at cost or valuation 85.0 - - 65.0

Detafls of subsidiary undertakings, joint ventures and other invesiments, all of which are registerad in England and Wales are:

Stbsidiary undertakings Dascrphon of halding Praportion held  Natuee of business

NB Gas Limited Preference shares of £1 each 100% Dormant
QOrdinary shares of £1 each 100%
NB Generation Limited Ordinary shares of £1 each 100% Dormant
NB Property & Estate Service Limited Ordinary shares of £1 each 100%  Pursuance of investment

opportunities on behalf of United
Utilities Electricity PLC

NB Leasing Limited Ordinary shares of £1 each 100%  Lessor of assets to other companies
within the United Utiities Electricity
PLC Group

NB Miles Piatting Limited Ordinary shares of £1 each 100%  Dormant

ontvenues Descrplion ofhoiding  Propotonheld  Nalue of bushess

Nor.Web Limited Ordinary shares of €1 each 50%  Dormant

Overimesiments  Desptonorrodig ‘Proportion held  Narura of business

ESN Heldings Limited Ordinary shares of £1 each 6.2% Investment company

National Grid Group plc Crdinary shares of 11.76p each Negiigible  Energy distribution

A full list of the company's subsidiary undertakings is included within the company's annual return.
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11 Stocks

Grout and company

2003 2002
£m £m
Raw materiais and consumables 36 1.9
Group Graup Company Company
2003 2002 2003 2002
12 Debtors £m tm £ £m
Trade deblors 44.8 36.2 447 36.1
Amounts owed by group undertakings 77.4 16.3 364 10.7
Amounts owed by subsidiary undertakings - - 57 4.5
Other debtors 0.7 0.1 0.7 0.1
Amounts recoverable on long-term contracts 89 - 8.9 -
Prepayments and accrued income 41.5 323 41.5 32.3
173.3 84.9 137.8 83.7
Amounts owed by group undertakings represent amounts owed by parent ang felow subsidiary undertakings.
Within prepayments and accrued income is £18.5 million which falls due after more than one year (2002 — £13.2 million).
13 Current asset investments
Group and corapany
2003 2002
£m m
Short-term deposits 19.0 95.5
Other unlisted investments 140.0 -
159.0 95.8
Maturity profile of short-term depostts is overnight fo twalve months, with amounts repayable on maturity,
14 Creditors: amounts falling due within one vear
h V Group Group Company Company
2003 2002 2003 2002
£m jugl £m £m
Bank overdrafts and temporary borrowings 233 451 23.3 53.4
Term loans 4.4 4.4 4.4 4.4
Trade creditors 8.0 8.5 7.9 6.5
Amount owed to group undertakings 29.8 46.3 38.3 43.7
Amounts owed 1o subsidiary undertakings - - 48.6 48.8
Dividends 37.2 36.7 37.2 38.7
Corporation tax 119.1 118.5 107.2 107.0
Other taxation and social security 4.3 4.4 4.3 4.4
Other creditars 19.9 19.4 19.9 1.4
Accruals and deferred income 104.3 89.0 102.4 88.7
350.3 370.3 393.5 413.0

Amounts owed to group undertakings represent amounts owed to parent and fellow subsidiary undertakings.
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15 Creditors: amounts falling due after more than one year

Group and compary

2003 2002
£m £m
Term loans (note 19) 633.2 547.4
Consumers’ contributions {hote 16) 208.2 198.5
841.4 7459
16 Consumers’ contributions (note 15)
Group and company
£m
At 1 April 2002 198.5
Received in the year 15.3
Credit to profit and loss account for the year {5.6)
At 31 March 2003 208.2
17 Provisions for liahilities and charges
T Group
Deferred tax {note 18} Restructuring Other Total
£m £m £m m
At 1 Aprit 2002 74.0 2.0 15 775
Utilised - 0.3 {0.4) {1.7
Charged/(credited) to the profit and loss account 20.3 0.7) {0.2) 19.4
At 31 March 2003 94.3 - 0.9 95.2
Company
Detferred tax (note 18) Restructuring Other Total
T m £m £m
At 1 Aprit 2002 74,0 20 1.3 713
Utilised - (1.3) {0.4) {1.7)
Charged/(credited) to the profit and loss account 20.3 0.7) - 19.6
94.3 - 0.9 95.2

At 3t March 2003

20 United LHilities Electricity PLC




21

Annual Report & Accounts 2003

Notes to the accounts (continued)

18 Deferred tax {see note 17)

2003 2002
£m om
Accelerated capital allowances 225.6 218.0
Shert-term timing differences (17.8) (23.6)
Undiscounted provision for ceferred tax 207.8 194.4
Digcount {113.5) {120.4)
Discounted provision for deferrad tax 94.3 74.0
Fuil provision has been made for deferred tax assets and liabilities arising from timing differences between recognition of gains and losses
in the financial statements and their recognition in a tax computation {discounted where material).
19 Borrowings
Gmup Group Company Vcriompr)rarnry
2003 2002 2002 2002
£m £m £m £m
Barik overdrafls and temparary borrowings 23.3 451 71.9 102.2
Term loans 637.6 551.8 637.6 551.8
660.9 596.9 709.5 654.0
Repayments fall due as follows:
Year endetf 2003 Year ended 2002
31 March £ 31 March £m
Adter five yzars 2009+ 6155 2008+ 528.6
Within two-five years 2005-2008 17.7  2004-2007 17.8
Within one year 2004 27.7 2003 49.5
660.9 596.9

The group had available, and unutilised, committed pank faciities of £75 millon at 31 March 2003 (31 March 2002: £100 millior), which all expire

in greater than two years.

Leans repayable after & years comprise bank and other loang repayable between 2013 and 2026. Inierest rates range from 5.612% to
8.875% on £525.5 million (2002 - £529.6 milkon) prior to the effect of derivative instruments, and are at floating rates on £30 milicn (2002 - £nif).

Taking into account derivative instruments, net debt can be analysed as follows:

Weighted average inferest rate

Weighted average period

Borrowings at 31 March at which borrowings are fixed for which interest is fixed

2003 2002 2003 2002 2003 2002

£m £m Y% % years years

Fixed rate borrowings: sterling 285.6 285.4 8.6 8.6 16.7 17.6
Floating rate borrowings: steriing 375.3 3i11.5
660.9 596.9
Floating rate investments: Sterfing (inciuding cash) (197.6) (165.3)

Net debt at 31 March 463.3 431.6

Flcating rate bomowings are based on LIBOR.
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20 Financial instruments and risk management

The primary financial risk faced by the group is interast rate risk. The board has reviewed and agreed policies for managing each of these risks as
summarised beiow. The board has aiso approved all of the ¢lasses of financial instruments used by the group. The group’s treasury function,
which is authorised to conduct the day-to-day treasury activities of the group, reports at least annually to the board. The group uses a wide varisty
of financial instruments, including dervatives, to raise finance for its operations and ic manage the risks arising from those operations.

The group bomows in the major global debt markets at both fixed and ficating rates of interest, using derivatives where appropriate to
generate the desired interest basis. Under an interest rate swap, the group agrees with another party to exchange at specific intervals the
difference between fixed rate and floating rate interest amounts calculated by reference to an agreed notional principal amount. The notiona
princioal of these instruments reflects the extent of the group's imvalvernent in the instruments, but does not represent its exposure to credit risk
which is assessed by reference to the falr value.

All transactions are undertaken 1o manage the risks arising from underlying business activities and no speculative trading is undertaken.
The counterparties o these instruments generally consist of financial institutions and other bodies with good credit ratings. Although the group is
potentially exposad 10 credit loss in the event of non-performance by counterparties, such credit risk is controlled through credit rating reviews of
the counterparties and miting the total amount of exposire to any one party. The group does not believe it is exposed 1o any material
concentrations of credit risk.

The group has no material unhedged foreign currency exposures.

Financial instruments utiised by the group can be summarised ag foilows:

{a) Interest rate swaps
Interast rate swaps are used solely to manage floating rate bormowings in order to reduce the financial risk of the group from patential future
changes in medium tenm interest rates,

{b} Financial futures
Financial futures are used 10 manage the group’s exposure to possible future changes in short tenm interest raies.

{c} Forward confracts
The group generally hedges foreign exchange transaction exposures up to one year forward. Hedges are put in place using forward contracts
at the time that the forecast exposure becomes reasonably certam.

Fair value of financial instruments

Fair value estimates are made at a spechic point in time, based on relevant market information and information about the financlal instrument.
These estimates are subjective in nature and involve uncertainties and matters of significant judgement and therefore cannot be determined
precisely. Changes in assumptions could significantly affect the estimates.

2003 2003 2002 2002

Book value Current value Book value Current value

£m £m £m £m

Short term debt and current portion of long term deb 27.7 27.7 49,5 49.5
Long term debt 633.2 737.3 547.4 606.9
660.9 765.0 596.9 656.4

interest rate swaps - (4.8) - 25.9

Total financial instruments 660.9 760.2 £96.9 882.3
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20 Financial instruments and risk management (continued)
Fair values have been estirmated using the following methods and assurmptions:

Current assets and liabilities
Financial instruments included within current assets and liabilities {excludling cash and borowings) are generally short term in nature and
accordingly their fair values approximate to their book values.

Long term receivables and liabilities
The fair values of financial instruments included within long term receivables and liabilities (excluding borowings) are based on discounted cash
flows using appropriate market interest rates.

Net borrowings and non-equity interests

The carrying values of cash and shart term borrowings and current asset investments approximated to their far values because of the short term
maturity of these instruments. The fair value of quoled long term borrowings and guaranteed preferred securities is based on year end mid-markel
quoted prices. The fair value of other long term borrowings is estimated by discounting the fulure cash flows to net present vajues using
appropriate market interest rates prevaiing at the year end.

Currency and interest rate swaps

The group enters into interest rate swaps in order to manage its foreign currency and interest rate exposures. The fair value of these financial
instruments was estimated by discounting the fulure cash fiows to net present values using appropriate market rates prevailing at the year end.
The carrying and fair values of interest rate swaps include the related accrued interest receivables and payables.

Hedges
Unrecognised gains and losses on financial assets and liabilities for which hedge accounting has been used at the balance sheet date were £15.2
milicrn and £10.4 milliort respectively (2002 — £2.2 miion and £26.1 milkon;.

The group anticipates that £2.6 milkon of these gains and £2.9 million ¢f these losses will be realised in the forthcoming financial year
{2002 — £0.3 milion and £4.2 milion), Of the unrecognised gains and losses on hedges as at 1 Aprdt 2002, the net gain in the period's profit and
loss account was £1.8 milion.

21 Share capital

Group and company

2008 2002
Authorised £ e
249,999,996 ordinary shares of 50p each (2002 — 248,999,896) 124,999,998 124,996,998
4 *A ordinary shares of 50p each 2 2
Special rights redesmabile preference share of £1 1 1

125,000,001 125,000,001

2003 2002
Allotted, called up and fully paid £ £
156,821,341 {2002-156,821,341) ordinary shares of 50p sach (2001 - 156,821,341} 78,410,671 78,410,671
4 *A’ ordinary shares of 50p each 2 2

78,410,673 78,410,673

The “A” ordinary shares and the ordinary shares rank par passu in ali respects, save thal dividends may be declared on one class of shares
withcut being declared on ithe other.
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22 Reserves

(a) Revaluation reserve

At 1 April 2002
Transferred to profit and toss account

At 31 March 2003

Group and company
£

200.8
£.6)

194.2

Group and campany

(b} Other reserves £m
Capital redemption reserve
At 1 April 2002 and 31 March 2003 8.6
Share Premium account
At 1 April 2002 and 31 March 2003 4.4
23 Profit and loss account
Group Company
tm Lm
At 1 April 2002 (restated) 183.6 172.2
Retained profit for the year 61.5 59.3
Transferred from revaluation reserve 6.6 6.6
At 31 March 2003 251.7 238.1
As permitted by Section 230 (4) of the Companies Act 1985 | the company has not presented its own profit and loss account.
The camparny’s profit for the year was £115.4 million (2002 — £81.4 miifiion ).
24 Operating leases
Land and Plant and Land and Plant and
buildings tachinery buildings machinery
2003 2003 2002 2602
£m £m £m £m
The group and company is committed 1¢ making the following payments
during the year:
Leases which expire:
Within one year 0.5 - 0.3
Between two and five years - 2.0 - 3.6
After five years 0.2 = 55 -
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25 Notes to the cash flow statement

2002
{a) Net cash inflow from operating activities: £m £m
Operating profit 156.6 1449
Depreciation 54.4 51.6
Contributions amortised {5.6) {4.8)
Profit on disposal of fixed assels (2.6} (2.3)
Stock {increase)/decrease (1.7} 23
Debtors (increase)/decrease (28.7) 13.8
Creditors increase/(decrease) 16.0 (44.3)
Provisions for #abilities and charges decrease 2.6) {1.6)
186.4 160.1
2003 2002
(b} Analysis of cashflows for headings netted in the cashflow statement £m £m
Returns on investments and servicing of finance
Interest paid (39.4} {35.4)
Interest received 4.7 1.4
Dividends received 1.5 -
{33.2) (34.0)
Taxation
Amounts paid 10 group undertakings in relation 1o UK corporation tax (16.2) (12.3)
Capital expenditure and financial investment
Purchase of tangible fixed assets {131.5) (116.6)
Consumer contributions received 15.3 21.0
Sale of tangible fixed assets 24 36
(ncome from fixed asset investments 0.8 0.8
{(113.0) 91.2)
Acquisitions and disposals
Disposals:
Net current assets/fliabilities) - 7.0
Book value of net assets disposed satisfied by cash - (7.0)
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Notes to the accounts (continued)

25(b) Analysis of cashflows for headings netted in the cashflow statement (continued)

2003 2002
Em om
Management of jiquid resources
Increase in bank deposits and certificates of deposit {63.5) {75.5)
Financing
Debt due within one year
- new loans 1o group undeértakings (35.2) -
- repayment of short-term loans (4.4} {158.8}
- repayment of a loan to group undertakings - (80.0)
Debit due beyond one year
- new long-term loans 90.0 3520
Net cash inflow from financing 50.4 113.2
{c) Analysis of net debt Otner
At T April non-cash At 31 March
2002 Cashfiow maovement 2003
£m m £m fm
Cash at bank and in hand £6.4 (66.4) - -
Overdrafts (45.1} 21.8 B (23.3
21.3 (44.6) - (23.3)
Loans due afier ane year {547.4) (90.0} 4.2 {633.2)
Shoert-term horrowing (4.4 4.4 4.4 {4.4)
Current asset investments 95.5 83.5 - 159.0
Loan to group undertaking 34 35.2 - 38.6
Total {431.6) (31.5) {0.2) {463.3)

26 Related party transactions

I accordance with the exemption sat cut in Financial Reporting Standard 8 (Related Party Transactions), the company has not disclosed
transactions with its uitimate holding company or any members of the group. United Utilities PLC is the ultimate controling party as defined oy

FRS 8.

27 Ultimate and immediate parent undertaking and controlling party

The immediate parent undertaking is United Utilties Service Delivery PLC.

The accounis of the company and the group, and its immediate parent undertaking, are consolidated in the group accounts of the ultimate
parent undertaking, and ultimate controlling entity of the smallest and largest group, Uniled Utiliies PLC, a company registered in England and
Wales. Copies of the accounts of United Ulilities PLC may be obiained from the Company Secretary, United Utiliies PLC, Dawson House,

Great Sankey, Warrington WAS 3LW,
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