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ARTESIAN FINANCE 11 PLC

DIRECTORS’ REPORT

The Directors present thewr annual report and the audited financial statements for Artesian Finance 1 plc { ‘the
Company™) for the year ended 3| March 2007

ACTIVITIES

The principal activity of the Company 15 to hold loans advanced to water companies

The Company 15 authorised to 1ssue loans and bonds up to £500,000,000 (2006 £500,000,000 ) The Company has
no intention to change the business activities

REVIEW OF DEVELOPMENTS

The Company was incorporated i Great Britain and commenced operations on 25 February 2003 It 1s registered as
a public limited company under the Companies Act 1985

The toan portfolio of the Company consists of fixed rate and mndex-linked loans, which are funded by fived rate
bonds A total return swap was entered by the Company to exchange index-linked interest it receives on the loans
for the fixed coupon amount payable on the bond Net interest income 1s a key performance indicator for the
Company Due to the effects of indexanon, net interest income for 2007 has mcreased by 6 25% which 15 1n line

with expectations

PAYMENT TO SUPPLIERS

Given the nature of the business, there are no trade creditors and therefore no policy or trade credutor days have been
disclosed

RESULTS AND DIVIDENDS

The results for the year and the state of the Company’s affairs as at 31 March 2007 are set out in the accompanying
financial statements The Directors do not recommend the payment of a dividend (2006 £mil)

RISK MANAGEMENT POLICIES

The company’s risk management policies are stated 1n Note 10
DIRECTORS
The Directors who served throughout the year are as follows

Jonathan Vickers
Caputa Trust Corporate Services Limited

EMPLOYEES

The Company had no employees in the current year or prior period

(A%




ARTESIAN FINANCE HI PLC

DIRECTORS' REPORT (continued)

AUDITORS

Deloitte & Touche LLP have expressed their willingness to continue wn office as auditors and a resolution to
reappotnt them will be proposed at the forthcomuing Annual General Meeting

DISCLOSURE OF INFORMATION TO AUDITORS
Each of the persons who 15 a director at the date of approval of this report confirms that

(1}  so far as the director is aware, there 1s no relevant audit information of which the Company s auditors are
unaware, and

(2) the director has taken all the steps that he/she ought to have taken as a director in order to make
himself/herself aware of any relevant audit information and to establish that the Company’s auditors are

aware of that imformation

This confirmation ts given and should be interpreted in accordance with the provisions of $234ZA of the Compantes
Act 1983

Approved by the Board of Directors

and signed on behalf of the Board
Drrector

Caprtta Trust Corporate Services Limited

Name {Director)

Date IE/IZ/O:/, .

(¥




ARTESIAN FINANCE 1EPLC

STATEMENT OF DIRECTORS' RESPONSIBILITIES

The directors are responsible for preparing the Annual Report and the financial statements m accordance with
applicable law and regulations

Company law requires the directors to prepare financial statements for each financial year The directors are
required by the 1AS Regulation to prepare the group financial statements under IFRSs (IFRSs) as adopted by the
European Union The financial statements are also required by law to be properly prepared in accordance with the
Companies Act 19835 and Article 4 of the [AS Regulation

International Accounting Standard 1 requires that financial statements present fairly for each financial year the
company's financral position, financial performance and cash flows This requires the faithful representation of the
effects of transactions, other events and conditions i accordance with the definitions and recognition critena for
assets liabilities, income and expenses set out in the [nternational Accounting Standards Board's ‘Framewaork for the
preparation and presentanion of financial statements' In virtually all circumstances, a fair presentation will be
achieved by compliance with all applicable [FRSs However. directors are also required to

. properly select and apply accounting pohcies,

. present information, mcluding accounting policies, in a manner that provides relevant. reliable, comparable
and understandable information, and

. provide additional disclosures when compliance with the specific requirements in IFRSs are insufficient to

enable users to understand the mpact of particular transactions, other events and conditions on the entiry's
financial position and financial performance

The directors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any
time the financial position of the company and enable them to ensure that the financial statements comply with the
Companies Act 1985 They are also responsible for safeguarding the assets of the company and hence for taking
reasonable steps for the prevention and detection of fraud and other iregulariies




INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF ARTESIAN FINANCE
nPLC

We have audited the financial statements of Artesian Finance 11 pic for the vear ended 31 March 2007, which
comprise the income statement, the balance sheet, the statement of changes in equity, the cash flow statement and
the related notes numbered 1 to 12 These financial statements have been prepared under the accounting policies set
out theren

This report 1s made solely 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 to them m an auditors’ report and for no other purpose To the tullest extent permmitted by law
we do not accept or assume responsibility to anyone other than the Company and the Company’s members as a body
for our audit work, for this report, or for the opinions we have formed

Respective respoastbihities of Directors and Auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements in accordance with
appheable law and International Financial Reporting Standards (IFRSs) as adopted by the European Union are set
out in the Statement of Directors’ Responsibilities

Our responsibility 1s to audit the financial statements mn accordance with relevant legal and regulatory requirements
and International Standards on Auditing (UK and [reland)

We report to you our opinion as to whether the financial statements give a true and fair view and are properly
prepared n accordance with the Companies Act 1985 We also report to you whether in our opiruon the information
given 1 the Directors' Report is consistent with the financial statements

In addition we report to you (f, 1n our opinion, the company has not kept proper accounting records, 1f we have not
received ail the information and explanations we require for our audit, or if information specified by law regarding
directors' remuneration and other transactions 1s not disctosed

We read the other information contamed in the Annual Report and consider whether 1t s consistent with the audited
financial statements We consider the implications for our report 1f we become aware of any apparent nusstatements
or material inconsistencies with the financial statements Qur responsibilines do not extend to any further
mformation outside the Annual Report

Basis of audit opinion

We conducted our audit in accordance with Internaiional Standards on Auditing (UK and Ireland) 1ssued by the
Auditing Practices Board An audit mcludes examination, on a test basis, of evidence relevant to the amounts and
disclosures 1 the financial statements It also includes an assessment of the signuficant estimates and judgements
made by the directors in the preparation of the financial statements and of whether the accounting policies are
appropriate to the Company’s circumstances. consistently applied and adequately disclosed

We planned and performed our audit so as to obtam all the information and explanations which we considered
necessary in order to provide us with sufficient evidence to give reasonabie assurance that the financial statements
are free from material misstatement, whether caused by fraud or other wregularity or error In forming our opnien,
we also evaluated the overall adequacy of the presentation of information n the financial statements

Opwnion

[n our opinion

. the financial statements give a rue and fair view, i accordance with those IFRSs as adopted by the European
Union, of the state of the company s affairs as at 31 March 2007 and of its profit for the year then ended,

. the financial statements have been properly prepared in accordance with the Companies Act 1985, and

. the mformation given in the Directors’ Report s consistent with the financial statements

DI

Deloite & Touche LLP
Chartered Accountants and Registered Auditors

Le{don
December 2007
_((‘ S




ARTESIAN FINANCE T PLC

INCOME STATEMENT
For the year ended 31 March 2007

Interest income
Interest expense

Net interest income

Operating expenses

Other operating income
Change in fair value of loans
Change in fair value of bonds
Change in fair value of swaps

OPERATING PROFIT AND PROFIT ON
ORDINARY ACTIVITIES BEFORE
TAXATION

Tax en profit on ordinary activities

(LOSS)/ PROFIT ON ORDINARY
ACTIVITIES AFTER TAXATION

Note

Ly

10
10
10

(%))

2007 2006
£'000 £000
20,791 20,093
(20.757) (20,061}
34 32
(57) (65)
43 82
33,368 26,744
20,516 (25.,890)
(33.850) (338)
56 565
(108) (12)
(52) 553

The accompanying notes are an (ntegral part of this profit and loss account

The results above arose wholly from conunuing operations n the current and prior year




ARTESIAN FINANCE T PLC

BALANCE SHEET
At 31 March 2007

Note 2007 2006
£000 £°000
NON-CURRENT ASSETS
Loans to customers 10 491518 458,130
CURRENT ASSETS
Cash at bank 10 221 204
TOTAL ASSETS 491,739 458,534
CURRENT LIABILITIES
Trade creditors and other payables 7 (25) (27)
NON-CURRENT LIABILITIES
Bonds 1ssued maturing after more than
one year 10 (396,943) (417,439
Derrvatives at fair value 10 (93,860) (40,010)
Deferred tax liability 6 (103) -
(490,908} (457,469)
TOTAL LIABILITIES (490,933 (457,496)
NET ASSETS 806 858
EQUITY
Share capuital 8 13 13
Retamed earnings 9 793 845
EQUITY SHAREHOLDERS’ FUNDS 806 838

These financial statements were approved and authorised for 1ssue by the Board of Directors on 131 4 2[ o 7‘ -

Signed on behalf of the Board of Directors

D TS o~

Director

Capita Trust Corperate Services Limited

Name (Director)

The accompanying notes form an integral part of these financial statements




ARTESIAN FINANCE 11 PLC

STATEMENT OF CHANGES IN EQUITY

For the year ended 31 March 2007

Balance at | April 2005
Profit for the financial year

Balance at 1 Apri 2006
Profit for the financial year

Balance at 31 March 2007

Accumulated
Share capual profit Total
£000 £°000 £000
13 292 305
- 553 333
t3 843 858
- (52 (32)
13 793 806




ARTESIAN FINANCE IT PLC

CASH FLOW STATEMENT
For the year ended 31 March 2007
Notes
Operating profit
Adjustments for
Derivatives at fawr value 10
Fair value of loans 10
Fair value of bonds 10

Net cash inflow from trading activities

Changes 1n operating assets
Changes wn operating habilities

Net cash flows from operating activities before tax
Tax paid

Net cash flows from operating activities after tax

Investing activities
Loans advanced

Net cash flows from mvesting activities

Financing activities
[ssue of bonds

Net cash flows from financing activities

Net increase 1n cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the year

The accompanying notes form an integral part of this cash flow staternent

2006
£000

563

338
(26,744)
25 890

49

40
(67)

22
(6)

16

(112,377)

(112,377)

112,377

112,377

16

188

204




ARTESIAN FINANCE [T PLC

NOTES TO THE ACCOUNTS
For the year ended 31 March 2007

L. ACCOUNTING POLICIES

A summary of the principal accounting policies, all of which have been apphed consistently throughout the
current year, are set out below

General information

Artesian Finance 1l PLC ( the Company”) ts a company incorporated n the United Kingdom under the
Companies Act 1985 The nature of the Company’s operations and 1ts principal activities are set out in the
Directors’ Report

Basis of accounting

The financial statements have been prepared mn accordance with IFRSs adopted by the European Union and
therefore comply with Article 4 of the EU IAS Regulation

The financial statements have been prepared on the historical cost basis as modified by International
Accounting Standard 39 -Financial [nstruments Recogmition and Measurement™ ( 1AS 397) for financial
instruments held at fair value

Due to the fact that the nature of the business s to provide finance, the directors are of the opinion that 1t 18
more appropriate to use interest ncome and interest expense rather than turnover and cost of sales n
preparing the income statement

At the date of authorisation of these financial statements, the following Standards and [nterpretations which
have not been applied mn these financial statements were 1n 1ssue but not yet effective

. [FRS 7 Financial Instruments Disclosures, and the related amendments to [AS 1 on
capital disclosures

) IFRS § Operating Segments

e [AS] Presentation of Financial Statements

e [FRIC 1O Interim Reporting and Impairments

e [FRIC I} IFRS 2 — Group and Treasury Share Transactions

e« [FRIC 12 Service Concession Arrangements

e [FRIC13 Customer Loyalty Programmes

« [FRIC I4 [AS 19 — The Limit on a Defined Benefit Asset, Mimum Funding

Requirements and thewr [nteraction

The directors anticipate that the adoption of these Standards and Interpretations in future periods will have no
material impact on the financial statements of the Company except for additional disclosures on caputal and
financial instruments when the relevant standards come into effect for the year ending 31 March 2008

Critical accounting judgements and key sources of estimation uncertainty

The preparation of financial statements n conformity with [FRSs requires management to make judgements,
estimates and assumptions that affect the application of policies and reported amounts of assets and
liabilities, mcome and expense. i particular over recoverability of assets The estimates and associated
assumptions are based on historical experience and vartous other factors that are believed to be reasonable
under the circumstances, the results of which form the basis of making judgements on carrying values of
assets and labihties that are not readily apparent from other sources Actual resufts may differ from the
estimates used in the financial statements

The estumates and underlying assumptions are reviewed on an ongoing basis  Revistons to accounting
estumates are recogmised in the pertod in which the estimate 1s revised 1f the revision affects only that peried,
or 1n the pertod of the revision and future periods if the reviston affects both the current and future periods




ARTESIAN FINANCE I PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

ACCOUNTING POLICIES (CONTINUED)

Loans to customers

The loans have been designated at farr value through profit or loss and are accounted for at fair value

Bonds

The bonds 1ssued have been designated at fair value through profit or loss and are accounted for at fair value

Derivatives

The company does not enter mto speculative derivauve contracts Denvative financial instruments are
recorded at fair value, with any gain or loss on re-measurement being recogmsed n the Income Statement

Revenue recognition

Financal assets and financial habihities are recorded at fair value Changes in fair value are recognised in
profit or toss together with dividends and interest receivable and payable All investment tncome arises in the
United Kingdom

Taxation

Current tax, including UK corporation tax and foreign tax, 1s provided at amounts expected to be paid (or
recovered) using the tax rates and laws that have been enacted or substantially enacted by the balance sheet
date

Deferred tax 15 recognised m respect of all uming differences that have onginated but not reversed at the
balance sheet date where transactions or events that result in an obligation to pay more tax in the future or a
right to pay less tax 1n the future have occurred at the balance sheet date  Timimng differences are differences
between the company's taxable profits and us results as stated m the financial statements that anise from the
incluston of gains and losses in tax assessments n periods different from those n which they are recognised
in the financial staterments

A net deferred tax asset 1s regarded as recoverable and therefore recognised only when, on the basis of all
avatlable evidence. 1t can be regarded as more hikely than not that there will be suitable taxable profits from
which the future reversal of the underlying timing differences can be deducted

Deferred tax 1s measured at the average tax rates that are expected to apply in the pertods in which the uming
differences are expected (o reverse based on tax rates and laws that have been enacted or substantively
enacted by the balance sheet date Deferred tax assets and liabilities are not discounted




ARTESIAN FINANCE 1T PLC

NOTES TO THE ACCOUNTS (Continued)
For the vear ended 31 March 2007

DGIRECTORS AND EMPLOYEES

=~
h

None of the Directors received any emoluments for their services to the Company during the year (2006
£mil)

None of the Directors have any mterests 1n the Company as at the year end (2006 £ nil)

None of the Directors had any material interest in any contract of significance m relation to the bustness of
the Company (2006 £ ml)

The Company does not have any empiloyees (2006 none)

3. INTEREST INCOME

2007 2006
£000 £'000
[nterest mcome on loans 13,939 13,318
[nterest recelved on swaps 6,852 6,775
20,791 20,093

4 OPERATING EXPENSES
2007 2006
£7000 £000
Admnistrative expenses wncurred 57 63
Other Operating Income (expenses recharged) (43) (82)
12 (7

5 OPERATING PROFIT AND PROFIT ON ORDINARY ACTIVITIES BEFORE TAXATION

2007 2006
£000 £'000
The profit on ordinary activities before taxation 1s
stated after charging
Auditors’ fees for the audit of the Company s 23 18

accounts




ARTESIAN FINANCE IT PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

6. TAXATION

The difference between total current tax shown on the face of the [ncome Statement and the amount
calculated by applying the standard rate of UK corporation tax to the profit before tax 15 as follows

a) Tax on profits on ordinary activities

Current tax

UK Corporation tax at 19% (2006 19%)
Adjustments n respect of prior years

Current tax charge for the year

Deferred tax

Temporary differences on revaluation of financial
mstruments

Adjustments n respect of prior years

Total tax charge as per income statement

b) Reconciliation of the total tax charge

The tax charge for the year on the profit from continuing operations 1s more than the notional tax charge on those

2007 2006
£000 £°000
4 9
(D 3
3 12
2007 2006
£000 £000
6 .
99 -
103 -
108 12

profits calculated at the UK corporation tax rate of 19% The differences are explained below

Profit before tax

Profit before tax muluplied by the applicable rate of
corporation tax at 19% (2006 19%)

Effects of

Other permanent differences

Adjustments tn respect of prior years

Total tax charge for the year

2007 2006
£ 000 £ 000
56 365
10 108
- (99)
98 3
108 12




ARTESIAN FINANCE H PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

¢) Deferred tax

Deferred tax (asset)/ ltabthty

Balance brought forward
Ansing on fair value adjustments 1n financial

instruments at 19%
Balance carmed forward

7 CURRENT LIABILITIES

Other creditors
Corporation tax creditor

8 SHARE CAPITAL

Authorised
50,000 (2006 50,000) ordinary shares of £1 each

Called up, allotted and partly paid
50,000 (2006 30,000) ordinary shares paid up at

23p each

2007 2006
£ 000 £ 000
103 -
1035 -
2007 2006
£°000 £'000
21 18
4 9
25 27
2007 2006
£ £
50,000 50,000
12,500 12,500

49,999 shares of the Company are held by Capua [RG Trustees Limited under a Charitable Trust and one
share by Capita Trust Company Limued under a Charitable Trust These shares were issued on | March

2003 for consideration of 25p cash each




ARTESIAN FINANCE T PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

9

10.

RETAINED EARNINGS

2007 2006

£000 £'000
At start of year 843 292
Retamed profit for year (52} 333
At end of year 793 843

FINANCIAL INSTRUMENTS

The Company’s financial instruments principally comprise loans advanced to water compantes, bonds issued,
total return swap contracts, cash, accrued interest income, accrued interest payable and other tems arising
directly from the Company’s operations

It 1s and has been throughout the year the Company’s policy that no trading in financial instruments shall be
undertaken

Credit nsk

The main nisk arsing from the Company’s financial instruments 1s credit risk  This risk has been mitigated
though a facility with Financial Security Assurance (U K ) Limited, which provides defauit insurance over
the loans advanced

Liquidity nsk

The Company has entered mto total return swaps which are backed by loans to borrowers  In order to ensure
that the Company has sufficient cash at maturity to redeem the bonds, the swaps pay any difference between
the principal repayment from the borrower and the total amount due to the bond holders

Interest rate risk

The Company finances tts operations through the 1ssue of bonds at a fixed rate of 6 00% The loan to Bristol
water company carries a fixed rate of interest of 6 01% The loans to Southern, BWHW and Mid Kent carry a
fixed rate of interest of 4 076%, 3 0837% and 2 8010% respectively, adjusted for RPI indexation on a semi-
annual basis However the company has entered 1nto a total return swap in which the company exchanges
the ndexation-linked interest 1t receives on the loans for the fixed coupon amount payable on the bond,
hence no 1nterest rate risk exasts The loans mature on 30 September 2033

Foreign exchange risk

All transactions and financial instruments are denominated i sterling and consequently no currency exposure
arises




ARTESIAN FINANCE 1T PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

10

FINANCIAL INSTRUMENTS (continued)
Maturity of financial assets and habilities

The maturity profile of the Company s financial assets at 31 March was as follows

2007 2006
£000 £000
In one year or less, or on demand 14,058 19,594
In more than one year but not more than fwo years 13,521 12,502
[n more than two years but not more than five years 38,329 35,638
[n more than five years 425,631 390,620
491,759 458,354

The maturity profile of the Company s financial habilities at 31 March was as follows
2007 2006
£°000 £000
In one year or less, or on demand 9,675 13,602
In more than one year but not more than two years 9,939 8,841
In more than two years but not more than five years 30,834 27,313
In more than five years 440,335 408,313
490,803 457,469

Fair values of financial assets and financial labiities

The companson of book and fair values of all the Company’s financial istruments 1s set out below For the
fived rate bonds issued, market values have been used to determune far values For other financial
nstruments where no market values are available, fair values have been calculated by discounting cash flows
at prevailing interest rates In the calculauon of discount factors for the fixed rate and RPI[ linked loans, a
spread consistent with that on the fixed rate bonds 1ssued has been applied RPI linked cash flows have been

forecast using rates derived from Sterling Index Linked Gulis

Movement

Opening  Additioas in far Closing

fair value at cost value  fair value

£000 £000 £000 £°000

Cash at bank 204 17 - 24
Loans to customers - fixed rate 63,475 - (3.414) 66,061
Loans to customers — RP1 indexed 388,673 - 36 782 425,457
Fixed rate bonds (417439) - 20,516 (396,943)
Total return swaps 40010 - {53,830 (93,860)
885 17 34 936




ARTESIAN FINANCE [T PLC

NOTES TO THE ACCOUNTS (Continued)
For the year ended 31 March 2007

1§ RELATED PARTY TRANSACTIONS

There have been no related party transactions during the vear (2006 £ml)

12. ULTIMATE PARENT AND CONTROLLING PARTY

The ultimate parent company and controlling party 1s Capita [IRG Trustees Limited which holds a majoriy
shareholding under the terms of a declaration of a Charitable Trust




