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Report of the Directors

Annual Report & Financia! Statements Year Ended 31 December 2005

The direclors are pleased to submit their annual report on the affairs of the Group, together with the financial staterents and auditars’ report for the year
ending 31 December 2005.

Directors’ Responsibilities

United Kingdom company law requires the direclors lo prepare financial statements for each financial year which give a true and fair view of the state of
affairs of the Company and Group as at the end of the financial year and of the profit or loss of the Group for that period. In preparing lhose financial
statements, the direclors are required to:

* selacl suitable accounting policies and then apply them consistently;
* make judgemenis and estimates that are reasonable and prudent;

* state whether applicable accounting standards have been followed, subject o any malerial departures disclosed and explained in the financial
statements; and

* prepare the financial statements on the going concem basis unless it is inappropriate to presume that the Company and the Group will continue in
business.

The directors are respansible for keeping proper accounting records which disclose with reasonable accuracy at any time the financial position of the
Group and Company and {o enable them to ensure that the financiat statements comply wilh the Companies Act 1985. They are also responsible for
safeguarding the assels of the Company and the Group, the system of internal controls, and hence for taking reasonable sleps for the prevention and
detection of fraud and olher irregularities.

Activities

The principal activity of the Group is the supply of water to a population of 295,000 in an area of Cambridgeshire spanning 1,173 square kilometers,
through ils subsidiary, Cambridge Waler PLC.

During 2005, Cambridge Water PLC continued fo operate efficiently and was one of only four companies lo be ranked by the regulator, OFWAT, as
most efficient for both operating and capital mainlenance costs. These four companies are now used by OFWAT as the benchmark against which all
other water suppliers are measured.

in common with olher water suppliers in the South and East of England we continue {o monitor the effeci on our water supplies of a second dry winter,
Fortunately, previous invesiment in resources and metering gives us confidence that our reserves should allow our customers to avoid restrictions in
2006 unltess extreme conditions prevail.

The service the Company provides continues 1o be of a high standard and was, once again, perceived as good against all OFWAT performance
indicators of Levels of Senvice.

Financial Results and Dividends

£'000
Profit for the period after taxation 1,791
Interim dividend paid and proposed -
Retained profit for the period NS
Retained profit at 31 December 2004 (restated) 623
Other recognised gains and losses during the period 21
Retained profit at 31 December 2005 2435

The Board has decided nol to propose a final dividend in respect of the period ended 31 December 2005.

The objeclives, risks, policies and expaosures relaling 1o financial insiruments held by the Group are disclosed in notes 1k and 19.

Directors

The directors listed cn page 2 held office throughout the year.

No director had a material inlerest in any contract entered into by the Company during the period. No director or member of any direclor's immediate
family has, or was granted, any right to subscribe to any stock in the Company.

During the peried the Company purchased and maintained Directors' and Officers” Liability Insurance as permitted by lhe Companies Act 1985.
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Ultimate Holding Company

As at 31 December 2005, the Company's immediate parent company is CKI UK Water (BVI) Limited. This company is a wholly wned subsidiary of
Cheung Kong Infrastructure Holdings Limited ("CKI1"), a company incorporated in Bermudz and whose shares are listed on the Hong Kong Stock
Exchange,

The ultimate holding company of CKI, and therefore ultimate controlling party of the Group, is Hulchison Whampoa Limited, a company incorporated in
Hong Kong.

The smallest and largest groups of which CKI UK Walter Limited is a member and for which group financial statements are drawn up are Cheung Kong
Infrastructure Holdings Limited and Hutchison Whampoa Limiled respeclively.

Auditors

The directors will place a resolution before the Annual General Meeting to re-appoint Deloitte & Touche LLP as auditors for 2006,

Supplier Payment Policy

The Group's normal policy is to pay suppliers at the end of the manth following that in which goods or services are invoiced. These terms are made
known to suppliers when orders are placed.

Trade creditors of the trading subsidiary, Cambridge Water PLC, at 31 December 2005 were equivalent to 43 (2004: 35) days' purchases, based on the
average daily amount invoiced by suppliers during the period.

Donations

During the year the Group donated £9,772 {2004: £4,212) to charitable causes and community projects. No subscriptions ar danations were
made to polilical parlies.

By order of the Board

AUTHORISED SIGNATORY OF
/L NOROSE COMPANY

/ SECRETARIAL SERVICES LTD
Cornpany Secrefary

3 November 2006




INDEPENDENT AUDITORS' REPORT TO THE MEMBERS OF CKI UK WATER LIMITED

We have audited the Group and individual Company financial slalements (the “financial statements™ of CKI UK Water Limited for lhe year ended 31
December 2005 which comprise the consolidaled prefit and loss account, the consolidated and individual Company balance sheets, the cansalidated
statement of tolal recognised gains and losses and the related notes 1 to 28. These financial statements have been prepared under the accounling policies
set oul thergin.

This report is made solely to the Company's members, as a body, in accordance with seclion 235 of the Companies Act 1985, Our audit work has been
underiaken so that we might state 1o the Company's members those matlers wa are required to state to them in an auditors’ report and for no other puspose.
To the fullest exlenl permilted by law, we do not accept or assume responsibility to anyane olher than the Company and lhe Company’s members as a body,
for our audit work, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

The directors’ responsibilities for preparing the Annual Report and the financial statements in accardance with apphicable taw and Uniled Kingdom
Accounting Standards (United Kingdom Generally Accepted Accounting Practice) are sel oul in the statement of directors® responsibililies.

Our respensibilily is to audit the financial statements in accondance with relevant United Kingdom Jegal and regulatory requirements and tntemational
Standards on Auditing {UK and Irefand}.

We report (0 you aur opinion as 1o whether the financial statements give a true and fair view, in accordance with the retevant financial reporting framework,
and are properly prepared in accordance with the Companies Acl 1985. We also report lo you i, in our opinian, the directors' report is not cansistent with the
financiat stalements, if the Company has not kept proper accounting records, if we have not recaived all the informalion and explanations we require for our
audit, orif informalion specified by law regarding directors' remuneralion and olher ransactions is not disclosed.

We read the directors” report and Ihe other information cantained in the annual report for the above year as described in the contents section and cansider
Ihe implications for our report if we become aware of any apparent misslatements or material inconsistencies with the financial statements.

Basis of audit opinion

We conducled our audit in accardance with Inlemational Standards on Auditing (UK and Iretand) issued by the Auditing Praclices Board. An audit includes
examination, an a test basis, of evidence relevant to the amounts and disclosures in the financial slatements. it also includes an assessment of the
significant eslimates and judgmenis made by the directors in the preparation of the financial statements, and of whether the accounting policies are
appropriate to tha circumstances of the Company and the Group, consistently apolied and adequately disclosed.

We planned and performed our audil so as lo obtain all the information and exptanations which we considereg necessary in order to provide us with sufficient
evidence to give reasonable assurance that the financial slalements are free from materiat misstatement, whether caused by fraud or other imegularity or
error. In forming our opinion we 2tso evatuated the overall adequacy of the presentation of information in the financial statements.

Opinion

In our opinion;

- the financial slatements give a frue and fair view, in accordance with United Kingdom Generally Accepled Accounting Praclice, of the slate of the Group's
and the individual Company’s affairs as at 31 December 2005 and of the Group's profit for the year then ended; and

- the financial slatements have been properly prepared in accordance with the Companies Act 1985.

Dol LTlan WP

Deloitie & Touche LLP

Chardered Accourtan!s and Registered Auditors
London
3 Navember 2006




Consolidated Profit and Loss Account
Annual Report & Financial Statements Year Ended 31 December 2005

Group Grogp

Year ended 8 month period

31 December ended 31 December

2005 2004

Notes Restated (note 1)

E*000 £000

Turnover 1.3 16,858 10,445

Cost of sales (7.814) 5,080)

Gross profit 9,044 5,355

Administrative expenses (5,106) {3.028)

Other operaling income 4 800 454

Operating profit 4,838 2,783

(Loss} / Profit on sale of tangible fixed assets {513) 13

Prolit on ordinary activilies before finance charges 4,325 2,796

Interest receivable and similar income 206 19

Interesi payable and similar charges 5 (2.084) (1,320}

Profit on ordinary activities before taxation 6 2,447 1,667

Tax on prafit on ordinary activities 10 {656) (526)
Profit on ordinary activities after taxation and retained profit

{or the year / period 1,761 1,141

Al tumover and operating peoiit is denived from conlinuing operations.

The 2004 comparaiors refied the penod from incompomtion, 5 Aprl 2004, to 3¢ December 2004,



Consolidated and Company Balance Bheets

Ameupl Report & Finanaat Slatemenis Year Exded 31 Docoraber 2008

Group Grwas Company Lompary
Reslated Restated
fncde 1} fnmg 1}
Koles 2003 2004 2303 200
ENnn oo £'0a0 LUl
Fised assets
Gioodwi 2 12862 13,564 - -
Tangible ired 3ssels betors coninbubans 11 476 58632 . -
L5t camlal comabubons 13 1637y $1.234) - -
H5r 27 55,328 . -
investnnnls 12 - - 21,833 52211
[RaR i i ing 31,305 52711
Currand 3asns
Slocus 44 il 63 . .
Oelites 15 5,370 1.2 39 -
Frepaymanis and soped sidame 5,245 705 . -
inpgsiments H 2 1 . -
Lash ot dark ard iy hand 882 1545 1 -
.55 216 g .
Creditees: armpunts falling cue within ane vesr i7 AR AL LA 43,050 [&.852)
Hat cutrent GsbHites {7,823y {7,708} 14,8404 15 .552)
Yatal asscts less cursent labithies [ 3] 61,754 Z6,TED 43,233
Cragiors: amowris abag duw aftor more than ooe year 18 I334TH 33,820 3478 B 475
Preaisitns for tabilities ano charges 22 (¥ B3T (&4 - -
Met assets exciuding peasion ablilly 204858 15,005 20,25 38,780
Pansion lisbiiy s (1. 2008 §1,228) - -
et assets includiag pension kability 18588 17 783 25K 36, 7B
Capital and reserves
Latied up $harc capilst 2% EEIRE-A 17,161 17,164 17,461
Piofi and foss atcount 25 2493% |3 KR P2 21,819
Equity shareholdar's dunds 4 ~ GO 17,734 20,200 38,780
Approved by the Beard an 3 Noveraber 2
and on thels behatl by
Ditectols
ERIC KVWEAN
Rl
Statement of Total Recognised Gains and Losses
Annual Repeel & Fingrcisl Sialements Year Ended 31 December 2005
Hroug Gietup
MNOtes 2805 forin
Restated {nnte 1)
s 200
Profil for W franoiat yesr 1.5 1143
Agtuarial o3in / (osa) elating 10 pRAROA sChoms ey e {740}
LK detorad ten adiniboaiia o aotuanial (foss) dgam a3 222
Total recagnised Gaing 3nd losses r2ixling ia the yoar - - 1,3‘?“3—' €23
Prns peat sdjustiminia 3 1258)
Total gaing and losses recogaised Since the fast arnwal
rapost and finencisl siginmonls 1,554
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Notes to the Financial Statements
Annual Repont & Financiat Statements Year Ended 31 December 2005

1 Accounting policies
A summary of the principa! accounting policies, all of which have been applied consistently throughout the year and the pravious year, excepl for the adoption of FRS 17
Retirement Benefits, FRS 25 Financlal Instruments: Disclosure and Presentation, FRS 26 Financial Instrumenls: Measurement and FRS 21 Events After the Balance Sheel
Date, is sat oul below. The 2004 comparators reflect the period from incorporation, 5 April 2004, 1o 31 December 2004.

a. Basis of accounting

The Group linancial statenmenls are prepared undar the hisiorical cost convention and in accordance with applicable Uniled Kingdam accounting standards and law.

b, Basis of consolidation

The Group financial staternents consolidate the financiat statemernis of the Company and its subsidiary undertaking, Cambridge Water PLC, for the year ended 31 December
2005.

¢. Intangible assets

Goadwill, arising on lhe acquisition of Cambridge Water PLC, is capilalised and writlen off on a straighi-ine basis over its useful economic file of 20 years. Provision is made
for any impairment.

d. Tangible fixed assets
Tangible fixed assets comprise:

i) Infrastructure assets
Infrastructure assets comprise a network of systems including mains and communication pipes. The Group has adopted the requirements of Financial Reparting Standard

15 Tangible Fixed Assets’ under which all expanditure on infrastructure assels is capitalised at cost, while the planned expenditure incurred in maintaining the operating
capability of the network in accordance with defined service standards is expensed as depreciation.

ii} Other assets
Ohher assets are included at cost or valuation less accumulated depreciation and any provision for impainment, Additions are included at cost,
Freehald 1and is not depreciated. Other assels are depreciated evenly over their estimated economic lives, which are as folfows:

Towers, office and depol buildings 60 Years

Pumping stations, reservairs and houses Upto 80 Years

Meters, mobite plant and office equipment ] Upto 20 Years
e. Stocks

Stocks have been valued a1 the lower of cost and nel realisable value. No value has been placed gn the water in reservoirs and mains in accordance with established
practice in the water indusiry.

f, Leased assets

Assets leased under finance leases are capitalised when appropriate in accordance with SSAF 21, The capital payments gutstanding on all assels held under the leases are
shown within creditors. Depreciation on these asse!s is in accordance with the policy staled in d. above and charged o the prafil and loss accounl. Interest on finance
leases is charged directly io the prolil and loss accounl so as 1o produce a constant periodic rate of interest on the putstanding liabilily. Rentals paid under operating leases
are charged against income on a straight-line basis over the lease term.

g, Contributions for mains, infrastructure, communication pipes and meters

Contribulions received for mains, infrasiruciure, communication pipas and melers are irealed as capital contributions and shown as a deduclion from fixed assels on the
batance sheel. This policy is nat in accordance with the provisions of the Companies Act, but has been adopted in order to shaw a true and fair view, as certain assets have
no finite economic life and hence no basis exisls an which to recognise such cantributions as deferred income, Contribulions are amontised over the same period as the
related assets where those assets have a finite life.

h. Defined benefit pension scheme

The amount charged to the prafit and loss account in respect of the delined benefit pension scheme is the current service cost and gains and 10sses on settlements and
curtailments. They are included as part of staff costs. Past sefvice costs are recognised immediztely in the profit and loss account if the benefits have vested. If the benefits
have not vested immediately, the costs are recognised over Ihe period until vesting occurs. The interest cost and the expected return on assets are shawn as a net amount
af olher finance costs or credits adjacent to interest. Actuarial gains and losses are recognised immediately in the statement of total recognised gains and losses.

The defined benefit scheme is funded, with the assets of the schema held separately fram those of the group. in separale truslee administered funds Pension scheme
assels afe measured at fair value and liabililies are measured on an actuanial basis using the projected uait method and discounted at a rata eguivalent lo the current rate of
return on a high quality comporate bond of equivalent currency and term to the scheme liabillies. The acluarial valuations are obtained at least triennially and are updated at
each balance sheet date. The resulling defined benefit asset or liability, net of the related defermed tax, is presenled separately alter other net assets on the balance sheet

FRS 17 Reliremenl Benefils has been fully adopled in 2005 for the first time (see note 20).

i. Taxation

Current tax, including UK corporation iax, is provided 2l 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 lax is recognised in respect of all liming ditferences that have originaled but not reversed at the batance sheet date whera lransactions or evenis that resull in an
obligation to pay more Lax in the [ulure or a right 10 pay less lax in the future have occurred at the balance sheet date. Timing differences are differences between the
Group's {axable profils and its resulls as slaled in the financial statements thal arise from the inclusion of gains and losses in 1ax assessments in periods different from those
in which they are recognised in the financial statements.

Deferred lax is not recognised when fixed assels are revalued unless by the balance sheet date there is a binding agreement to sall 1he rovalued assels and the gain or loss
expected to arise on sale has been recognised in the financial stalemenlts. Neither is deferred lax recognised when fixed assels ara sald and it is more likely than not that
the taxable gain will be rolled aver, being charged to 1ax only if and when the replacement assels are sold.

Deferred tax is measured at the average 1ax rales thal are expected o apply in the periods in which Lhe liming differences are expected to reverse, based on lax rates and
laws that have been enacted or substanlively enacied by the balance sheet date. Deferred tax is measured on a non-discounted basis.

j. Turnover

Turnover represents the amounts receivable, excluding value added tax, in respect of goods sold and services provided ta customers during the year / period.
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1 Accounting policies {continued)
k. Derivative firancial instruments
The use of financial derivatives is govemned by the Group's pelicies approved by the boaid of directars,

Changas in the fair value af dedvative nanciat instruments ace racagnised in the profit and loss account as thay arise. Hodge accounting is not applied. Derivative financial
instruments are included in the balance sheet at their fair value.

Interest rate risk management

The Group's activities expose it pimarily 1o the financial risk of changes in interest rales. The Group uses interest rate swap contracts 1o hedge this exposure. The Group
does nol use derivalive financial instruments for speculalive purposes.

Credit risk management
It is the Group's palicy nat o trade in financial instruments.

Ligquicity risk management

The Group manages tiquidity risk using committed bank faciliies and shofi-term deposits.
Trade receivables

Trade receivables are measured al fair value on initial recognition and are subsequenlly measured at amoriised cost using the effective interest rate method.
Appropriate allowances for estimated irrecoverable amounls are recognised in the profit and loss account when there is objective evidence that the asset is
impaired. The allowance recoprised is measured as the difierence between 1he assel's carmying amount and the present value of estimated future cash flows
discounted at the efieclive interes! rate compuled on initial recognilion.

Trade creditors
Trade payables are initially measured at fair value and are subsequently measured at amortised cost, using the effective interest rate method.

Cash at bank and in hand

Cash al bank and in hand comprises current account deposits and other short-term highly iiquid investments thai are readily convertible lo a known amount
of cash and are subject to an insignificant risk of changes in value.

Bank borrowings

Interest bearing bank loans and overdrafts are recorded at the proceeds received, net of direct issue costs. Finance charges, ingluding premiums payable on
sellement or redemption and direcl issue costs, are accounted [or on an accrual basis in the profit and loss 2ccount as they arise.
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2 Goodwill
Cost
Al 31 December 2004
Addilions

At 31 December 2005
Amortisation

At 31 December 2004
Charge for the year
Al 31 December 2005
Net book value

At 31 December 2004

At 31 December 2005

3 Turnover and segmental analysis

Tumover represents incoma Irom the supply of water and other associated rachargeable work within the UK.

4 Other operaling income

Rants
Management fee income
Other

5 interest payable

Finance leases

Interest on parent company loans

Irteres! on bank loans and overdralt
Debeniure stock

Movement on fair value of interest rate swap

8 Profit on ordinary activities before taxation

Profil on ordinary activilies befare taxation is stated after charging f {crediling):

Depreciation - pwned assets
- leased assets

Amortisation of goodwilt

Amortised meter contrbulions

Auditors' remuneration in respect of statutory audit services - Group

- Company
Auditors’ remuneration in respect of non audit services - Group

- Company

Operating lease rentals - vehicies

£'000

14,032

14,032

468

702

1,170

13,564

—_—
Year ended 8 month period
31 December onded 31 December
2005 2004
£'000 £000
219 135
. 7
681 312
900 454
Year ended B month period
31 December ended 31 December
2005 2004
£'000 £'000
237 189
83 1,028
1,345 9
8 94
411 -
2,084 1,320
Year ended 8 monih period
31 December ended 31 December
2005 2004
£'000 £'000
2,601 1,659
1] 41
2661 1.700
702 468
{2) {2)
65 38
10 7
21 19
63 26

10
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7 Staff costs

Wages and salaries
Social secunly cosls
Pension costs {note 20)

Total {including costs allocated to capital)

Slalf costs capitalised in Ihe year amounted lo £573,422 {2004: £335,000)

The average monthly number of employees, inciuding execulive directors, was:
Resources depl.

Commercial depl.
Engineering dept.

8 Directors' reimuneration

Year ended
31 December
2005

£'060

3,563
284
610

4.447

number
20

24

74

118

I ———————

None of the direclors received any emolumenis in respect of services provided to the Company or Group.

None of the directors were members of the defined benefit pension scheme.

9 Profit on disposal of fixed assets

{Loss) f Frafil on disposal of tangible fixed assets

10 Tax on profit on ordinary activities

The tax charge comprises:

Curent Tax
UK Corporation Tax at 30%
Adustmenl in raspect of prior periods
Totat current 1ax
Delerred Tax {note 22)
Origination and reversal of liming differences
Adjustment in respect of pror penods

Tolal tax on profit on ordinary aclivities

Factors affecting tax charge for the year { pericd

Year ended
31 December
2005

E*000

513

Year ended
31 December
2005

£'000

950
12
962

274
{580)
(306}

8 month period
ended 31 December
2004

Restaled {note 1}
£1000

2,078
165
30

2,581

number
24

23

72

118

8 month period
ended 31 December
2004

£'000

13

8 manth period
erded 31 Decamber
2004

Restated (note 1)
£1000

414

414

112

112
526

The tax assessed for the year / period is lower than the standard rate of corporatian tax in the UK (30%). The differences are explained below:

Prolit on ordinary aclivities before tax
Corparation tax at 30%

Efects of:
Capital allowances in excess of depreciation
Loss on disposal of assets thal did not qualify for capital allowances
Expenses not deductible for tax purposes
Olrer shorl lerm timing differences
Adjusiment in respect of pricr period

Current tax tharge {or the year / petiod

The Group ams its profits solely in the UK, therelore the 1ax rale used for tax on profit on ordinary aclivilies is the standard ratle for UK corporation tax, currently 305,

2.447
734

(472}
154
338
196

12

962

1.867
500

[462)

375

414

11
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11 Group tangible fixed assets before contributions

i2

Cost

At 31 December 2004
Additions

Disposals

At 31 Decamber 2005

Depreciation

At 31 December 2004
Charge for the year
Disposals

At 31 December 2005

Net book value
Owned

Leasad

At 31 Decamber 2005

Crwined
Leased
At 31 December 2005

Freehold Melers,
Land, Sources, Mobile
Offices, Reservoirs, Plant
Depats & Buildings Communicaticn & Office
Houses & Works Mains Pipes Equipmant Total
£1000 £'000 £000 £'000 £000 £000
3,990 12,965 29.790 2,548 9,032 58,325
1.164 707 1,780 572 1.6%1 5,314
{532) - - - {226) (738)
4.622 13872 31,570 3520 10,497 §3.381
19 368 612 58 835 1,693
76 543 1,040 331 671 2,861
(23) - - - (214} (237
72 911 1.652 390 1,082 4,117
4,550 10,983 14,740 2,997 9,395 42.665
- 1.778 15,178 133 10 17.099
4.550 12.761 29.918 3,130 9,405 59,764
3.9M 10,761 14,000 2,356 8,386 39,474
- 1,838 15,178 133 11 17,158
3.971 12,597 29.178 2489 8,397 56.632

Assets financed by leasing amounting to £17,967,000 (2004: £17 967,000} less accumulated depreciation of £868,000 {2004: £808,000). Depreciation charged to the profit
and loss accoun! for the year in respect of feased assets amounted to £60,000 (2004: £41,000).

The Company heid no langible fixed assels as at the balance sheet date.

Fixed asset invesiments

Investment in Cambridge Water PLC

Company

2005
£'000

31.409

Company

2004
£'300

52.211

The Company acquirad 100% of the share capital of Cambridge Water PLC on 28 Apri! 2004. The reduction in the camying amount of the investment
recorded as a charge to the profit and loss account reflecis a reduction in its recoverable amount as a consequence of cumulative dividend income
received from Cambridge Water PLC since acquisition, predominantly cuwt of pre-acquisition profits.

13 Capital contributions

At 31 Becember 2004
Received in the year
Less amortisation

Al 31 Decamber 2005

14 Stocks

Raw materials and consumables

In the opinion of the dicectors the replacernent cost of stock is not materially different to the carrying value.

15 Debtors

Amounts falling due within one year.

Trade debtors

Amounts recaivable from insurance claim
Amaunts owed by Group underakings

Other debtors

Communication

Mains Infrastruclure Pipas Meters Total
£000 £000 E£'000 £000 £000
368 2085 549 22 1.234
131 518 14 742 1,405

- - - (2) 2)
499 813 563 762 2,837
Group Graup Company Company

2005 2004 2005 2004

£'000 £000 £'000 €000

60 83 - -

Group Groug Company Company

Restated (note

1}

2005 2004 2005 2004

£°000 £'000 £'000 £600

1,246 1,335 - R

. 220 - -

- - 309 -

130 157 - -

1.376 1,712 309 .

12
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16 Investments

This represents the Group's investment of £1,596 in WRc PLC.

17 Creditors: amounts falling due within one year Group Group Company Company
2005 2004 2005 2004

£'000 £'000 £'000 £000

Bank loans and oveidrafts 2,841 5345 2,844 5.345
Obtigations under finance lease contracts 847 933 - -
Trade creditars 3.558 2,380 40 .
Amounts due to parent company 2,005 1,607 2,069 1.607
Other taxes and social security 92 86 - .
Deposits and deferred income 1,660 1,463 - -
Fair value of interest rate swap 411 - - .
11.414 11.824 4,850 6,952

The £5,345,000 bank loan he'd 2t 31 December 2004 was repaid in Aprit 2005. In the same month, a loan of £2,841,000 was taken out, repayable in April 2006.
Bolh loans were amanged with Chartex Internationzl, a group company, and are interest free.

18 Creditors: amounts falling due after more than one year Group Group Company Company
2008 2004 2005 2004
E*000 £'000 E'000 £000
Perpetual debenture stock 192 192 - -
Chligations under finance lease contracts 1.802 2,649 - -
Group company loan 6,479 6,479 6,479 6,478
Bank loans 25,000 24,500 - -
33473 33,820 5,479 6,479
Made up as follows .
Due between 1 and 2 years 880 B4T - -
Due between 2 and 3 years 25,680 1,313 . -
Due after 5 years 8,721 31,468 65479 6,479
Permpetual 192 192 - -
33.473 33.820 6,479 6,479
Including finance leases:
Due betwzen 1 and 2 years 880 847 - -
Due hetween 2 and 5 years 680 1,313 - -
Due after 5 years 242 489 - -
1,802 2.649 - .
Including debeniure stocks. Group lozan and revolving credit facility (RCF):
Due after 5 years
4% Consolidated Perpewal Debenture Stack 182 i92 - -
(half yearly inlerest due on 1 January and 1 July}
Interest free Group company foan 6,479 6479 6.479 6.479
Revalving credit facility expiring December 2010 25,060 24 500

31.671 31,171 5479 6,479

The RCF is for a maximum of £30m, subject to compliance with certain covenants and financial ratios. Details of the interest risk terms are
provided in note 18.
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‘Notes to the Financial Statements continued
Annuat Report & Financial Statements Year Ended 31 December 2005

19 Financial instruments

The Group's financial instruments comprise borrowings in sterling, cash and liquid rescurces and various items such as trade debtors and creditors that arise directly from its
operalions. The main purpase of the Group's financial liabilities is 1o raise finance ior the Group's operations. itis, and has besn theoughout the year and the previous
period, the Group's policy that no trading in financial insiruments shall be undertaken. The main financial risk faced by the Group is interest rale risk. No financial liabitities
are subject to exchange rate risk, The Board approves all financial instruments used by the Group and reviews policies for managing the risks.

Interest Rate Risk

The Group uses an interest rate swap to manage s exposure 10 interess rate movements on its dank borrowings. The conlract has 3 nominal value of £25,500,000 with fixed
interest payments at an average rate of 4.87% for periods up untii 30 December 2010 and have floating inferest receipts at 0,375% plus LIBOR.

At 31 Decemnber 2005, the fair value of the swap is estimated as a liability of £341,000 (2004: nil). This amount is based on the market value of equivalent instrumenis as the
balance sheet date. Movements in the fair value of the swap have been recognisec in the profit and loss account,

After taking inlo account interest rate swaps entered into by the Group, the interest rale profite of the Group’s financial habilities at 31 December 2005 was as follows:

Of the £37.2m (2004: £40.1m) borrowings at 31 December 2005, £1.4m (2004: £2.1m) of finance leases and the £25.0m Revolving Credit Facility (RCF) (2004: £24.5m)
were at variable interest rates. This represents 71% (2004: 66%) of borrowings.

All of the £25.0 RCF was covered by the swap and so a ane percentage point rise i intefest rates in the year would have affected profils befare tax by 0.3% {2004: 0.5%).
The swap and RCF are with Barclays Bank and the hedge is profiled to ensure we nave approximately 95% coverage over the life of the RCF.

The RCF was taken out on 30 December 2004, Since we use the interest mite of the loan as our discount rate, the fair value and book value of the RCF are both £25.0m.
There were no unrecognised gains or losses arising from the hedge at the balance sheet date.

Credit Risk

The Group's credit risk is primarily attribulable 1o its trade receivables. The amounts presented in the balance sheet are net of allowances for doubtful receivables.

Tha credit risk on liquid funds and derivalive financial instruments is limited because the counterparties are banks with high credit-ratings assigned by intemational credit-
rating agencies.

The Group has no significant concentration ol credit risk, with expasure spread over a large number of counterparties and customers.

Liguidity Risk

The Group manages liquidity risk using committed bank faciliies and short-term deposits.

At the balanca sheet dale, the Group had In a place a committed short-term banking facility of £2,000.000, in addition to available headroom under the RCF.

The maturily of the Group's bommowings is as follows: 2005 2004
£'000 £'000

Within 1 year 3.688 6,278
Between 1 and 2 years 880 847
Between 2 and 5 years 25,680 1,313
Over 5 years 6.721 31,458
Pempetual 192 192
ar. 161 40,098

The weighted average interest rate of the fixed rate liabilities was 8.45% (2004: B.73%). The weighted average period for which the interest rales are fixed, excluding the
pempetual debentures. is 4.85 years (2004; 6.15 years). The benchmark rate for determining variable interest payments is LIBOR. The fair value of the £1.6m (2004: £1.7m)
fixed interest hiabilities, using a discount rale of 5.3% (2004: 5.3%). is £1.8m {2004: £2.1m).
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"Notes to the Financial Statements continued
Annual Report & Financiat Statemenis Year Ended 31 December 2005

20 Pension fund
FRS 17 Retirement benefits

Cambridge Water PLC, a subsidiary of CKi UK Water Ltd, operates a funded defined benefit pension scheme cavered under the Water Companies Pension Scheme of

which Cambridge Water PLC is 3 member.
In prior years, information relating to the defined benefl pension scheme was disclosed onlty in the notes to the financial statements.

For pericds ending on or after 1 January 2005, this information must be reflected in the financial statements and as such 2004 comparalives have been

reslated.

Adoption of FRS 17 in the current year has required restatement of 2004 comparalives, The impact of the restatement has been to decrease
December 2004 by £258,000.

net assels al 31

The most recent acluarial valuation was carried oul at 1 April 2005 and has been updated to 31 December 2005 by a gualified independent actuary.

The major assumplions used by the actuary were: 31 December 2005 31 December 2004
RPI Inflation 2.8% 29%
Discoun! rate 4.8% 5.3%
Pension increases in payment (RPI) 28% 2.9%
General salary increases 4.8% 4.5%

The fair value of the assets in the scheme, the present value of the liabilities in the scheme and the expected rates of return at each
balance sheet date were:

Expected retumn 2005 Expected retumn
Equities 7.3% 17,150 7.5%
Bonds 4.1% 10,880 4.6%
Cash 4.2% 130 4.5%
Total markel value of assets 28,160
Present value of scheme liabilities {20,960}
Gross pension liability (1,800)
Related deferred tax asset at 30% 540
Net pansion liability (1.260)

The: total contribution rate for 2005 was 16.5% of pensionable eamings and this level of coniributicn will continue until 31 March 2606.
The agreed contribufion rate for the period 1 April 2006 1o 31 March 2009 is 19.0% of pensianable eamings.

Analysis of the amount charged (o operating profit: £000

2005
Current service cost 810
Total operating charge 610

Analysis of the amount credited to other finance income:

Expected return on pensicn scheme assels 1.530
Interest on pension scheme liabilities {1.380)
Net return credited lo the profit and loss account 150

Analysis of the actuarial gain recognised in the statement of total recognised gains and losses (STRGLY:

Actual retum less expected return on pension scheme assels 2.690
Experience gains arising on pension schema liabilities 250
of scheme liabilities (2.810}
Actuanial gain recognised in STRGL 30

Movement in scheme deficit during the year:

Deficit in scherme at beginning of the year / period (1.750)
Current service cost {740)
Agagregate contributions 510
Other financa income 150
Actuarial gain recognised in STRGL 30
Deficil in scheme at end of the financial year / period 1.800

History of experience gains and losses:

Difference between expecled and actual return on scheme assets

Amcunt - gain 2.690

Percantage of scheme assots 10%
Experience gains and losses on scheme liabiliies

Amaount - gain / (loss) 250

Percentage of the present value of the scheme liabilities 1%
Totat amount recognised in STRGL

Amount - gain / {loss) 30

Percentage of the present value of the scheme liabilities 0%

14,410
8,900
0
24,290
(1.750)

525

{1.225)

£000

1,020
(887)

133

960
{770)
(930)

(740)

860
4%

(770}
3%

(740)
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Notes to the Financial Statements continued
Annual Repon & Financizl Statemenls Year Ended 31 Dacember 2005

21 Financial commitments Group Group Company Company
Annuat commitmenis under non-cancellzble cperating leases for vehicles are as foows: 2005 2004 2005 2004
£'000 E'000 E'000 £000

Expiring in less than one year 18 - . .
Expiring batween two and five years gi; gg - -

Fulure capiial expenditure:
There is outstanding in respect of capital works not completed, and therefore nol provided in the balance sheet, 2n estimatad sum of £0.4m (2004: £1.3m).

22 Provisians for liabilities and charges

Directors’ Claims and
Deferred taxation pensions other Total
Al 31 December 2004 8,07¢ 31 315 8,425
Profit and loss charge f (credit) {300} 44 - {258)
Released fo the profit and 1055 account - - - -
Utilised in the year - (22) {315) {337)
At 31 December 2005 7.778 53 - 7.832

The provision for directors® pensions is an unfunded provision for pensians payable to former directors. There are no similar arangements in
place for current directors and this provision doas not form part of the defined benefit pension scheme desciibed in note 20.

Deferred taxaticn is provided as follows:

2005 2004
£'000 £'500
Accelerated capital allowances 7,232 8,025
Short-term liming diffetences (583) 411}
Holdaver refief 1.130 485
7.779 8079
23 Share capital 2005 2004
E*000 £000
Authorised share capital: . - —
17,161,375 shares of £1 each 17.161 17,161
Called up share capital:
Allotted and fully paid: —_ __ —_—
17,161,375 shares of £1 each 17,161 17.161
24 Recongciliation of movements in equity shareholder's funds Group Group Company Company
2005 2004 2005 2004
£'000 £000 E'Q00 £000
Profit after taxation for the finantial year 1.791 1,141 (18.,4590) 21,619
Other recognised gains and losses during the year 21 (518) - .
Net increase in equity shareholder's funds 1,612 623 {18,490) 21618
Opening equity shareholder's funds 17.784 17,161 38,780 17.161
Closing equity shareholder's funds 19.586 17.784 20,290 38.780

Prior period adjustments

The adoplion of FRS 7 Retirernent benefits has meant Lhat the prior year figures have been restated. The effect of this is summarised bejow and in note 20,
FRS 17 Retirement benefits

in prior years, information relating to the defined benefit pension scheme was disclosed only in the notes to the Anancial stalements.
For periods ending on or after 1 January 2005, this information must be reflecled i the financial statements.

Adoption of FRS 17 in the current year has required restalement of 2004 comparatives. The impact of the restatement has been to decrease net assets at 31
December 2004 by £258,000.

FRS 25 Firancial Instruments: Disclosure and Presentation and FRS 26 Financial Instruments: Measurement

The adoption of FRS 25 and FRS 26 had no impadt on the resulls, net assets or shareholders funds reported in 2004,
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Notes to the Financial Statements continued
Annual Report & Financiat Statements Year Ended 31 December 2065

25 Reserves Profit and loss
£000
A1l 31 December 2004 {restated) 623
Retained profit for the vear 1,791
Other recognised gains and losses during the year 21
At 31 Dacember 2005 2.435
2005 2004
£'000 £'000
Profit and loss reserve excluding pensian lizbility 3,695 1,848
Amount relating to defined pension scheme liability, net of deferred tax {1.260) {1.225)
Profit and 10ss reserve 2,435 623

28 Related party transactions

As a wholly owned subsidiary of Hutchison Whampoa Limited, the Group has 1aken advantage of the exemption, under FRS 8, not to disclose transactions with other group
companies. .

27 Ultimate holding company

As at 31 December 2005, the Company's immediate parent gompany is CKI UK Water (BVI) Limited. This company is 8 wholly owned subsidiary of Cheung Kong
Infrastructure Holdings Limited ("CKI®). 3 company incorporated in Bermuda and whose shares are listed on the Hong Kong Stock Exchange.

The ultimate holding company of CKI, and therefore ullimate cantrolling party of the Group, is Hutchison Whampoa Limited. a company incarporated in Hong Kong.
The smallest and targest groups of which CKI UK Waler Limited is a mamber and for which Group financial statements are drawn up are Cheung Kong infrastructure
Holdings Limited and Hutghison Whampoa Limited respectively.

28 Cashflow

tUnder the provisions of Financial Reporting Slandard No.1 (Revised), the Company has not prepared a cash flow stalement because its ultimate parent

underiaking, Hutchison Whampoa, which is registered in Hong Kong, has prepared consolidated Rnancial statements which are publicly avaitable and include the results of
the Company and contain a cash flow statement,
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