* Annual Report & Accounts 2003

L Na.

Delivering efficiency and quality
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-Our focus is on delivering value for money through improving both
efficiency and the quality of our serwoes

0urbusnms
'Undedthit:esﬂectnatyplﬂnm\ag&ea%mhmmecﬁstrm
‘network which defivers over 25,400 gigawatt hours of electricity
annuafly from the National Grid to more than 2.3 milion customer
premises in north west England. in addition, mutti-utility connections
and metering services were provided by the business to domestic,
.mnmmdndusmaldevelopers.

Our performance -
Theelectnatydlsuibtmonbusun&esoonhmtoanpafonnitsialgei

* 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 -
interrupticns 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 network fast year, Including

the commencement of the largest ever network automation project by
. aregional electricity comparny, to install remote control and automation
. equipment at 2,000 points on the network. The aim of this project is 1o
 rapidly restore lost power, 50 reducing clistomer hours lost and the
" frequency of supply interuptions. Among its high-tech features are
push button controls in Manchester that operate high voltage switches
- on poles in the Cumbyian mountaing,

Our people

o OurUCancultu'emangepmgramrnestartedtwoyearsagoand

initialy we focused on unlocking potential, improving self-awareness
* -and looking at behaviour. We are emphasising the ‘United’ in United
Utiiies — acting as one company with several different business
strands. it is not a quick win, but getting the culture right is absolutely
essential for the success of today's company.

Manchester 2002
1IN 2002, one of our biggest chaflenges and successes was the -
Commonwealth Games. The United Utiities groip supplied the utility
infrastructure 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 Aguatic Centre, the
recortfiguration: of the electrical network to minimise the risk of supply
interuptions to key Games venues and the hardening of key electrical
networks and instatations against possible terrorism or vandalism, As a
further precaution, employees were positioned at the sports venues
and cther key locations, during the events, to respond quicidy to
electiical faults, should they occur.

1 United Utilities Electricity PLC
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By way of recognition, United Utilities was made an official sponsor
and the narme and logo were televised across the world. The dedication
and tearmwork involved was recognised when our employees were
named Team ofmeYearattIBUﬁrrtyhdustryAdﬁevementAwards.

Looking forward
mene)dpnoeranavswrermymebtggw:sweonmehormnfor
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, resiience and -
q.taﬁtywilomybeavaﬂabierfthepnoerewewermesthatretumsare
high enough and predictable enough.

~ The govemment’s commitment to green energy will increase the
number of generators directly connected to distribution networks, This
will lead 1o additional capital investment as the industry responds 1o
the regulator’s challenge to *Rewire Britain™. To facitate distributed
generahonmepnoerwewsmmdenooumgenetworkua'sfomm

" by providing incentives for distributors 1o invest in new infrastructurg,

connecting more renewable energy sources and active system

\_SOI/W\ %\ .
John Roberts

Chairman

United Utilities Bectricity 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.

At the sarme time we delivered a capital investment programme
this year in excess of £120 million and improved levels of senice na
number of imporiant areas.

Operating review

We have continued to improve the reliability of our eectricity

distribution network, reducing the number of hours lost for customers

served by our worst performing circuits 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 wens restored within 18 hours.

Project Cumbria has been developed to provide a programme of
reinforcernent to the weaker parts of the Cumbrian network in order to
Improve the security and avaability of supply, and we are committed
to the investrment of £32 rilion over a five year period, Project
Cumbria is comprised of many individual schemes, for example
performance is improved by refurbishing o replacing old assets with
modem equipment and remote control technology has been
introduced to reduce the time taken 10 restore supplies. Nearly £19
rifion has been invested and network performance has alreadly
substantially improved,

. Lastyear, we invested £7.9 million in improving the quality of
supplies to customers. Due 1o the improved control of the network,
fewer customers will lose supply in the event of a fault, and when g
faudt does ocour, supplies will be restored more quickly.

On 1 April 2003, United Utilities Electricity PLG entered into a

- confract with United Utilities Networks Limited to fulfl most of its
metening and connections obiigations.

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

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

Taxation

The current UK mainstream corporation tax credit in 2002/03 and low
charge in 2001/02 reflect the effects of the high level of accelerated tax
allowances arising from the capital investment. The tax credit position
has arisen in the current year following agreement 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 ordinary tax charge of 4.8 per cent compared with
25.8 per cent in 2001402, : _

Deferred tax is £20.3 milion in 2002/03 compared with £8.0 milion
in 2001/02. The increased charge In 2002/03 is primarily due 1o the
effects of lower gilt interest rates on the discount of the full potential
liahility,




Annual Report & Accounts 2003

Operational and financial review (continued)

Capital structure and treasury policy Net debt increased from £431.6 milion to £463.3 million. At 31 March
Operating within policies approved by the beard, the group's treasury 2003 United Uliilties Blectricity PLC had £75 million of committed but
function does not act as a profit centre and does not undertake any unutiisad medium-tenm bank facilities. Cash and short-term current
speculative trading activity. We ensure sufficient funding is available to investments at 31 March 2003 are £187.6 million (2002 - £165.3

meet foreseeable needs and maintain reasonable headroom for million),

contingencies. Long-term bormowings are structured or hedged to .
match eamings, which are largely in steriing, indexed fo inflation and Interest rate management

subject 1o requiatary price reviews every five years. Exposure to © We manage interest rate exposure by seeking to mateh financing

interest rate movements for the following 12 months is fargely costs as closely as possible with the revenues generated by our

eliminated at the start of each financial year using short term hedges. assets. Our exposure to interest rate fluctuations is managed in the
The credit quality of counterparties and individual aggregate exposures  miedium-term through the use of interest rate swaps, and in the
are reviewed annually, Moody's Investors Service rates the credit of short-term is managed through the use of financial futures contracts
‘United Utiities Blectricity PLC as A2 on a long-term basis with a stable  traded on LIFFE.
outiook and P-1 on a short-term basis, Equivalent ratings published by The company’s borrowings at 31 March 2003 are set out in note
~ Standard and Poor's Rating Services are A- long term with a positive out in note 19 on page 21.
~outiook and A-2 short term, . ’
During the year the company drew down £90 milion 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 fiquidity for the

company. :
The United Utilities group’s $1.5 bilion Euro Commercial Paper and  Steven Beaumont
€4 biion medium-term note issuance programmes continue to be Finance Director

‘avalable to provide sources of funding. United Utitles 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 is regulated by the terns 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 operationat ang
financial review on pages 1 to 3 report on the company’s activities
during the year and likely fulure 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 2003 increased to
£310.4 milicn {2002 — £289.3 milion), an increase of 7.3 per cent over
the previous year. Profit for the year after tax was £117.6 milion {2002
— £83.8 milion).

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

Employment policies

Employees are key fo achieving our business goals and ihe company
is committed to improving the skills of its people. The company
respects the dignity and rights of every employee, supports them in
performing varous roles in society and challenges prejudice and
stereotyping. The company is committed 1o involving emplovees
through apen and regular communications about business changes to
o allow a free flow of information and ideas.

We participate extensively in Business in the Community
programmes, encourage wider cpportunities for wornen and for
people from ethnic minerities and we actively suppon employees with
disabilifies.

Proper attention 1o health and safety is an Indispensable part of the
company's commitment to 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 committed to developing innovative, cost-effective
and practical solutions for providing high quality services and
standards to our customers, and for the benefit of the wicer
community and the development of the business. It seeks to 1ake as
part of this process maximum advantage of wide-ranging expertise,
ahflities and facilities within the company.

Creditor payment policy and practice

The policy is normally te pay suppliers according to agreed lerms of
business. These terms are agreed upon entering into binding contracts
and the company seeks to adhere to the payment terms provided

the relevant goods and services have been supplied in accordance
with the contracts. The group and company had 2¢ days of purchases
outstanding at the end of the financial year (2002 - 27 days).

4 United Wlilities Electricity PLC

Directors

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

J E Roberts*, Chairman (and Chigf Executive, United Utiliies PLC)
S G Batey*

S Beaumont

M .} Boxall

M F Bradbury (rcsigned 4 April 2003)

K M Budinger

J Lang {appointed 10 February 2003)

Directors - resigned during the year

L W Dawson* (resigned 25 March 2003)

* Diracior, United Utiities FLC

Since the year end, J A Barnes 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 Ulllities PLC and its subsidiaries.

At no time in the year did any director have a material interest in
any contract or arangement which was significant in relation to the
company's business.

Auditor

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

Cn 1 August 2003, Deloftte & Touche, the company's auditors
transferred their business to Deloitte & Touchs LLP, a limited liability
partnership incomorated under the Limited Liability Partnerships Act
2000. The company's consent has been diven to treating the
appoiniment of Deloitte & Touche as extending to Deloite & Touche
LLP with effect from 1 August 2003 under the provisions of section
26(5} of the Companies Act 1889. A resolution to re-appoint Deloitte &
Touche LLP as the company's auditors will be proposed at the
forthcoming Annual General Meeting.

Registered address

United Utilities Electricity PLC
Dawson House

Great Sankey

Warrington

WAS 3LW

Registered nunfber | 2366949

sy
By om¥r the

a%k/\/u\ \Y.V%
Tim Rayner

Secretary
15 August 2003
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Directors’ responsibilities

in respect of the preparation of the financial 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 profit for
the financial year.

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

Independent auditor’s report

te the members of United Utitties Electricity PLC

We have audited the financial statements of Unfled Ulilities

Electricity PLC for the year ended 31 March 2003 which comprise
the consclidated profit and loss account, the balance sheats, the
consolidated cashilow statemnent 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 cashflew 1o movemnent in net debt. These financial
statements have been prepared under the accounting policies set out
therein,

This report is 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 mignt stale to the company’s
members those matters we are required to state to them in an
auditors’ report and for no other purpose. To the fullest extent
permitted 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 fonmed.

Respective responsibilities of directors and auditors

As described in the statement of directors’ responsitilities,

the company’s directors are responsible for the preparation of the
financial statements in accordanca with applicable United Kingdor law
and accouniing standards. Our responsibilty is to audit the financial
staternsnts in accordance with relevant United Kingdom legal and
regulatory requirements and auditing standards.

We report to you our opinicn as to whether the financial
statements give a trug and fair view and are properly prepared in
accordance with the Companies Act 1985. We aiso 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 nol received all the information and explanations we require
for our audit, or if information specified by law regarding directors’
remuneration and transactions with the compary and other members
of the group is not disclosed.

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

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

The directors have responsibility 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 enable therm to ensure that the financial statements comply with
the Companies Act 1985.

The directors are also responsible for the system of nternal control,
for safeguarding the assets of the company and the group and hence
for 1aking reasonable sterps to prevent and delect fraud and other
ireguilarities,

Basis of audit opinion

We conducted our audit in accordance with United Kingdom auditing
standards issued by the Auditing Praclices Board. An audit includes
exarnination, on a test basis, of evidence relevant 10 the amcounts and
disclosures in the financial statements. 1 also includes an assessment
of the significant estimates and judgements made by the directors

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

We planned and performed our audit so as e cbiain alf the
information and explanations which we considered necessary in order
to provide us with sufficient evidence to give reasonable assurance that
the financial staternents are free from material misstatement, whether
caused by fraud or other imegulanity or error. In forming our opinion,
we also evalualed the overall adeguacy of the presentation of
information in the financial statements.

Opinion

In our opinicn the financial statements give a true and fair view of the
state of 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
property prepared in accordance with the Comparies Act 1985.

Deloitte and Touche LLP

Chartered 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 before taxation
Taxation on profit on ordinary aclivities 5
Profit on ordinary aclivities after taxation for the financial year
DCividends &

Retained profit/{loss) for the financial year

3104

(50.9)

259.5
(85.6)
17.3)

156.6
0.8

157.4

123.6
{6.0)

117.6
(56.1}

61.5

(33.8)

2002

289.3

i37.2)
252.1
(83.3)
(23.9)

144.9
0.8

145.7
(33.9)

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 financia! 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




Annual Report & Accounts 2003

Note of historical cost profit and losses

for the year ended 31 March  2o0.8

2003 2002
£m m
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 profit/loss on disposal of tangible
asseats and profit/loss calculated on the revalued amount - -
Historical cost profit on ordinary activities hefore taxation 130.2 119.3
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 $
Group Group Company Company
2003 2002 2003 2002
£m fm £m £m
Profit for the financial year 117.6 83.8 1154 81.4
Dividends (56.1) (55.4) (56.1) {51.5)
Retained profit for the financial vear 615 28.2 59.3 29.9
Opening equity shareholders’ funds 475.8 447.6 464.4 434.5
Closing equity shareholders’ funds 537.3 475.8 523.7 464.4

7 United Utilities Electricity PLC
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Balance sheets

at 31 March << 4

Fixed assets

Tangible assels

Investments in subsidiary undertakings
Other investments

Current assets

Stocks

Debtors

Investmenis

Cash at bank and in hand

Creditors:
Amounts falling due within one 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 capital
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
1733
159.0

335.9

(350.3)

(14.9)

1,473.9

{841.4)
{95.2)
537.3

78.4
a4
194.2
8.6
251.7

537.3

Group
2002
£m

14208

1.420.8

18
84.9
95.5
66.4

248.7

(370.3)

(121.6)

1,293.2

(745.9)
(77.5)

475.8

78.4
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:

T (=

Steven Beaumont
Finance Director

2  United WUilities Electricity PLC

475.8

Company
2003
£m

1,488.3
65.0

1,553.3

1,460.3

(841.4)
(95.2)
523.7

78.4
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
85.5
31.2

2123

(413.0)
{200.7)

1,287.6

(745.9)
77.3)
464.4

78.4
4.4
200.8
8.6
1722

464.4
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Consolidated cash flow statement

for {he year ended 31 March  209%

2002

2003

Note £m £m

Net cash inflow from operating activities 25 (a) 186.4 160.1
Returns on investments and servicing of finance 25 by {33.2) {34.0)
Taxation 25 {o} (18.2) (12.3)
Capital expenditure and financial investment 25 1k {113.0) 91.2)
Acquisitions and disposals 25 (b} - 7.0
Equity dividends paid {55.5) (54.7)
Cash outflow before use of liquid resources and financing {31.5) {39.1)
Management of liguid resources 25 (b} (63.5) (75.5)
Financing 25 (ot 50.4 113.2
Decrease in cash and overdrafts in the year {44.6) (1.4)

i n ﬁt debt for the year ended 31 March 2¢¢ 2

2003 2002
Nole £m Cm

Decrease in cash and overdrafts in the year (44.8) {1.4)
Cash inflow from increase in dept (50.4) {113.2)
Cash outflow from management of liquid resources 63.5 75.5
Change in net debt resulting from cash flows (31.5) (32.1)
Amaortisation of bond discount {0.2) 0.2
Mevernent in net debst {31.7) (39.3)
Opening net debit {431.6) (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 iters 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 Utillitles Electricity PLC
and its subsidiaries {together ‘the group’} have been prepared under the
historical cost convention, modified by the valuation of cartain
operational assets and non-cperational properties, in accordance with
applicable United Kingdom accounting standards and the Companies
Act 1985,

{y Cash

In the consolidated cash flow statement and related notes, cash
includes cash at bank, deposits repayable on demand and overdrafts;
deposits are repayale on demand if thay are in practice available withir
24 hours without penalty.

{¢) Turnover

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

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

{e) Pensions

The group participates in a number of defined berefit schemes,
operated by United Utilities PLC, which are independent of the group's
finances. for the substantial majority of its emplovess. Actuarial
valuations of the schemas are carried out as determined by the trustees
at intervals of not more than three years, the rates of contribution
payable and the pension cost being determined on the advice of the
actuaries, having regard 1o the results of these valuations, In any
intervening years, the actuaries review the continuing appropriateness of
the contribution rates.

The cost of providing pensions is expansed over employees’
working Iives. Variations from reguiar cost are allocated over the average
remaining service lives of cument employees. Any difference between
the charge to the profit and foss account in respect of funded pians 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 staternents. Details of pension
arrangements and funding benefits are set out in note 8.

10 United WUtilities Electricity PLC

{f] Tangible fixed assets

Tangitle fixed assets are included at cost or valuation less accurnulated
depreciation, freehold Jand 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 lives which are principally as follows:

Between 5 and 80 years
{Mainly batween 30 and 80)

Cperational structures

MNon-operational assets:
- Freehold buidings
- Leasehold buildings

Up i0 60 years

Lower of lease period or remaining
econemic life up to 60 years

— Fixtures and eguipment, Up 1o 10 years

vehicles and other

Consumers' contributions towards the work of operational assets are
treated as defermed incorme, which is credited to the profit and loss
acoount over the estimated economic ves of the related assets.

{g) Fixed asset investments

Fixed asset investiments, except for investments in associated
undertakings and joint ventures, are staied at the lower of cost and
recoverable amount. The consolidated profit and loss account includes
ihe group's share of the profits less iosses and taxation of associated
undertakings and joint ventures. The group balance sheet Includes the
investment in asseciated undertakings and joint ventures at the group’s
share of their net assets in accordance with Financial Reporting
Standard 9.

{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
darmage and obsolgscence.
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Notes to the accounts {continued)

i) Long-term contracts

Amounts recoverabie 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 payments on account.

Profit is recognised on long-tenm contracts, if 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 progresses.
Tumover is calculated as the proportion of the total contract value
based on the percentage fevel of work completed for the confract.

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

(i} Taxation

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

Deferred lax is recognised in respect of ak timing differences that
have originated but not reversed at the balance sheet date where
fransactions cr events that result in an obligation to pay more tax in the
future or a right 1o pay less tax in the future have occurred 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 financial statements.

Deferred tax is measured ai the average tax rates thal are expected
1o apply in the periods in which the timing 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 is
measured on a discounted basis to 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

{l) Leased assets
Operating lease rentals are charged to the profit and loss account on a
straight ling basis over the pericd of the lease.

{m) Financia! instruments

Debt instruments

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

Interest rate swaps and financial futures
Interast rate swap agreements and financial futures are used to
manage interest rate sxposura. Instruments that are designed as a
hedge of a debt are accounted for on an accruals basis, with amounts
payable or receivable in respect of these instrurnents being recognised
as adjustments 1o interest expense of the designated lialility remains.
In order to qualify for hedge 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
maturiies cannoet 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 Unfled Kingdom. The group has predominantly one class of business refating to
the distribution of electricity.

3 Operating profit

2003
Operating profit is stated after charging/(crediting): &m

Depreciation 54.4
Amortisation of consumers' contributions {5.6)
Profit on dispesal of fixed assets {2.0}
Auditor's remuneration 0.1
Research and development 0.3
Operating leases:

- hire of plant and machinery 3.1

- land and buildings 0.3

Fees payable to Deloitte & Touche and its associates for non-audit services from the date of their appointment as auditors were £0.1 milicn,
primarily relating to regulatory work. The audit fee for 2003 in relation 10 the company amcurted to £0.7 million.

Fees payable to the groups’ former auditors, KPMG Audit Plc, and its asscciates for non-audit services in 2002 were were £0.1 million,
primarity refating to regulaiory work. The audit fee for 2002 in refation to the company amounied fo £0.7 million.

4 Net finance charges

2003 2002
£m £m

interest payable and simifar charges:
Interest payable on bank loans and overdrafts 414 340
Inferest payable to group undertakings 39 4.5
Total interest payable and similar charges 45.3 38.5
Investment income:
lncome received from current asset investments {1.5} -
Interest receivable and similar income

- External 8.2) (3.3

- Group undertakings (1.8} {2.2)
Total investment income (11.5) {6.5)
Net finance charges 33.8 33.0

12 United Utilities Electricity PLC
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Notes to the accounts {continued)

5 Taxation

{a) Analysis of charge in period

2003 2002
i £m &m £m
Current tax:
UK corporation tax at 30% 174 2141
Prior years' lax adjustments (31.7} -
Total current fax (14.3) 21.1
Deferred tax:
Origination and reversal of timing differences 209 15.2
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 corporaticn tax rate to the actual charge for taxation
2003 2002
£m Em
Profit on ordinary activities before tax 123.6 1127
% %
LK corporation tax rate 30.0 30.0
Capital allowances in excess of depreciation (12.2) (19.3)
Other timing differences (4.7 5.8
Prior vears' tax adjustments {25.6) -
Net ¢osts not deductible for tax purposes 1.0 22
Actual current tax rate (11.5) 18.7

13 United Utiities Electricity PLC











































