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Chairman’s statement

Delivering efficiency and quality
Our focus continues to be on delivering value for money through
impraving both efficiency and the quality of our services.

Our business

United Utilities Electricity PLC manages a 58,000 kilometre
distribution network which delivers over 25,500 gigawatt hours of
electricity annually from the National Grid to mere than 2.3 million
customer premises in north west England. In addition we have a
contract with United Utilities Networks Limited to provide multi-
utility connections and metering services to domestic, commercial
and industrial developers.

Our performance

A majer incident affecting Cumbria and Lancashire, which saw an
exceptional storm severely damage our electricity network supply
tc 250,000 customers, has affected our 2004/05 performance.
Through good contingency pianning and rapid response, our
teams were able to minimise the impact on customers of damage
to the distribution network caused by winter storms. Excluding the
effect of the exceptional winter storms, the average number of
interruptions per 100 customers fell from 51.0 to 47.9" and the
average number of minutes that customers were without supply
fell from 59.3 to 52.0*. The targets set by the regulater, Ofgem, for
these two measures are 54.8 and 68.2 minutes respectively.
(Figures in this paragraph dencted by * are as yet unaudited by
Ofgem.}

Key perfermance measures for the business relate to quality
of supply. Electricity suppliss were available for 99.99 per cent of
the time during the financial year ended 2005, sustaining the
business’s high level of performance in managing the network fo
maintain constant supplies for consumers. All the overall
standards of performance set by Ofgem were achieved.

Over £150 million was invested in the network during
2004/05, the year of highest investment during the 2000-2005
price review period.

Looking forward

In December 2004, the business accepted the final propasals on
Company spending plans and customer price levels, announced
by the regulator Ofgem. The regulator has set a demanding
efficiency target for the 2005-2010 pericd.

To ensure that higher levels of performance continue to be
achieved following the acceptance of the new price control in
December 2004, new initiatives are being designed to improve
efficiency and reduce cost. Key to this aim, the business
restructuring pregramme is designed to streamline operations,
achieve cost savings and enable customer service to be led from
one part of the business. Procedures are now largely in place for
the management of the next five-year capital investment
programmes in electricity distribution. This will ensure that the
appropriate business processes, organisation, systems and
commercial contracts are in place to provide maximum
shareholder value from the asset base.

During the year, the Service Delivery business was
restructured to form United Utilities North West. United Utilities
North West will manage the operation of the licensed wastewater
and water network assets owned by United Utilities Water PLC
and the electricity distribution assets owned by United Utilities
Electricity PLC. For the first time, the execution of the electricity
distribution programme is being more closely aligned with the
delivery of United Utilities North West's water and wastewater
network programmes. The appeinted partners, who will help carry
out work on United Utilities North West’s network of sewers,
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pipes, cables and lines during the 2005-10 period, are Balfour
Beatty and Morgan Est, This approach should enable the
Company to target significant cost savings through the use of
common systems, improved scheduling and more integrated
supply chain management. Contractors will aiso be better
incentivised to make cost savings, without compromising on
quality, by aligning the sharing of efficiencies.

Over the next five years from 2005-2010 United Utilities
Electricity PLC will invest £640 million on upgrading and
strengthening the regicn’s electricity network.

Health and Safety

The Company remains committed to maintaining high standards
of health and safety in every area of its business, The Company's
health and safety aims and objectives are integrated into the
business planning process.

Cur people

On behalf of the board, | want to acknowledge and thank all of
our staff for their commitment and hard work in achieving these
results. The Company’s employees are key to achieving the
business strategy and enhancing shareholder value.

g

John Roberts
Chairman, United Utilities Electricity PLC

United Utilities Electricity PLC
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Operating and financial review

Operating review

During the year, we delivered a capital investment programme
which exceeded £150 million and improved levels of service in a
number of important areas.

Both regulatory targets and the Company’s own internal
targets for providing continuous supplies 1o customers were out
performed. Customer interruptions and minutes lost per
connected customer were reduced,

An extensive programme is ongoing to install additional
equipment to improve the quality of supply to customers supplied
from poorly performing high veltags circuits. This includes the
installation of circuit breakers and switches at the mid point of
such circuits, with full remote control facilities. These switches act
to minimise disruption to customers by providing greater control
of the network.

Financial results
Turnover decreased by 7.5 per cent in the year to £268.4 million
mainly as a result of the collection of the 2002/03 under
recoveries of revenue in 2003/04 and a change in the National
Grid Transmission (NGT) charging methodology in the current
year. Operating profit fell from £157.1 million in 2003/04 to £113.6
million reflecting the reduction in turnover and increases to
operating costs due to increased pension charges and
restructuring costs to achieve future regulatory targets offset by
the change made in the NGT charging methodology. Net interest
payable was £37.4 million (£33.8 million in 2003/04) reflecting an
increase in net debt. Profit befare tax decreased to £76.2 million
compared 1o £323.3 million in the previous year.

The dividend per ordinary share for the year is 37.62 pence,
an increase of 2.5 per cent compared with the dividend per
ordinary share of 36.71 pence in 2003/04.

Taxation

The rmainstream UK comporation tax credit in 2004/05 has been
increased by tax credits following the finalisation of prior year tax
returns and the accelerated tax allowances the company receives
arising from its high level of capital investment. The deferred tax
charge including exceptional items is £20.4 milion in 2004,/05
compared with £19.2 million in 2003/04. The effective current

ordinary tax credit including exceptional items of 40.6 per cent
compares with 10.8 per cent credit in 2003/04. The effects of
deferred tax results in the effective ordinary tax credit of 13.8 per
cent in 2004/5 compared with a 4.8 per cent charge in 2003/04.

Capital structure and treasury policy

Operating within policies approved by the board, the United
Utilities PLC Group treasury function does not act as a profit
centre and does not undertake any speculative trading activity. It
seeks to ensure that sufficient funding is available to meet
foreseeable needs and maintain reasonable headroom for
contingencies. Long-term borrowings are structured or hedged to
match eamings, which are largely in sterling, indexed to inflation
and subject to regulatory price reviews every five years. Exposure
to interest rate movements for the following 12 months is largely
gliminated using short term hedges. The credit quality of
counterparties and individual aggregate exposures are reviewed
semi-annually.

Moody's Investors Service rates the credit of United Utilities
Electricity PLC as A2 on a long-term basis with a stable outlook
and P-1 on a short-term basis. Equivaient ratings published by
Standard and Poor's Rating Services are A- long-term with a
stable outiook and A-2 short-term.

The United Utilities PLC $1.5 bilfion short-term note and €5
hillion medium-term note issuance programmes continue to be
available to provide sources of funding. Net debt increased from
£493.8 million at 31 March 2004 to £593.4 milkon at 31 March
2005. At 31 March 2005 United Utilities Electricity PLC had £75
million of committed but unutilised medium-term bank facilities.
Short-term floating rate investments and the non-trading elements
of amounts owed to group undertakings at 31 March 2005 are
£37.6 million (2004 - £142.6 million).

Interest rate management
We manage interest rate exposure by seeking to match financing
costs as closely as possible with the revenues generated by cur
assets. Our exposure to interest rate fluctuations is managed in
the medium-term through the use of interest rate swaps and the
use of financial futures contracts traded on LIFFE.

The Group's borrowings at 31 March 2005 are set out in note
19 on page 21.

United UWtilities Electricity PLC

2




Annual Report & Accounts 2005

Operating and financial review (continued)

Pensions

The valuation of the United Utilities PLC Group's pension schemes
under FRS 17 resuits in a net pension defict at 31 March 2005 of
£55.7 million compared with a net deficit of £264.4 million at 31
March 2004. The Company made a lumg sum pension
contribution of £79.6 million, split between the United Utilities PLC
Group's pension schemes, on 31 March 2005. The Group does
not expect to make any further cash contributions during the
2005-10 period into the defined benefit schemes, although the
results of the next actuarial valuation will be incorporated into the
2007-08 financial statements.

International Financial Reporting Standards (IFRS)

From 1 April 2005, the Group will be required to comply with
international Financial Reporting Standards {FRS) endorsed far
use in the European Union.

The most significant areas of impact of IFRS for the Group’s
reported results are detailed below. However, this is not intended
to represent an exhaustive list of differences. Any new standards
or interpretations issued by the International Accounting
Standards Board (IASB) will be assessed and considerad by the
group on an individua! basis,

¢ Pensions - under SSAP 24, any pension scheme surplus or
deficit identified at the most recent actuarial valuation is
recognised gradually through the profit and loss account over
the average expected future working lifetime of current
employees. Under 1AS 19, any legal and constructive
obligation for post employment benefit plans must be
immediately recognised as an asset or liability on the
balance sheet.

* Financial instruments — all derivative instruments, which
under UK GAAP represent off balance sheet instruments, are
to be carried at fair value within the balance sheet under IAS
39. The Group has elected to apply IAS 39 in relation to
financial instruments from 1 April 2005, thereby taking
advantage of the exemption afforded by the standard from its
application to 2005 results when presented in accordance
with IFRS, In June 2005, the ASB published an amendment
to 1AS 39 in respect of the fair value opfion that is effective for
accounting pericds commencing on or after 1 January 2006.
Since this is yet to receive EU endorsement, it is not certain
whether the Group will have the option to apply the fair value
option in respect of its débt securities. The Group will continue
to review its IAS 39 accounting pclicies in light of these
developments.

* Deferred tax — unlike UK GAAP, IAS 12 does not permit
discounting of the defarred tax provision.

/T

Martin Beesley
Finance Director
United Utilities Electricity PLC

United Utilities Electricity PLC
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Directors’ report
for the year ended 31 March 2005

Principal activities

The principal activity of the Company and of the United Utilities
Electricity PLC Group (the "Group™) is the operation of electricity
distribution assets.

The distribution of electricity is regulated by the terms of the
Company’s Electricity Distribution Licence granted under the
Electricity Act 1989 and monitored by the Gas and Electricity
Markets Authority.

The Chairman’s statement, together with the operating and
financiai review, on pages 1 to 3 report on the Company's
activities during the year and likely future developments.

Results and dividends

The results for the year, set out in the profit and loss account on
page 6, show that turnover for the year ended 31 March 2005
decreased to £258.4 million (2004 - £279.5 million), a decrease of
7.5 per cent over the previous year. Profit for the year after tax
was £86.7 milfion (2004 - £117.4 million).

An interim dividend of 12.69 pence per share was paid in
February 2005 (2004 - 12.38 pence). The directors recommend a
finat dividend of 24.93 pence per share for the year to 31 March
2005 (2004 — 24.33 pence).

Employment policies

Employees are key to achieving the business strategy and
enhancing shareholder value and as such the Group remains
committed to maintaining high standards of health and safsty in
every area of its business.

The Group is committed to improving its employees’ skills
through training and develcpment and nurturing a culture in which
employees feel valued. The Group encourages employees to work
to their full potential and respects the dignity and rights of every
employee and supports them in performing various roles in
society. The Group also challenges prejudice and stereotyping.

The Group is cemmitted to fulfiing its obligations in
accordance with the Disability Discriminaticn Act 1995 and best
practice. As an equal opportunities employer, the Group gives
equal consideration to applicants with disabilities in its
employment criteria and will modify equipment and working
practices wherever it is safe and practical to do so, both for new
employees, and for those employees that are disabled during the
course of thelr employment. Additionally, the Group is committed
to providing full support and appropriate training for employees
who become disabled during the course of their employment so
they can continue to work in a position appropriate to their
experience and abilities.

The Group befieves that share ownership is an effective way of
strengthening employees’ involvement in the development of the
business and bringing together their interests and those of the
sharehelders, It offers employees an opportunity to build up a
shareholding in the ultimate parent company United Uiilities PLC.

Research and development

The Groug is committed 1o developing innovative, cost-effective
and practical solutions for providing high quality services and
standlards 10 our customers, and for the benefit of the wider
community and the development of the business. It seeks to take
as part of this process maximumn advantage of wide-ranging
axpertise, abilities and facilities within the Group.
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Supplier payment policy and practice

The policy is normally to pay suppliers according to agreed terms
of business. These terms are agreed upon entering into binding
contracts and the Group seeks to adhere to the payment terms
provided the retevant goods and services have been supplied in
accordance with the contracts. The Group and Company had 49
days of purchases outstanding at the end of the financial year
(2004 - 42 days).

Directors

The directors of the Company during the year ended 31 March
2005 are set out below. All were directors for the whole year
except where otherwise indicated.

J E Roberts* Chairman (and Chief Executive, United Utilities PLC)
J Barnes (resigned 11 January 2005)

S G Batey* :

S Beaumont

M Beesley {appointed 12 October 2004)
M J Boxall

K M Budinger

E Cooke (appointed 12 October 2004)
C Cornish*

G Dixon (appointed 11 January 2005)

J Lang {resigned 11 January 2005)

$ Sullivan {resigned 5 October 2004)

*Director, United Wtilities PLC

Details of directors’ interests in ordinary shares and A shares of
United Utilities PLG are set out in note 7 to the accounts or in the
accounts of United Utilities PLC where appropriate.

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

Auditors

Deloitte & Touche LLP have expressed their willingness to
continue in office as auditors and a resolution to re-appoint them
will be proposed at the forthcoming Annual General Meeting.

Registered address

United Utilities Electricity PLC
Dawson House

Great Sankey

Warrington

WAS 3LW

Registered number: 2366949

s

By order of the board
Martin Beesley
Finance Director

29 July 2005
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Directors’ responsibilities

in respect of the preparation of financial statements

The directors are responsitle 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 the Company
and the Group as at the end ¢f the financial year, and of the profit
of the Group for the financial year.

The directors consider that in preparing the financial
statements on pages 6 to 26 the Company has used appropriate
accounting policies, censistently applied and supported by
reasonable and prudent judgements and estimates, and that all
accounting standards they consider to be applicable to these
financial statements have been followed, subject to any departure
and explanation described in the notes to the accounts.
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The directors are required to prepare the financial statements
on the going concern basis unless it is inappropriate 10 presume
that the Company will cantinue in business.

The directors have responsibility for ensuring that the
Company keeps accounting records which disclose with
reasonable accuracy &t any time the financial position of the
Company and the Group and which enable them to ensure that
the financial statements comply with the Companies Act 1985,

The directors are also responsible for the system of internal
control, for safeguarding the assets of the Company and the
Group and hence for taking reasonable steps to prevent and
detect fraud and other irregularities.

Independent auditors’ report

to the members of United Utilities Electricity PLC

We have audited the financial statements of United Utilities
Electricity PLC for the year ended 31 March 2005 which comprise
the consolidated profit and loss agcount, the balance sheets, the
note of historical cost consclidated profit and losses, the
statement of total recognised gains and losses, the reconciliation
of movements in shargholders’ funds, the consolidated cash flow
staternent, the reconciliation of consolidated net cash flow o
mevement in net debt, and the related notes 1 to 27, These
financial statements have been prepared under the accounting
policies set cut therein.

This report is made solely to the Company’s members, as a
body, In accordance with section 235 of the Companies Act
1985, Cur audit work has been undertaken so that we might state
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 opinicns we have formed,

Respective responsibilities of directors and auditors

As described in the statement of directors’ responsibilities, the
Company's directors are responsible for the preparation of the
financial statements in accordance with applicable United
Kingdom law and accounting standards. Our responsibility is to
audit the financial statements in accordance with relevant United
Kingdom legal and regulatory reguirements and auditing
standards.

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

We read the directors’ report and the other information
contained in the annual report for the above year as described in
the contents section and consider the implications for our report if
we become aware of any apparent misstatements.

Basis of audit opinion

We conducted our audit in accordance with United Kingdom
auditing standards issued by the Auditing Practices Board. An
audit includes examination, on a test basis, of evidence relevant to
the amounts and disclosures in the financial statements. It also
includes an assessment of the significant estimates and
judgements made by the directors in the preparation of the
financlal 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 to obtain all the
information and explanations which we considered necessary in
order to provide us with sufficient evidence to give reasonable
assurance that the financial statements are free from material
misstatement, whether caused by fraud or other irregularity or
error, In forming our opinion, we alsc evajuated the overall
adequacy of the presentation of information in the financial
statements.

Opinion

In our opinion the financial statements give a true and fair view of
the state of affairs of the Company and the Group as at 31 March
2005 and of the profit of the Group for tha year then ended and
have been propetly preparad in accordance with the Companies
Act 1985.

/)d,ﬁa /ﬂcncc e

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Manchester

29 July 2005

United Utilities Electricity PLC



Consolidated profit and loss account

for the year ended 31 March
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Turnover

Gross profit
Distribution costs {including exceptional charges in 2004/05 of £8.7 miillion (20C3/04 - £nif))
Administration costs

Operating profit

Net irterest payabie
Profit on ordinary activities before taxation
Taxation on profit on ordinary activities

Profit on ordinary activities after taxation
Dividends

Retained profit for the financial year

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

Note

23

2005
£m

258.4
(17.2)

241.2
(112.4)
(15.2)

113.6

{37.4)
76.2
10.5

86.7
(59.0)

27.7

2004
£m

279.5
(24.8)

254.7
(87.4)
{10.2)

1571

(33.9)

1233
6.9

1174
(57.6)

59.8

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

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

United Utilities Electricity PLC
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Note of historical cost consolidated profit and losses

for the year ended 31 March

2005 2004
£m £m
Profit on ordinary activities before taxation 76.2 123.3
Realisation of property revaluation losses of previous years (3.3) -
Difference between historical cost depraciation charge and actual
charge based on the revalued amount of tangible assets 6.6 6.6
Historical cost profit on ordinary activities before taxation 79.5 129.9
Historical cost profit for the financial year retained after taxation and dividends 31.0 66.4

Reconciliation of movements in shareholders' funds

for the year ended 31 March

Group Group Company Company

2005 2004 2005 2004

£m £m £m £m

Profit for the financial year 86.7 117.4 85.6 117.4
Dividends (59.0) {57.6) (59.0) (67.6)
Retained profit for the financial year 27.7 59.8 26.6 5.8
Opening equity shareholders' funds 597.1 537.3 583.5 523.7
Closing equity sharcholdsrs' funds 624.8 5971 6101 5835

United Wtilities Electricity PLC
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Balance sheets

at 31 March
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Fixed assets

Tangible assets

Investments in subsidiary undertakings
QOther investments

Current assets
Stock

Debtors
Investments

Creditors:
Amounts falling due within one year

Net current liabilities
Total assets less current liabilities

Creditors:
Amounts falling due after more than one year

Net assets

Capital and reserves
Called up share capital
Share premium account
Revaluaticn resarve
(Cther reserves

Equity shareholders' funds

11
12
13

14

21
22
22
22
23

(217.6)
(46.3)

1,622.3

Group
2004
£m

1,677.3

16773

38
131.3
100.0

2349

(244.4)

0.5)

1,567.8

(856.4}

(114.3)

5g7.1

78.4

Company
2005
£m

1,666.6
65.0

1,731.6

3.6
142.7

146.3

(270.3)
(124.0)

1,607.6

(859.4)

Company
2004
em

1,577.3
85.0

1,842.3

3.6
g97.4
100.0

201.0

(289.7)
88.1}

1,664.2

(856.4)

Approved by the board of directors on 29 July 2005 and signad cn its behalf by:

/L

Martin Beesley
Finance Diractor

United Utilities Electricity PLC

8




Consolidated cash flow statement

for the year ended 31 March
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Note 2005 2004
£m £m

Net cash inflow from operating activities 25 (3} 128.9 1¢1.0
Returns on investments and servicing of finance 25 (b) {38.1) (17.5)
Taxation 25 (o) (0.8} (25.6)
Capital expenditure and financial investment 25 ) (131.4) (132.3)
Acquisitions and disposals 25 ¢ - 0.7
Equity dividends paid 25 (o} (58.0) (46.7)
Cash outflow before management of liquid resources and financing (99.4) (30.4)
Management of liquid resources 25 {b) 100.0 59.0
Financing 25 {5} 0.6 (8.4)
Increase in cash in the year 1.2 20.2
Reconciliation of consolidated net cash flow to
movement in net debt
for the year ended 31 March

Note 2005 2004

£m £m

Increase in cash in the year 1.2 20.2
Cagh (inflow)/outflow from changes in debt (0.6) 8.4
Cash inflow from management of liquid rescurces {100.0} {58.0}
Change in net debt resulting from cash flows {99.4) (30.4)
Arnortisation of bond discount (0.2} @.1j
Movement in net debt (99.6) (30.5)
Net debt at 1 April {493.8) (463.3)
N.et debt at 31 March 25(c) (593.4} (493.8)

United Wilities Electricity PLG
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Notes to the accounts

For the year ended 31 March

1 Accounting policies

The following accounting policies have been applied consistently
throughout the year and the prior year in dealing with iterns which
are considered material in relation t¢ the Group’s financial
statements.

{a) Basis of preparation of the financial statements

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

{b) Cash

In the consolidated cash flow statement and related notes, cash
includes cash at bank, depoesits repayable on demand and
overdrafts. Deposits are repayable on demand if they are, in
practice, available within 24 hours without penaity.

(¢) Turnover

Turnover reprasents the charge for electricity distributed during
the year and the invoice 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
incurred.

{e} Pensions

The Group participates in a number of defined benefit schemes,
operated by United Utilities PLC, which are independent of the
Group's finances, for the substarttial majority of its empioyees.
Actuarial valuations of the schemes are carried out as determineg
by the trustees at intervals of not mere than three years, the rates
of contribution payable and the pension cost being determined an
the advice of the actuaries, having regard to the results of these
valuations. In any intervening years, the actuaries review the
continuing appropriateness of the contribution rates.

The cost of providing pensicns is expensed over employees’
waorking lives. Variations from regular cost are allocated over the
average remaining service lives of current employees. Any
difference between the charge 1o the profit and loss account in
respect of funded plans and the contributions payable to each
plan is recorded in the consolidated balance sheet as a
prepayment or provision.

In additicn, the Group participates in & defined contribution
scheme operated by United Utilities PLC, for which the amount
charged to the profit and loss account in respect of pension costs
is the contributions payable in the year. Differences between
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contributions payable in the year and contributions paid are
shown as either accruals or prepayments in the balance sheet,

The Group has included the disclosure requirements of FRS
17 ‘Retirement Benefits’ together with details of pension and
funding arrangements in note 8.

{f) Tangible fixed assets

Tangible fixed assets are included at cost or valuation less
accumulated depreciation. Freehold land is not depreciated.
Assets in the course of construction are not depreciated until they
are commissianed. Other assets are depreciated by writing off
their cost or valuation less estimated residual value evenly over
their estimated econemic lives which are principally as foltows:

Between 5 and 80 years
(Mainly between 30 and 8Q)

Operational structures

Non-operational assets:
— Freehold buildings
— Leasehold buildings

Up to 60 years

Lower of lease period or remaining
economic life up to 60 years
Fixtures and equipment, Up to 10 years

vehicles and other

Consumers’ contributions towards the work of operaticnal assets
are treated as deferred income, which is credited 1o the profit and
loss account gver the estimated economic lives of the related
assats.

The canying values of tangible fixed assets are reviewed for
impairment wherever circumstances indicate that the carrying
value of such assets may not be recoverable.

{9) Fixed asset investments

Fixed asset investments, except for invesiments in associated
undertakings, are stated at the lower of cost and recoverable
amounti. The consolidated profit and loss account includes the
Group’s share of the profits less losses, interest and taxation of
associated undertakings. The Group balance sheet includes the
investment in associated undertakings at the Group's share of
their net assets in accordance with Financial Reporting Standard
9 'Associates and Joint Ventures'.

{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 1o
recognise damage and obsolescence.

United Utilities Electricity PLC




Notes to the accounts {continued)
For the year ended 31 March
1 Accounting policies {continued)

{i) Taxation

Currant tax, inctuding UK corporation tax and foreign tax, is
provided at amounts expected to be paid {or recovered) using the
tax rates and laws that have been enacted or substantiatly
enacted by the balance sheet date.

Deferred tax is recognised in respect of all timing differences
that have originated but not reversed at the balance sheet date
where transactions or events that resutt in an obligation to pay
more tax in the future or a right to pay less tax in the future have
cccurred at the balance sheet date. Timing differences are
differences between the Group's taxable profits and its results as
stated in the financial statements that arise from the inclusion of
gains and losses in tax assessments in petiods different from
those in which they are recognised in the financial statements.

Deferred tax is measured at the average tax rates that are
expected to apply in the periods in which the timing differences
are expected to reverse, based on tax rates and laws that have
been enacted or substantively enacted by the balance sheet date.
Deferred tax is measured on a discounted basis to reflect the time
value of money cver 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 reflact the post-
tax vields to maturity that can be obtained on government bonds
with simitar maturity dates and currencies to those of the deferred
tax assets or liabilities.

(k) Leased assets
Operating tease rentals are ¢harged to the profit and loss account
on a straight line basis over the period of the lease.

(i} Financial instruments

Debt instruments

New borrowings 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.
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interest rate swaps and financial futures

Interest rate swap agreements and financial futures are used to
manage interest rate exposure. 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 instruments
being recognised as adjustments to the interest expense of the
designated liability.

Realised gains and losses that occur from the early
termination of such instruments designated as a hedge are
deferred and are amortised to interest expense over the period of
the hedged position, to the extent that the originally designated
liability remains outstanding.

In erder to qualify for hedge accounting, the notional amount
of the Group's interest rate swaps and financial futures must not
exceed the amount of its existing variable rate debt, and must
change the interest rate characteristics of the underlying debt,
while the contractual maturities cannot exceed the maturities of
the debt.

{m) Provisions (excluding deferred taxation)

Provisions are raised when the business identifies present
obligations which result from a past event, and it is reasonably
certain that the business will have t¢ make a transfer of economic
benefits, the amount of which can be reliably estimated. The
provision is utilised when the transfer of economic benefit occurs.
Over time any expense incurred relating to a provided amount will
be allocated directly to this provision. If it is deemed no longer
protable that a transfer of aconomic benefits will be required to
settle the obligation, the provision will be reversed.

{n} Recent UK accounting pronouncements

The accounts for the year ended 31 March 2005 have been
prepared under UK GAAP. These policies will be reptaced by
International Financial Reporting Standards (IFRS) with effect from
1 April 2005 and the Group will publish its 2006 Annual Report
and Accounts in accordance with IFRS.
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Notes to the accounts (continued)

For the year ended 31 March

2 Segmental information
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The geographical origin and destination of turnover is all within the United Kingdom. The Group has one class of business relating to the

distribution of electricity.

3 Operating profit

Operating profit is stated after charging/(crediting):

Depreciation

Amortisation of consumers' contributions
Rental income

Profit on disposal of fixed assets

Exceptional charge - restructuring provision {nete 17)

Auditors' remuneration
Research and development
Cperating 'eases:
- hire of pfant and machinery
- land and buildings

2005
£m

60.8
(6.2)
(5.2)
(2.8}
8.7
0.1
0.1

27
1.7

2004
£m

56.1
(6.9)
(6.0)
(1.8)

0.2
0.1

32
0.4

Fees payable to Deloitte & Touche LLP for non-audit services during 2005 were £nil (2004 - £0.1 million), primarily relating to regulatory

WOrk.,

4 Net interest payable

Interest payable and similar charges:
Interest payable on bank loans and overdrafts
Interest payable to group undertakings

Total interest payable and similar charges
Interest receivable and similar income:
Income received from current asset investments
Interest receivable and simiiar income

- External

- Group undertakings

Total interest receivable and similar income

Net interest payable

2005
£m

41.5

3.3

448

(0.9)

4.3)
2.2)

(7.4)

37.4

2004
£m

36.7
4.5

41.2

(4.2)

0.4
(1.8

{7.4)

338

United Utilities Electricity PLC
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Notes to the accounts (continued)
For the year ended 31 March

5 Taxation on profit on ordinary activities

2005 2004
£m £m
Current tax:
UK Corporation tax at 30% {2004 - 30%) (5.3) 9.5
Prior years' tax adjustments (25.6) (22.8)
Total ordinary current tax {30.9) (13.3)
Deferred tax:
Origination and reversal of timing differences 34.7 25.0
Increase in discount (11.7) (16.1)
Prior years' tax adjustments - 10.3
Total ordinary deferred tax, excluding exceptional items 23.0 19.2
Tax (creditycharge on profit on ordinary activities exciuding exceptional items (7.9) 59 ‘
Tax on exceptional items ‘
Deferred tax: |
Crigination and reversal of timing differences (2.6) -
Tax (credit)/charge on profit on ordinary activities {10.5) 5.9
Total deferred taxation, including exceptional items, is £20.4 milion (note 17) (2004 - £19.2 million)
{b) Factors affecting tax charge for year
The table reconciles the noticnal tax charge at the UK corporation tax rate to the actual current charge for taxation:
2005 2004
£m £m
Profit on ordinary activities before tax 76.2 123.3
% %
UK corporation tax rate 30.0 300
Capital allowances in excess of depreciation (40.3) (15.7)
Other timing differences (1.8) (4.6)
Prior years' tax adjustments (33.6) (18.5)
Net costs/(income) not deductible for tax purposes 5.1 (2.0)
Actual current tax rate (40.8} (10.8)
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