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Chairman’s statement

Detivering efficiency and quality
Qur focus is on delivering value for money through balanding cost
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 Mational Grid to more than 2.3 million consumer
premises in North West England.

In Januery 2004 we welcomed Charlie Carnish as Managing
Director of United UHhilities Service Oelivery. United Utilities Service
Delivery manages the operation of the electicity distribution assets
owned by United Utilities Electdcity PLC, and the licensed water and
wastewater network assets owned by United Utilities Water PLC in
North West England.

Our performance

The electricity distribution business beat both its regulatory targets
and our own intermal targets for providing continuous supplies to
customers.

The average number of interruptions per 100 customers fell from
66.5 last year to 51.0 and the average number of minutes that
custormess were without supply fell from 67.7 last year to 59.3.
Through good contingency planning and rapid responss, our teams
waere able to minimise the impact on customers of damage to the
distribution network caused by winter storms.

We won recognition for our work to improve the quality of our
electricity networks in this year's Utility Industry Achieverent Awards
In the categories of capital project management and team of the year,
The awards focus on the work we have done to improve customer
senvice by significantly improving the performance of the worst
performing networks,

£150 million was invested in the network in 2003/04, as we
increased our spend 10 meet performance targets for the cumrent
price review petiod. '

Looking forward

The key event for the business in the year ahead is the price raview
and it is essential that we achieve balanced outcomes, which are fair
to &l our stakeholders. To ensure that we continue 1o deliver higher
levels of performance during the five years 2005-2010, we are working
on new initiatives to improve efficiency and raduce cost, These include
a change prograrmme 10 ensure we have the appropriate business
processes, organisation, systems and commercial contracts in place,
a realignment of opearational strategy %o deliver further efficiencies and
improvernents to scheduling systems.

United Utilitles Electricity PLC

We have submitted our final business pian to Ofgem for 2005-
2010, outlining an investment programme of £842 million to preserve
the cument high quality of supply, keep fault rates stable and to
maintain existing levels of service, security and network risk. Wa have
also proposed Investing a further £106 million to strengthen and
reinforce the distribution network 1o allow renewable energy generators
to be connected in the region. :

We remain firmly focussed on achisving the right outcorme from the
review for all our stakehclders and continue to expect that the review
will provide acceptable allowed raturns for our shareholdars.

o i

John Roberts
Chalrman
Linted Utilities Electricity PLC
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Operational and financial review

Operating review

We have continued to improve the reliability of our electricity
distribution network defivering a capital investmeant programme this
year of £150 milion and improved levels of service in a number of
important arezas. Overall, the average number of minutes that
customers were withaut supply during the year was 59.3 against a
requiatory target of 68.2 and 99.7 per cent of supplies were restored
within 18 houwrs.

2003/04 also saw the conclusion of our Project Cumbria initiative
to strengthen the high voltage overhead line network in those areas
shown 10 be most vulnerable 10 extreme weather conditions. This
project was developed to provide a programme of reinforcernent to the
weaker parts of the Cumbrien network in order to improve the security
and availability of supply. It comprised many individual schemes, for
example performance was improved by refurbishing cr replacing old
assets with madern equipment and remote control technology has
been introducad to reduce the time taken to restore supplies. We have
invested £32 million and network performance has substantially
improved.

An extensive programme is ongoing to install additional equipment
to improve the quality of supply to customers supplied from targeted
pocrly performing high voltage circuits. This includes the installation of
circuit breakers and switches at the mid point of such circuits, with full
remote control faciities. These switches act to minimise disruption to
customers by providing greater contro! of the network, As part of this
five year investment programme we spent £11.4m in 2003/04.

As part of United Utilities PLC’s continuing aim to become a
market leader in the fast developing multi-utiity market the metering
and connections activities of the group have been brought together in
United Utilties Networies Limited. On 1 April 2003 United Utilities
Blectricity PLC entered into a contract with United Utilities Networks
Limited to fulfil certain metering and connections activities.

Financial resufts

Turnover decreased by 10.0 per cent in the year to £272.5 million
mainly as a result of the transfer of the competitive muilti-utility activities
offsat by the collection of previcus years' under recoveries of revenue.

QOperating profit was £157.1m compared with £156.6 mifion in
2002/03.

Net finarnce charges were £33.8 million in both 2003/04 and
2002/03, reflecting an increase in net debt offset by a reduction in
interest rates,

Profit before tax decreased to £123.3 million comparsd to £123.6
milfion in the previcus year, reflecting the transfer of the multi-Ltiity
activities offset by improvernents in the operating efficiency of the
busingss.

Taxation

The mainstream UK corporation tax charge in 2003/04 has been offset
by tax credits following the finaligation 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 is £19.2 miillion in 2003/04 compared with
£20.3 million in 2002/03.

The effective current ordinary tax credit of 10.8 per cent compeares
with 11.5 per cent in 2002/03. The effects of deferred tax results in the
sffective ordinary tax charge of 4.8 per cent in both 2003/04 and
2002/03.
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Operational and financial review (continued)

Capital structure and treasury policy

Operating within pelicies approved by the board, the group'’s treasury
function does not act as a profit centre and does not undertake any
speculative trading activity. it ensures sufficient funds are avallable to
meet foraseeabls needs and maintain reasonable headroom for
contingencies. Long-term borrowings are structured or hedged to
match earnings, which are largely in steriing, indexed to inflation and
subject to regulatory price reviews every five vears. Exposure to
interest rate movements for the following 12 months is largely
eliminated at the start of each financial year using short term hedgas.
The credit quality of counterparties and individual aggregate exposures
are reviewed annually.

Moody's Investors Servica rates the credit of United Utilities
Blectricity PLC as A2 on a long-term basis with a stable outfook and
P-1 on a short-term basis. Equivalent ratings published by Standard
and Poor’s Rating Services are A- long-term with a positive outiook
argl A-2 short-term.

The United Utilities PLC group's $1.5 bilion Euro Commercial Paper
and €5 billion medium-term note issuance programmes centinue to
be available to provide sourcas of funding.

Net debt increased from £463.3 milion to £493.8 milion.

At 31 March 2004 United Utiities Blectricity PLGC had £75 million

of committed but unutiised medium-term bank faciites. Short-term
current investrents and the nen-trading elements of amounts owed
by group undertakings at 3t March 2004 are £142.6 miliion (2003 -
£197.6 million).

Returns on investment and servicing of finance includes £18.3m of
cash received in 2003/04 due to the early termination of certain
interest rate swap contracts, This reduced particUlary large exposures
1o swap counterparties. The resultant gain has been defenedin the
balance sheet and will be released over the period of the underlying
debt, which was unchanged by these fransactions.

3 United Utilities Electricity PLC

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

‘The company’s borrowings at 31 March 2004 are set out in note
19 on page 21.

o L=t

Steven Beaumont
Finance Director
United Utilities Blectricity PLC
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Directors’ report

for the year ended 31 March 2004

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 terms of the
company's Electricity Distribution Licence granted under the Electricity
Act 1988 and monitored by the Gas and Hectricty Markets Authority.
The Chairman’s statement, togsther with the operational and financial
review, on pages 1 to 3, report on the company's activifies during the
year and fikely future developments.

Profits and dividends

The results for the year, sat out in the profit and loss account on page
6, show that turnover for the year ended 31 March 2004 decreased to
£279.5 rniflion {2003 = £310.4 million), a decrease of 10.0 per cent
over the previous year. Profit for the year after tax was £117.4 million
(2003 ~ £117.6 million).

An interim dividend of 12.38 pence per share was paid in February
2004 (2003 - 12.07 penca). The directors recommend a final dividend
of 24.33 pence per share for the year to 31 March 2004 (2003 - 23.71
pence).

Employment policies

Employees are key to achieving our business goals and the company
is committed to improving the skills of its people. As an equal
opportunities employer, the company respects the dignity and rights of
svery employes by challenging prejudice and stereotyping.

The company is committed to involving employees through open
and regular communications about business changes to allow a free
flow of information and ideas, and to work in partnership with the trade
unions.

We participate extensively in community programmes as part of cur
Comporate and Social Respansibility commitments and suppont
employess in performing various roles in society.

Proper attention to health and safety is an indispensable part of the
company'’s commitment to kigh standards in every aspect of the
business.

Research an development

The company is commitied to developing innovative, cost-effective
and practicd solutions for providing high quality services and
standards to our customers, and for the benefit of the wider
community and the developmant of the business. It seelks to take as
part of this process maximum advantags of wide-ranging expertise,
abilities and faciities within the company.

Creditor 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 compary 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 42 days of purchases
outstanding at the end of the financial year (2003 — 29 days).

4 United Utilities Electricity PLC

Directors

The directors of the company during the year ended 31 March 2004
ara set out below. All were directors for the whole year except where
otherwise indicated.

J E Roberts*, Chairman {and Chief Executive, United Utliities PLC)
J Bames (appointed 15 May 2003)

S G Batey*

S Beaumont

M J Boxall

K M Budinger

G Camish* (appointed 13 January 2004)
J Lang

S Sullivan {appointed 15 May 2003

M F Bradbury {resigned 4 Apiil 2003)

* Dirsctor, United Utiities PLG

Details of directors’ interests in ordinary shares and A shares of United
Utilities PLC are set out in note 7 to the accounts,

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.

Auditors

Deloitte & Touche LLP have expressed their wilingness to continue in
office as auditors and a resclution to re-appoint them will be proposad
at the forthcoming Annual General Mesting.

Registered address

United Utilities Blectricity PLG
Dawson House

Great Sankey

Warrington

WAS 3LW

Registered number : 2366949

T

By order of the board
Steven Beaumont
Director

15 July 2004
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Directors’ responsibilities

in respect of the preparation of the financial staterments

The directors are responsible for preparing, in accordance with the
Cornpanies Act 1885, financial staterments 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 statemants on
pages 6 to 26 the company has used appropriate accounting policies,
censistertly 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.

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

The directors have responsiility for ensuring that the company
keeps accounting records which disclose with reasonable accuracy at
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 1885.

The directors are also responsibls for the system of iniemnal control,
for safeguarding the assets of the company and the group and hence
for taking reasonable steps to prevent and detect fraud and other
imegularities.

Independent auditor’s report

to the members of United Utilitles Blectricity PLC

We have audited the financial statements of United Utilities Blectricity
PLC for the year ended 31 March 2004 which comprise the
consolidated profit and loss account, the balance sheets, the note of
historical cost profit and losses, the staterment of total recognised Gains
and losses, the reconcliiation of movemenits in shareholders’ funds, the
consolidated cashfiow staterment, the reconciliation of net cashflow to
movement in net debt, and the related notes 1 to 27. These financisé
staternents have been prepared under the accounting policies set aut
therein.

This report is made solely to the company’s members, as & bady,
in accordance with section 235 of the Companies Act 1385, Our audit
work has been undertalen 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 anyane
other than the cormpany and the company's members as a body, for
our audit worl, for this report, or for the opinions we have formed.

Respective responsibilities of directors and auditors

As described in the statement of directors’ responsibilties, the
company’s directors are responsible for the preparation of the

financial statements in accordance with applicable United Kingdom law
and accounting standards. Our responsibilty is to audit the financial
staternents in accordance with relevart United Kingdom legal and
regulatory requirements and auditing standards.

We report to you our opinion as to whether the financial statements
give a frue ard 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 alt 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 or material inconsistencias with
the financial statements.

5 United Utilities Electrieity PLC

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 pasis, of avidence relevant to the amounts and
disclosures in the financial statements. It also inciudes 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 to obtain all the
information and explanations which we considered necessary in order
to provide us with sufficlent evidence to give reasonable assurance that
the financial statements are free from material misstatement, whether
caused by fraud or other imegularity or error. In forming our opinion, we
also evaluated 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 2004
and of the profit of the group for the year then ended and have been
property prepared in accordance with the Companies Act 1885,

VLA Soacld 267

Deloitte & Touche LLP

Chartered Accountants and Registered Auditors
Manchester

16 July 2004
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Consolidated profit and loss account

for the year ended 31 March

2004 2003

Note £m £m
Turnover 2 27185 3104
Cost of sales (24.8) (50.9)
Gross profit 254.7 259.5
Distribution costs (87.4) (85.6)
Administration costs (10.2) (17.3)
Operating profit 3 1571 156.6
Income from fixed asset investments - 0.8
Profit on ordinary activities before interest 1571 157.4
Net finance charges 4 {33.8) (33.8)
Profit on ordinary activities before taxation 1233 1236
Taxation on profit on ordinary activities 5 (5.9) 6.0}
Profit on ordinary activities after taxation for the financial year 1174 1176
Dividends & (57.6) (66.1)
Retained profit for the financial year 59.8 615

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

There are no recognised gains or losses in the current or preceding financial years, other than as stated in the profit and loss account, and as
such no statement of total recognised gains and losses has been prepared.

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

for the year ended 31 March

2004 2003
£m Em
Profit on ordinary activities before taxation 1233 123.6
Difference between historical cost depreciation charge and actual charge
based on the revaiued amount of langible assects 6.6 8.6
Historical cost profit on ordinary activities before taxation 129.9 130.2
Historical cost profit for the financial year retained after taxation and dividends 66.4 68.1
L) L] L] - ’
Reconciliation of movements in shareholders’ funds
for the year ended 31 March '
Group Group Company Company
2004 2003 2004 2003
£m £m tm £m
Profit for the financial year 1174 117.6 1174 115.4
Dividends (57.6} (56.1) (57.6) 66.1)
Retained profit for the financial year 59.8 61.5 59.8 59.3
Opening equity sharsholders' funds 537.3 475.8 523.7 464.4
Cilosing equity shareholders’ funds 5971 537.3 583.5 523.7

7  United Uiilities Electricity PLG
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Balance sheets

at 31 March
Group Group Company Company
2004 2003 2004 2003
Note £m m tm £n
Fixed assets
Tangible assets 9 15773 1,488.3 1,5713 1,488.3
Investments in subsidiary undertakings 10 - - 65.0 65.0
1,577.3 1,488.3 1,642.3 1,653.3
Current assets
Stocks 11 36 36 3.6 36
Debtors 12 1313 173.3 97.4 137.9
Investments 13 100.0 158.0 100.0 159.0
2349 335.9 201.0 3008
Creditors:
Amounts falling due within one year 1 {244.4) {350.3) {289.1) (398.5)
Net current liabilities 9.5) {14.4) (88.1} ©93.09)
Total assets less current liabilities 1,567.8 1,473.9 1,554.2 1,460.3
Creditors: .
Amounts falling due after more than one year 16 {856.4) {841.4) {856.4) (841.4)
Provisions for liabilities and charges 17 {114.3) {95.2) {114.3) 95.2)
Net assets 597.1 537.3 583.5 523.7
Capital and reserves
Called up share capital 2 78.4 78.4 784 78.4
Share premium account 22 4.4 4.4 4.4 4.4
Revaluation reserve 2 187.6 194.2 187.6 194.2
Other reserves 2 8.6 8.6 8.6 8.6
Profit and loss account 23 318.1 251.7 304.5 2381
Equity shareholders’ funds 597.1 537.3 £83.5 523.7

Approved by the board of directors on 15 July 2004 and signed on its behalf by:

< ) .

Steven Beaumont
Finance Director

g United Utilities Electricity PLC
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Consolidated cash flow statement

for the vear ended 31 March

2004 2003
Note £m £m
Net cash inflow from operating activities 25 [2) 191.0 186.4
Returns on investments and servicing of finance 25 (b {17.5) 33.2}
Taxation 25 (o) {25.6) (16.2)
Capital expenditure and financial investment 25 [} (132.3) (113.9)
Acquisitions and disposals 25 (6) 0.7 -
Equity dividends 25 1) 46.7) {55.5)
Cash outflow before management of liquid resources and financing (30.4) (31.5)
Management of liquid resources 25 (b) 59.0 (63.5)
Financing 25 ) (8.4) 50.4
Increase/{decrease) in cash in the year 20.2 {44.6)
Reconciliation of net cash flow to movement
| n n et d e bt for the year ended 31 March
2004 2003
Note £m Em
Increassf{decrease) in cash in the year 20.2 (44.6}
Cash outflow/(inflow} from changes in debt 8.4 {50.4)
Cash (inflow)outflow from management of liquid resources . {59.0} 63.5
Change in net debt resulting from cash flows ' ' {30.4) 31.5)
Amortisation of bond discount (0.1} {0.2)
Movement in net debt {30.5) B31.7)
Net debt at 1 April (463.3) (431.8)
Net debt at 31 March : 25 (¢} {493.8) (463.3}

9 United Utilities Electricity PLC
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Notes to the accounts

for the year ended 31 March 2004
1 Accounting policies

The following accounting pokcies have been applied consistently
throughout the year and the prior year in dealing with iterns 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 Utiltties Blectricity PLC
and its subsidiaries {fogether '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 fow statement and refated notes, cash
includes cash at bank, deposits repayable on demand and overdrafts;
deposits ars repayable on demand if they are in practice available within
24 hours without penalty.

(¢} Turmover

Turnover represents the charge for energy distribited during the year
and the invoice value of other goods sold and senvices provided,
exclusive of value added tax.

{d} Research and development
Expenditure on research and development is expensed as incumed,

(¢) Pensions

The group participates in a number of defined benefit schemes,
operated by United Utiities PLC, which are independent of the group’s
finances, for the substantial majority of its employess. Actuarial
valuations of the schemes are camed 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 to the results of these valuations. In any
intervening years, the actuaries review the continuing appropriateness of
the confribution rates.

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

The gompany has followed the transitional arrangements of FRS 17
‘Retirament Benefits' in these financial statements. Details of pension
arrangernents and funding benefits are set out in note 8.

10  United Utitities Electricity PLC

(f} Tangible fixed assets

Tangible fixed assets are included at cost or valuation less accumulated
depreciation, frechold tand 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 o valuation evenly over
their estimated economic lives which are principally as follows:

Operational structures Between 5 and 80 years
{Mainly betwean 30 and 80)
Nen-cperational assets:
- Freghold buildings Up to B0 years
- Leasshold buiidings Lower of lease period or remaining
acoromic ke up 10 60 years
Fixtures and equipment, Up to 10 years
vehicles and other

Cansumers' contributions towards the work of operational assets are
treated as defered income, which is credfited to the profit and loss
account over the estimated economic lives of the refated assets.

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

{9) Fixed asset investments

Fixed asset investments, except for investments in associated
undertakings, are stated at cost less amounts written off for
impaimnent. The consolidated profit and loss account includes the
group’s share of the profits less losses and taxation of asscciated
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.

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

() Stocks

Stocks are stated at cost less any provision necessary to recognise
damage and obsolescence. The value of work in progress is based on
the cost of labour plus appropriate overheads and the cost of
materials. Progress invoices are deducted in amiving at the amounts
stated.
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Notes to the accounts {(continued)

(i} Long-tetm contracts

Amounts recoverable on long-tem contracts, which are included in
debtars, are stated at the net sales value of the work done less
amounts received as progress payments on account.

Profit is recognised on long term contracts, if the final outcome can
be assessed with reasonable centainty, by including in the profit and
loss account turnover and related costs as contract activity
progresses, Turnover is calculated as the prapertion of the total
contract value based on the percentage level of work campleted for
the contract.

The value of work in progress is based on the cost of fabour plus
appropriate overheads and the cost of materials. Progress
invoices are deducted in amiving at the amounts stated.

(k) Taxation

Cument tax, including UK carporation 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 substantially enacted by the balance
sheet date.

Deferred tax is recognised in respect of all iming differences that
have originated but nat reversed at the balance sheet date where
Tansactions or events that result in an obligation to pay more tax in the
future or a right to pay less tax in the future havae ocourred at the
balance sheet date. Timing differences are differences between the
company’s taxable profits and its results as stated in the financial
statements that arise from the inclusion of gains and losses in tax
sssessments in petiods different from thase in which they are
recognised in the financial statements,

Deferred tax is measured at the average tax rates that are expected
o 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. Defemed 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 reflact the post-tax vields to maturity that can
be obtained on government bands with similar misturity dates and
currencies to those of the deferred tax assets or liabilities,

United Utilities Electricity PLC

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

{m) Financial instruments

Debt instruments

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

interest rate swaps and financial futures
Interest rate swap agreernents and financlal futures are used to
manage interest rate exposure. Instrurnents 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,
Reailised gains and losses that occur from the early termination of
such instrurments designated as a hedge are deferred and are
amortised 1o interast expenss over the period of the hedged position,
10 the extent that the originally designated labilty remains outstanding.
In crder 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, they must change the interest
rate characteristics of the underlying debt, and the contractual
maturities cannot exceed the maturities of the debt.
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Notes to the accounts (continued)

2 Segmental information

The 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): en::
Depreciation 55.1
Amortisation of consumers’ contributions 5.9
Profit on disposal of fixed assets {1.6}
Auditor's remuneration 0.2
Research and development 01
QOperating leases:

- hire of plant and machinery 3.2

- land and buildings 0.1

2003
£m

54.4
(5.6)
2.0)
0.1
0.3

3.1
0.3

Fees payable to Deloitte & Touche LLP and its associates for non-audit services during 2004 were £0.1million (2003 - Enil), primarily telating to

regulatory work.

4 Net finance charges

2004
Em
Interest payable and similar charges: .
Interest payable on bank loans and overdrafts 36.7
Interest payable to group undertakings ‘ 4.5
Total interest payable and similar charges 4.2
investment income:
Income received from current asset investments 4.2}
Interest receivable and similar income .
- Externat (1.4)
- Group undertakings {1.8)
Total investment income (7.4
Net finarce charges 338

2003

414
39

45.3

(1.5)

8.2)
(1.8

(11.5)

338

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

5 Taxation on profit on ordinary activities

{a} Analysis of charge in period

2004 2003
&m |
Current tax:
UK corporation tax at 30% 05 17.4
Prior years' tax adjustments {22.8} {31.7
Total current tax {13.3} {14.3)
Deferred tax:
Origination and reversal of timing differences 25.0 209
fincrease)/decrease in discount - (161} 6.9
Prior years' tax adjustments 103 (7.5)
Total deferred tax 19.2 20.3
Tax on profit on ordinary activities 59 6.0
{b) Factors affecting tax charge for period
The table below reconciles the notional tax charge at the UK corporation 1ax rate to the actual charge for taxation
2004 2003
£m £m
Profit on ordinary activities bafore tax 1233 123.6
% %
UK corporation tax rate . 30.0 30.0
Capital allowances in excess of depreciation {15.7) (12.2)
Other timing differences {4.6) @7
Prior years' tax adjustments {18.5) (25.6)
Net non-taxable {income)/costs not deductible for tax purposes {2.09) 1.0
Actual current tax rate {10.8) {11.5)
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6 Dividends
2004 2003
£m £m
Interim dividend of 12.38 pence per share {2003 - 12.07 pence) 19.5 18.9
Final dividend proposed of 24.33 pence per share (2003 - 23.71 pence) aeA 37.2
57.6 56.1

7 Directors and their interests

The aggregate emoluments of the directors in 2004 amounted to £367,920 (2003 - £351,431). Emoluments comprise salaries, fees, taxable
benefits and the value of short-term incentive awards. The emolumients of J E Roberts and S G Batey are not included in the aggregate
emoluments fgures. The ernolurments of these two directors are disclosed in the acoounts of United Utilittes PLC. The emdluments of the highest
paid director (M J Boxall) in 2004 in respect of senices 1o the company amounted to £104,591 (2003 L Dawson — £120,365).

No long-term incentive awards vested in the year ended 31 March 2004 (aggregate value in respect of the year ended 31 March 2003 was
£nil). Information relating to long-term incentive awards is coritained in the accounts of United Utlities PLC.

With the exception of M J Boxall, all directars are members of, and contribute to, the United Utilities Pension Scheme, which is an exermnpt
approved pension scheme with defined benefit and defined contribution sections of membership. It contains sections which are open to all
eligble employees. The defined benefit scheme provides an entitterment on nomnal retivernent at age 60 equal to between 1/30th and 1/45th of
pensionable earnings for each completed year of service. The maximum pension s two thirds of pensionable eamings. Early retirerment is possible
from the age of 50 if the company agrees.

M J Boxall Is a member of, and contributes to, the Blectricity Supply Pension Scheme, a defined benefit scheme which provides on normal
retirernant at the age of 60 a pension equal to 1/80th of pensionable eamings for sach completed year of service (plus 3/80th cash). Early
retirement is possible from the age of 56 if the company agrees.

The Finance Act 1988 restricts the pensions benefits that can be paid by these schemes to directors who joined the company after 1 June
1989 because the eamings cap limits pensionable eamings for calculating benefits. The cormpany has put in place separate arrangements for
some of the executive directors affected, the effect of which is to pro\nde for them the same total pension benefits as for those executives who are
not limited by the cap. These amangements are unfundad.

The accrued pension at 31 March 2004 for the highest paid director M J Boxall was £30,420 (2003 |. Dawson - £18,237).

Directors have no interest in the shares of United Utilities Bectricity PLC.

At 31 March 2004 and 2003, or date of appointment, the directors and their families had the following interests, all of which were beneficial
interests, in the ordinary and A ghares and options to subseribe for ordinary shares in United Utiities PLC. The interests of J E Roberts, S G Batey
and C Cornigh in United Utilities PLC are disclosed in that company's accounts.

At 31 March 2004 or date of appointment At 1 Agril 2003 or date of appaintraent

Interast in ordinary sharas {nterest in crdinary shares.

Ordinary Executive options  Employee Ordinary Executive options  Employee

shares sharesave shares sharesave

options options

J Barres 8,765 25,645 3,545 8,765 22175 2,986
S Beaumont 7,522 27,696 2,909 4,013 26,984 1,823
M J Boxall 1,253 12,346 1,966 162 10,676 1,575
K M Budinger - - 1,213 - - 1,049
J Lang 318 - 2,909 21 - -
S Sullivan - 8,673 - - 7,500 -

During the year one director exercised share options {2003 - nil).

14 United UHilites Efectricity PLC




Annual Report & Accounts 2004

Notes to the accounts (continued)

7 Directors and their interests {continued)

At 31 March 2004 or AT AP 2003 or

date of appointmernt data ¢f appointment

Interast in A shares nterast in A shares

J Barnes 1,141 _

S Beaumont 2,299 -

M J Boxall - _

K M Budinger - -

Jlang . 70 _
S Suliivan

Details of the employee sharesave scheme and the executive share option scheme cperated by United Wilities PLC are given in that company's
accounts.

8 Employees

{a) Average number of persons employed {including directors) 2004 2008

Electricity distribution - 1,438 1877

Their aggregate remuneration comprised: m;: 2ﬁ
Wages and salaries 46.9 526
Social security costs 4.1 4.1
Pension costs (5.1) (4.9)

45.9 51.8
Capital schemes {30.7) (24.8)
Charged to the profit and loss account 15.2 27.0

&) Pensions

The group participates in a number of pension schemes principally in the UK. The major schemies are funded defined benefit schemes - the
United Utilities Pension Scheme (UUPS) and the Blectricity Supply Pension Scheme (ESPS), of which the ESPS is closed to new employees.
UUPS also included a defined contribution secticn which constitutes less than 0.5 per cent of the total asset value. The assets these schemes are
held in trust funds independent of United Utilittes PLC's fnances.

For UUPS and ESPS, the pension costs under the accounting standard SSAP 24 have been assessed in accordance with the advice of
a fim of actuaries, Mercer Hurman Resource Consulting, using the projected unit methad. For this purpose, the actuarial assumptions
adopted are bassd upon investiment growth of 6.0 per cent per annum, pay growth of 4.0 per cent per annum and increases to pension in
payment and deferred pensions of 2.5 per cent per annum. The actuarial value of the assets was taken as the market value of the assets.

The last actuarial valuations of the two schemes were carried out as at 31 March 2001, An Actuarial valuation as at 31 March 2004 is currently
being performed. The combined market value of United Utilites PLC's share of the assets of the two schemes at the valuation date was £1,833
million. Using the assumptions adopted for SSAP 24 the combined actuarial value of the assets represented 113 per cent of the value of the
accrued benefits after allowing for expected future earnings increases. In deriving the pension cost undar SSAP 24, the surplus in the schemes is
being spread aver the future working lifstime of the existing members. .

Far UUPS, the employer’s contributions have been assessed in accordance with the advice of Mercer Human Resource Consuiting using
different assumptions from those described above, During the vear contribution rates ranged from 4.8 per cent to 30.3 per cent dependent on
the benefit category. For ESPS, the ermnployer’s contritbutions have been assessed in accordance with the advice of a firm of actuaries, Hewitt,
Bacon and Woodrow, using different assumptions and methods from those described above. During the year the contribution rate was 19.0 per
cent. Contribution rates are expected to remain the same for beth schemes in 2004/05.

The company also operates a series of unfunded, unapproved retirement benefit schemes. The cost of the unfunded, unapproved
retirement benefit schemes is included in the 1otal pension cost, on a basis consistent with SSAP 24 and the assumptions set out above.

The total pension credit for the period was £5.1 million (2003 - £4.9 milion). A prepayment of £30.1 million is included in the balance sheet
at 31 March 2004 (2003 - prepayment of £18.5 milion).
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