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Preface

The nuclear industry in the UK has been operating for nearly
60 years. Today it faces its greatest ever change as the
Government steps up its programme to decommission Britain's
nuclear power stations and clean-up the legacy of this long
history. With the introduction of a new competitive market for
carrying out the task, the industry faces huge challenges.

This is the story of how BNFL is changing.




THE NEW CHAPTER BNFL Annual Report and Accounts 2004

'The story so far

British Nuclear Fuels Ltd
was formed by the UK
Government in 1971. At
the time, its main activities
were nuclear fuel services
and the operation of two
nuclear power stations
for generating electricity.
BNFL became a public
limited company in 1984.
Recent years have brought
rapid growth. We acquired

our biggest customer, Magnox Electric plc, from the UK Government in
1998 and bought Westinghouse Electric Company the following year.
In 2000 we acquired the worldwide nuclear businesses of ABB, a move
that enabled us to offer a much broader range of servicesin the United
States, Europe and Asia. Today we are an international business employing
23,000 people in 16 countries and serving governments and nuclear
utilities around the globe. Our work spans the entire nuclear energy cycle
from reactor design and fuel manufacture to decommissioning nuclear
power stations and cleaning up nuclear sites.




The story so far

As we prepare for the launch of the Nuclear Decommissioning Autherity (NDA) we have been
recrganising our UK business to reflect the challenges and the opportunities ahead of us.

Our main priority is to ensure the successful establishment of British Nuclear Croup, which will
specialise in nuclear decommissioning and clean-up.

Activities of BNFL

Decornmissioning and clean-up services. Over the last 30 years, BNFL has successfully closed
down and cleaned up over 50 redundant nuclear facilities in the UK, Europe and the United
States. With this long experience, it is now an international leader in decommissioning and
decontamination. Along the way it has pioneered sophisticated technologies for handling
nuclear waste — these ranging from robotics to waste encapsulation. As the emphasis in the UK
switches to decommissioning and clean-up, BNFUs unigue skills in these areas will be invaluable.

Designing reactors, manufacturing nuclear fuel and supplying services to help nuclear utilities
run their plants safely and efficiently. BNFL is one of the leading forces in this £2.5 billion-a-
year market. Additionally the Westinghouse AP1000 reactor design is going through the
licensing process with the Nuclear Regulatory Commission in the United States.

Generating electricity. BNFL runs the five Magnox nuclear power stations still operating in
the UK. These currently supply about 6% of the UK’s electricity.

Managing the recycling of used reactor fuel. The commercial interface with utility customers
together with the transport of used fuel and nuclear waste is managed by Spent Fuel Services.
The recycling and waste handling plants are operated by British Nuclear Group.

A major reason for BNFL's success is its reputation for operating safely and with due care for the
environment. Safety and environmental considerations govern all its activities, helping BNFL not
just to meet its requlatory obligations but to keep setting new standards for the industry.

Success also depends on the guality of BNFUs people. Our workforce is one of the most highly
trained and qualified in the worldwide industry, offering long experience and a unigue combination
of scientific, technical and engineering skills.
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A new chapter for the
UK nuclear industry

BNFL is responsible for decommissioning the majority of Britain’s civil
nuclear sites and cleaning up the legacy of its nuclear programme.
Many of these sites date back to the 1940s and 50s, long before the
formation of BNFL. While meeting this responsibility has helped to
make BNFL a world leader in the field, it imposes a heavy
financial cost. The financial impact of these historic liabilities

are at odds with the financial performance of a

commercial company. They distort

BNFLUs true trading performance

and keep the business in loss. In

2002, the UK Government set out

new arrangements for cleaning up

Britain's nuclear legacy with the

publication of its White Paper,

‘Managing the Nuclear Legacy —

a Strategy for Action’. This proposed

the creation of a new national body,

the NDA, to take responsibility for the

majority of the UK's civil nuclear assets

and liabilities.




A new chapter for the UK nuclear industry

In 2003, the Government published its Energy Bill to implement the White Paper and pave the way
for setting up the NDA. The aim was to put in place a system that would deal with Britain's nuclear
liabilities as quickly and efficiently as possible, combining best value for the taxpayer with due
regard to safety, security and care for the environment. Above all, the new regime had to be ‘open,
transparent and command public confidence’

We expect the Energy Bill to become law in the summer of 2004 and the NDA will begin operating
on 1 April 2005. On that date, the NDA will take ownership of the majority of Britain's nuclear
assets, including Sellafield, Springfields and the Magnox power stations currently run by BNFL and
be responsible for the necessary decommissioning and clean-up. The work itself will be opened up
to competitive tender in due course with each facility operated by a site licensee company with
senior management supplied by the successful contracting company. Until then, the Government’s
Liabilities Management Unit (LMU) will continue to manage the transition.

This proposed transfer of assets and removal of liabilities from the balance sheet is good news for
BNFL. Instead of owning and operating its own sites, BNFL will become a contractor, competing with
others for decormmissioning and clean-up contracts from the NDA with the opportunity tc earn
fees based on how well it performs against demanding targets.

Civen that BNFL would need to change, the Government announced a joint strategic reviewin July
2003. Between then and December, the Government and BNFL jointly examined the implications
of the new regime and BNFUs future strategic options.

The review concluded that BNFL's main focus will be the decommissioning and clean-up of Britain's
nuclear facilities and the safe, expert handling of the resultant waste. This work will be carried out
by a new BNFL business that will draw together the company's technical expertise in these areas
and introduce the commercial and management skills that will make BNFL an effective competitor,
Known as British Nuclear Group, the new business is already operating in shadow form and will be
formally established on the same day as the NDA on 1 April 2005.




THE NEW CHAPTER BNFL Annual Report and Accounts 2004

The new BNFL

The new BNFL is structured to reflect the outcome of the joint strategic
review with the UK Government. Comprising four self standing customer
facing business groups including: British Nuclear Group, Westinghouse,
Nuclear Sciences and Technology Services and Spent Fuel Services, each
with its own management being responsible for its own profitability.
BNFL ALFA, the Energy Unit and our financial investments in organisations
such as Urenco make up our other activities. These are all supported by
six Group corporate functions: finance; legal; human resources; environment,
health, safety and quality; corporate affairs and technology.




The new BNFL
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Challenges
and opportunities

When the NDA takes responsibility for

the majority of Britain's nuclear assets

on1 April 2005, it will demand the best
decommissioning and clean-up services

that the worldwide nuclear industry

can offer. The work, furthermore, will

need to be carried out quickly, cost-
effectively and to the highest safety

and environmental standards. For the
successful contractor the main prize will

be the cleaning up of Sellafield, one of the
UK's biggest ever public sector contracts. The
nuclear clean-up market as a whole is estimated to
be worth £2 billion a year in the UK.




Challenges and opportunities

With our long record in decommissioning and clean-up, we are well placed to win a large share of
the UK market. That said, the competition will be intense and BNFL has a major task on its hands
to be ready for the new regime in the UK. Between now and the NDA launch date, its main focus
is on building a business that is not only technically qualified to do the job but also has the financial
and commercial expertise to compete successfully. The aim is that British Nuclear CGroup should
eventually become aviable and profitable nuclear site management company.

All this requires a transformation from a business that has always owned and operated its own
facilities, to one that has few assets other than its people and succeeds by selling its skills and
meeting its contractual obligations.

The challenge, now, is to match these credentials with a sharper competitive edge. Success will
depend on being faster, smarter and safer than the competition and on meeting the customer’s
demands on time and on budget.

To thisend, British Nuclear Group is working hard to attract the right skills; install the right systems
and management; streamline its operations; manage its costs; improve efficiency; instil a customer
focused culture and become in every way like the commercial organisation it intends to be. Since April
2002 it has answered to BNFL ALFA, its internal customer and fererunner of the NDA and has had
to meet increasingly stringent targets. [ts performance has measurably improved over this period.

The launch of the new British Nuclear Group identity in May 2004 was a powerful signal that BMNFL
accepts the challenge and will be ready, when the time comes, to provide the very best service to
the NDA,

in the global marketplace, Westinghause continues to compete for nuciear fuel and reactor services
contracts and is making progress in obtaining approval from the US Nuclear Regulatory Commission
for its advanced AP1000 reactor. Its record of competitive expertise and commercial success is ane
that British Nuclear Croup intends to emulate.

BNFLs entire operation is underpinned by strong common values that commit the business to:

ACT WITH INTEGRITY BE SAFE AND

BNFL VALUES > AND RESPECT FOR ENVIRONMENTALLY
OTHERS RESPONSIBLE

gﬁg‘c“égs}%@gﬁ}fw DELIVER VALUE EXCEL IN OUR

T AND PROFIT OPERATIONS
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Nuclear energy
in the future

Although the plan is to shut down the present generation of nuclear
power plants and clean up the country’s nuclear legacy, BNFL believes
the industry shouid be ready for any changes of nuclear policy in the
future. In the face of global warming and pressure to cut carbon
emissions, the Government is looking increasingly at non-CO, sources of

10

energy. Its 2003 White Paper
‘Our energy future —creating a
low-carbon economy’, foresees
a greater role for renewable
sources such as wind power,
backed by rising imports of
gas from countries such as
Russia and Algeria. It also
speaks of ‘keeping the nuclear
option open should a new-build
programme become necessary.




Nuclear energy in the future

If the Government is to meet its CO, reduction targets while also ensuring security of supply and
constant baseload generation, it is likely to need nuclear energy in the future. Other countries have
come to the same conclusion and are stepping up their nuclear programmes as the only way to
ensure secure, reliable, carbon-free energy. Today, nuclear energy provides about 16% of the world’s
electricity. Over 440 nuclear reactors now operate in 30 countries and at least 33 further reactors
are under construction. More are planned or being considered in countries such as the United
States, South Korea, China and Finland.

The primary role of Nuclear Sciences and Technology Services {(NSTS) is to sell services to the NDA
and help to nurture the UK's long-term nuclear capability. In addition through Westinghouse, we
own the latest reactor technology —the AP1000—that will help to make nuclear generation more
efficient and cost-competitive. We also have an active programme of research projects including
collaborations with international partners to develop new generations of reactors. To encourage
academic research and a flow of talent into the industry, we maintain links with 35 UK universities,

In these ways, BNFL will not only meet the Government’s immediate objective of cleaning up the
nuclear industry, but be ready to play its part in Britain's long-term energy generation.

11
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Chairman’s statement

I step down as Chairman with
BNFL well prepared for the
future. The recent strategic
review has provided clear
direction and consensus with
the UK Government on what
our role should be. With

the advent of the Nuclear
Decommissioning Authority,
we welcome the chance to
apply our skills in the new,
competitive marketplace.
We look forward to offering
the best possible service

to our customers and real
value to our Shareholder.

Looking for new
opportunities...

12




Chairman's statement

We have been working closely with the UK Covernment to assess
the strategic implications for BNFL and the company’s future
direction. The key change internally has been the formation of
British Nuclear Group to be the focus of our clean-up skills and to
bring a new commercial and competitive edge to these operations.

These changes have involved an immense amount of work.
Our new Chief Executive, Mike Parker, became involved in the
joint strategic review with the Government as soon as he joined
the company in August 2003 and | congratulate him and his
management team on a successful outcome. The Board was
pleased to welcome Mike to the company last year and he has
our full support as he feads BNFL into the new, competitive
marketplace.

The new reorganised Group provides every opportunity for
BNFL to succeed. The proposed transfer of our UK nuclear
assets and liabilities to the NDA on 1 April 2005 will remove
the primary cause of our losses in recent years, leaving BNFL to
manage a portfolio of nuclear services and fuel businesses
going forward. British Nuclear Group is well positioned to
compete for major contracts in the UK With further contributions
from Westinghouse, Spent Fue! Services and our Sciences and
Technology operation, we expect to see a strong and profitable
BNFL in the coming years.

Results

BNFLUs results will inevitably be distorted until the NDA takes
responsibility for the legacy issues, as well as a significant portion
of our assets and liabilities. This year's losses before taxation
stood at £299 million due to higher costs at Sellafield, continuing
losses in electricity generation and delays in starting up our MOX
production, Onthe other hand, our operating performance has
been outstanding with higher reprocessing and vitrification
throughput at our Thorp and Magnox plants, a 5% increase
compared to target in electricity generation from our Magnox
stations and more major contracts for Westinghouse from
customers around the world, It is also pleasing that we achieved
these results with ever-higher standards of safety, security and
environmental performance.

The strategy review and subsequent work with the DTI have
further developed the business model on which BNFL will
operate post-NDA. We are confident that once these changes
take effect and the NDA transfer is completed, we will have a
viable group based on a set of independent businesses. The
Group is expected to be profitable, tax paying and in a position
after 2005 to pay dividends for the first time in several years.

Five years of progress

| announced in November 2003 that | intended to step down as
Chairman in the first half of 2004. As this is my last Chairman's
statement, | feel it appropriate to review the achievements of
the last five years,

| joined BNFL at a troubled time in its history and was obliged,
almost immediately, to replace the Board and appoint a new
Chief Executive — Norman Askew. Since then, enormous strides
have been made in transforming BNFL. From the public sector
mentality of five years agoe, we've become more commercial
and competitive, more financially aware and more responsive
to the needs of the customer.

Nor should we underestimate our progress in changing the
culture at Sellafield. No company addressing the kind of situation
we faced at Sellafield could hape to make lasting changes
without the co-operation of unions and employees. But change
has been achieved and is well reflected in the operational
performance for this year. There is still much to be done, but we
now have a much better base on which to build as we move
from being the site owner to the site contractor.

In Westinghouse meanwhile, we have a world-class business that
is well managed and in pole position to be a key participant if
the authorities in the United States and Europe begin a new
programme of building nuclear power stations. it has recently
joined seven major plant operators and another nuclear
reactor vendor to form a consortium that will work with the US
Department of Energy to demonstrate and test a new licensing
process for obtaining a combined construction and operating licence
for advanced nuclear power reactors. Inaddition, Westinghouse

13
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is well established in the Far East for any opportunities that
may arise there. We now need to focus on gaining value from
Westinghouse and our other overseas activities.

When a company's reputation suffered as ours did in 1999-2000,
all aspects of the business are affected in different ways. The
awarding in 2000 of the Aldermaston Weapons Establishment
{AWE) decommissioning contract, in partnership with Lockheed
Martin and Serco, was therefore very important to our
Environmental Services business. Last year's 15-year extension
to the 10-year contract shows how well this team has performed
and indicates a unique capability which should be used in the
future in the multi-billion dollar glebal decommissioning and
clean-up market. Keeping these skills together is just as important
for BNFL as retaining our science and technology capability.

Our research and technology team has excelled over the past
few years and the recent co-operation agreements with several
UK universities (particularly the University of Manchester
Institute of Science and Technology) underlines the importance
of having a high skills base for science and technology in the
nuclear industry. This is essential, not only to meet the UK
Government’s requirement to keep the nuclear option open,
but also to deal with complex issues such as the abatement of
Technetium-99 discharges from Seliafield. The recently announced
breakthrough on this issue will reduce discharges by 90%.

Elsewhere, we've re-established our business relationships with
some of our key customers, particularly the Japanese utilities who
themselves have had major operational and public perception
problems, and also British Energy in its period of instability.

We've also made a determined effort to rebuild trust by
communicating openly and transparently with our stakeholders.
The present emphasis on corporate social responsibility (CSR)
and our continuing improvemerits in health and safety are further
evidence of the changes that have taken place. In particular,
| was very pleased with the publication in 2003 of our first-ever
CSR report and the response it has had from our stakeholders,

Looking forward

Although we are pleased that BNFL can now look forward to a
successful future in decommissioning and ¢lean-up, the nuclear
energy industry will continue to face uncertainty until the UK
Government formulates a long-term energy policy. The 2003
Energy White Paper speaks only of ‘keeping the nuclear option
open'’ as part of the Government’s commitment to renewable
sources of energy. While renewables have their place, they do
not, on their own, solve the issues of global warming and the
security of Britain's energy supplies in years to come. Nuclear
power offers important benefits on both counts while providing
the baseload energy generation that renewables cannot and
potentially reducing our reliance on imported gas.

Few of our supporters and critics appreciate that, with twenty-
first century technology, nuclear energy could supply 25% of
the UK’s electricity requirement from just ten new reactors on
three existing nuclear power station sites. Nuclear waste from
these modern reactors would be reduced by 85%, the price of
electricity would be competitive with gas and the electricity
baseload would be guaranteed with more than 90% utilisation
at all times. This would ensure ongoing security of supply for
the UK and help the country to meet its commitment to reduce
emissions and greenhouse gases. All this is technically possible,
but the UK now needs to take the strategic decision to adopt
a balanced energy policy and to agree the method for handling
historic and future nuclear waste. Without this decision, the
UK's future energy supplies will remain at risk.

14




Chairman’s statement

We recognise that any such decision will be politically difficult.
We see our task therefore, as providing the NDA with the
best possible service in decommissioning and clean-up while
keeping alive the skills that will be needed if the Government
should decide to embark on a nuclear rehuilding programme.
We have agreed the future direction of our utilities and other
businesses. We now need to address their successful development
and communicate these plans to all our stakeholders on an
on-going basis.

A new chapter
It was a great pleasure t0 be able to announce the appointment
of Cordon Campbell as the new Chairman of BNFL,

Gordon Campbell inherits a business whose strength lies in the
expertise and dedication of its 23,000 employees around the
world. Our people are a highly skilled and committed team and
| am personally very grateful for their support and hard work
over the years.

My tenure as Chairman has been demanding but also satisfying
and extremely worthwhile. [ wish the Board and the company all
the best for the future and teave with every confidence that BNFL
will more than measure up to the challenges and opportunities
that lie ahead.

Hugh Collum Chairman

Gordon Campbell (57)

Non-Executive Director joined the Beard on 1 August 2000. He is part-
time Chairman of Babcock International Group PLC and fermer Chief
Executive of Courtaulds plc. He is a Vice-President of the Royal Academy
of Engineering, Nan-Executive Chairman of ITI Scotland and a Non-
Executive Director of lupiter Split Trust plc. He has been appointed Non-
Executive Chairman of BNFL commencing 1 June 2004.
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Chief Executive’s review

The UK Government has taken a
bold step in its radical reshaping
of Britain's nuclear industry.

BNFL's response is similarly bold,
the creation of British Nuclear
Group and the transformation
of its organisation and culture
to allow us to play a leading role
in the safe, cost-effective and
timely management of the UK's
nuclear clean-up programme.

Looking for new
challenges...
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Chief Executive's review

The period since last summer has been one of the most
challenging in BNFLs history. The Secretary of State announced
in July 2003 that the Government and BNFL had agreed to
carry out a joint review of BNFLs future strategy.

Completed in December, this review examined future options
for BNFL in the light of the 2002 White Paper, ‘Managing the
Nuclear Legacy — A Strategy for Action’ This put the focus firmly
onthe clean-up and decommissiening of nuclear sites and laid
down a challenge to the UK industry. It told us to sharpen our
commercial skills, become more competitive and show we were
capable of carrying out the Government's clean-up programme
safely, cost-effectively and on schedule. Furthermore, we needed
to beready for the challenge by 1 April 2005 when the majority
of our UK nuclear assets and liabilities are due to pass to the
Nuclear Decommissioning Authority alongside the associated
legacy issues, BNFL would then become a contractor. In due
course, the UK nuclear clean-up programme would start to be
run by competitive tender. During this time we will continue to
serve all our existing customers and maintain our high standards
of service.

The future BNFL

The strategic review and the formation of the NDA represent
the biggest change ever to hit the UK nuclear industry. [t affects
our structures, the way we measure performance, the skills we
need, our accountabilities, decision-making and much more. In
particular, it requires us to move from an owner-operator of
nuclear sites to a commercial business competing for NDA
contracts. Responding to these requirements has meant an
immense amount of work and a radical re-think of the way we
operate whilst keeping the safety of our operations as our
number cne priority.

To begin with, we've changed our structure from two business
groups — Nuclear Utilities Group and Government Services
Group — to four self standing businesses. These are: British Nuclear
Group, Westinghouse, Nuclear Sciences and Technology Services
and Spent Fuel Services, each with its own management structure
and with a clear responsibility for their own profit and loss. In
the past the corporate centre has directly managed BNFLUs UK

operations. It is now reduced in size and will concentrate on
providing strategic direction for the businesses as well as
reviewing, challenging and ensuring high levels of performance,
In light of this and the introduction of the NDA we are also
reviewing the Group legal structure.

Our biggest task to date has been the setting up of the British
Nuclear Group, formerly known as Government Services, This
specialist clean-up business will act as contractor and site
management company to the NDA. British Nuclear Group
became fully operational in just six months and was formally
launched in May 2004 under the leadership of Lawrie Haynes.

It's a huge task, but Lawrie and his team are working very hard
in drawing together BNFL's considerable strengths in nuclear
clean-up and melding them into a new organisation. Perhaps
the greatest challenge is to move beyond the old monopoly
mindset and create a culture that is competitive, commercially
astute and focused on the customer —not least, by introducing
new commercial and management skills. With BNFL ALFA
acting as both coach and customer, British Nuclear Group has
already shown it can meet rigorous commercial demands as
well as technically performing well in managing and operating
our assefs.

That said, there is much work yet to be done to prepare British
Nuclear Group for the future. As well as completing its own
internal transformation, the business still needs to agree with
the Government precisely how NDA contracts will operate, both
in the period immediately after 1 April 2005 and later on when
the UK clean-up market is thrown open to competitive tender.

The strategic review also addressed the future of the other
parts of BNFL.

& Spent Fuel Services (SFS) will continue to manage recycling
contracts with the utility customers on behalf of the NDA.

* NuclearSciences and Technology Services (NSTS) will offer
BNFL's research and technology resource on a commercial
basis to site managements, the NDA and other customers.

17
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¢ These businesses along with the Springfields facility in the
UK which will initially be managed by Westinghouse under
contract to the NDA, have also started making changes in
preparation for the competitive marketplace. They are now
looking, with the Government, at how markets and contracts
will be structured under the NDA.

* For its part, Westinghouse will have greater financial
independence so as to open up the possibility of future
private sector participation.

Following these extensive changes, we've also been reviewing
decision making accountabilities between the corporate centre
and the businesses, This has led to the redesigning of the processes,
roles and responsibilities including the review process used
to assess the effectiveness of our business performance. In
parallel the distribution of accountabilities between all the
stakeholders including Chairman, Chief Executive and the
Board were alsc reviewed. It all adds up to a massive programme
of work and change to ensure we are ready to compete when
the time comes.

How we've done this year

As the Chairman has mentioned, BNFLs £299 million loss before
taxation in 2003-2004 was largely related to historic issues
that are due to transfer next year to the NDA. However, results
were disappointing because of continuing difficulties in the
Sellafield MOX Plant (SMP} which is taking longer than expected
to commission. However, much has been done over the past year
in order to deal with the challenges that have arisen during
the commissioning of SMP. We are doing everything we can to
ensure that our customers are kept fully informed of the progress
made. Also costs at Sellafield were higher as a result of requlatory
changes, further security costs and additional work on the legacy
ponds and silos project. We continue to suffer significant accounting
losses at Magnox due to low electricity prices. All this has led
to an operating loss in this year's accounts,

Despite these difficuities and the many distractions of preparing
for 2005, we've continued to run our businesses to very high
standards and our overall operating performance has been
excellent. We met or exceeded a number of operating targets

including reprocessing, vitrification and electricity generation.
Newly reorganised business reports are the following:

British Nudiear Group

Turnover at British Nuclear Group was up by 7% at £1,727 million
while profit before interest and taxation (including contributions
from joint ventures} rose by 4% to £186 million. In 2003-2004,
the business met nearly all the operational targets set by BNFL
ALFA and in many cases did considerably better.

At Sellafield, Magnox spent fuel operations reprocessed more
fuel thanin 2002-2003 and beat its target for 2003-2004 by
14%. Thorp reprocessing plant achieved its target of shearing
over 670 tonnes of fuel for British Energy and customers overseas.
The vitrification of our high-level waste has been performing
well, with the vitrification lines meeting their increased output
targets as planned.

At Magnox, we exceeded our electricity generation target
by 5%. Cldbury power station had its best output ever and
Sizewell A passed a milestone by generating its one hundred
billionth kilowatt hour of electricity. The amount of Magnox
spent fuel sent to Sellafield exceeded target by over 139%.

The project to decommission the Windscale Advanced Gas-
cooled Reactor is a year ahead of schedule and we've made a
strong start on recovering all the intermediate-level waste
streams at the Trawsfynydd decommissioning site.

The success of the trials leading to the reduction of the
Technetium-99 discharges from Sellafield has been a major
technical achievement.

Westinghouse

The work to strengthen customer relationships meant another
strong set of results at Westinghouse. Turnover and profit before
interest and taxation (after asmall loss on sale of fixed assets) were
both ahead oftarget at £1,125 million and £52 million respectively
and the company took a record £1.58 billion in new orders.

The year saw more major contracts and the completion of others
won in previous years. Among the highlights, the business
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Chief Executive's review

completed its second repair and maintenance project at the
Qinshan site in China and made its first delivery of fuel to
Electricité de France (EDF). In the service sector, EDF named
Westinghouse as the leading supplier of steam generator
services for the second year running.

Nuclear Sciences and Technology Services (NSTS)
Our research and technology function has been restructured
and refocused to create the commercial NSTS division, as well
as the Technelogy Centre helping to preserve Britain's nuclear
capability for the future Turnover for the yearwas £132 million.
The change of name te Nuclear Sciences and Technology Services
signals a mere commercial and customer focused approach to
its activities in meeting the technical needs of the NDA.

Spent Fuel Services {SFS)

SFS increased its turnover by 18% to £107 million and recognised
profit of £18 million, The business has had another active year
responding to customers' requirements for recycling their spent
fuel. The year's highlights included renegotiating contracts to
give customers greater cost certainty in the face of pressures
arising from deregulated electricity markets. We also made 35
movements of spent fuel from Europe to Sellafield.

BNFL ALFA

Inits role of foreshadowing the NDA, BNFL ALFA is responsible
for the assets, liabilities and funds that will pass from BNFL to the
NDA on 1 April 2005. It is now working with the Department
of Trade and Industry's shadow version of the NDA, the Liabilities
Management Unit {LMU}, to help BNFL to understand the
NDA’s future requirements. It is setting progressively tougher
targets for British Nuclear Group and monitoring its ability to
carry out contracts on time, within budget and in a way that
maximises performance. The domination of MOX and Magnox
issues coupled with higher Sellafield costs and incentive fees
to other parts of BNFL meant that ALFA recorded an accounting
loss of £545 million before interest and taxation.

Energy Unit

The Energy Unit will look at keeping our nuclear expertise and
skills alive should the Government decide to embark on a
nuclear rebuilding programme.

Urenco

During 2003-2004, Urenco continued its expansion, increasing
its share of the world demand for enrichment services from
15% to 18%. It also entered into an agreement with Areva
for the sale of a 50% stake in its newly formed technology
subsidiary, Enrichment Technology Company Limited. The
transaction is expected to complete in the next financial year,
subject to the required governmental and competition clearances
being granted. Urenco is also progressing its plans to construct
a fourth enrichment plant which will be located in the United
States, the licence application is currently being processed.

BMFLs 33% shareholding in Urenco continues to provide the
Group with positive returns to both profit and cash flow. During
2003-2004, our share of Urenco's operating profits amounted
to £43 million.

Health, safety, security and the environment

While BNFL has always aimed for world class standards of health,
safety, security and environmental performance, the new
competitive regime makes it even more important to acquit
curselves exceptionally well in all these areas. Our customer,
the NDA, will expect nothing less and BNFL will not win contracts
unless its standards are exemplary.

The trends this year are very positive. We continued to improve
against all of our environmental and safety indicators and
exceeded many of our key targets. Our nuclear safety was the
best ever and we improved our conventional safety record with
lower scores for all our accident frequency rates.

As well as raising our own standards, we're working with the
Regulators to make sure that safety and sound practice are firmly
embedded in the NDA's system of penalties and incentives for
atl its contractors.
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Building trust

When | joined BNFL last August, | was delighted to find a clear
and widely promoted set of values that are consistent with my
own views on how this company should be run. Along with being
safe and environmentally responsible, these values speak to
excelling in our operations, generating value and profit, being
committed to the success of our custemers and acting with
integrity and respect for people.

Thelastis particularly pertinent. An open and trusting environment
is essential for the organisation to work and for people to give of
their best. Integrity and respect are also important externally.
This is an industry about which people have strong views, both
for and against. | see it as part of my job to encourage a free
and informed debate. As long as | am Chief Executive, we will
try to present the facts of the nuclear industry as simply and
transparently as possible so that all shades of opinion - even
if they disagree with us — can at least feel they trust us.

As the Chairman has indicated, BNFL has been moving in this
direction for a number of years. Last year saw the publication of
our first report on corporate social responsibility which went on
towin the ACCA (Association of Chartered Certified Accountants)
Award for Best First Time Social Reporter in February 2004.
The following month we were pleased to be ranked 43rd in the
Business in the Community Top 100 Corporate Responsibility
Index and in the Top Ten 'Best at Managing Environmental
Issues’ in the same index. The fact that public trust in BNFL, as
measured by MORI, has now returned to pre-1999 levels isan
indication of how far we have come in communicating openly
and honestly with our stakeholders.

Nuclear power in the future

Looking ahead, | echo the Chairman's view that Britain needs
an energy policy and we believe that part of our role is to help
protect Britain's nuclear skitls base for future generations. Given

the political commitment to reduce carbon emissions and make
greater use of non-CQ; energy sources, we're convinced that
nuclear power can make a valuable contribution to the UK’s
energy mix over the longer term.

in NSTS and our Technology Centre, we have a centre of excellence
for keeping BNFL at the forefront of nuciear technology and
nurturing the skills that Britain may need in the future. Through
Westinghouse, we own the most advanced reactor technology
—the AP1000—while our international research collaborations
are helping to develop new generations of reactors. In the UK,
our university alliances ensure that more academics are
engaged in nuclear research and are helping to attract new
talent into the industry. At the same time we are keeping alive
the knowledge and skills that will be needed if the Government
should decide to embark on a nuclear rebuilding programme.,

Prospects

Nearly a year into the job, I'm excited by the prospects. We
welcome the chance to operate in the new competitive UK
clean-up marketplace and are determined to play our part in
helping the NDA achieve its objectives. We believe, furthermore,
that BNFL has all the makings of a profitable and growing
enterprise. We're ready to compete and have the knowledge,
skills and experience to succeed.

Finally, my thanks must go to our retiring Chairman, Hugh Collum,

Hugh's influence on the company and the industry has been
immense and all of us in BNFL wish him every successin the future.

Mike Parker Group Chief Executive
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Highlights of the year

Highlights of the year

SINCE THE APPOINTMENT OF MIKE PARKER AS GROUP CHIEF EXECUTIVE
ON 1 AUGUST 2003, THE HIGHLIGHTS OF THE YEAR INCLUDED:

4 R
Strong improvement in operating performance —
ST RO N G O PE RAT | N Cu } higher rate of reprocessing and vitrification at
Sellafield; 5% increase in electricity generation;
P E R FO RMAN CE major new contracts for Westinghouse.
- /
e A
Safety, security and environmental standards CO N T | N U | N G
continue to improve with best yet nuclear and
environmental safety performance. { |M PROV EM ENT |N EHS&Q
o j
4 N
Restructuring of the company completed prior to the
BRI T I S H N U CLEAR formation of the NDA in April 2005, British Nuclear Group
Cl RO U P LAUN CH ED established as the focus of BNFL's clean-up operations.
N J
(
RESEARCH AND )
BNFL's research and technology function restructured to T E CH N O L O GY
meet the technical and commercial needs of the NDA.
RESTRUCTURED
- J
~ A
Westinghouse continues to win important new contracts.
WEST I N G H O U S E Now strongly positioned should the United States and
S U CC ESS ES Europe decide to build new nuclear power stations.
- Y,
4 A
Gordon Camphbell appointed as new Chairman having been N EW CHA' RMAN
a Non-Executive Director of BNFL since 1 August 2000. APPOINTED
- J
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Business review:
British Nuclear Group

-

1 Turbine maintenance at
Chapelcross power station.

2 Significant progress has been
made in the decommissioning

.
and clean-up of Sellafield plants. N

LAWRIE HAYNES
Chief Executive, British Nuclear Group

In May 2004, the Covernment Services Group relaunched itse!f
as British Nuclear Group, to become a specialist clean-up business
within BNFL, focused on the clean-up and decommissioning of
UK nuclear sites. its principal aim is to help the UK Covernment
achieve its clean-up programme quickly, safely and cost-effectively
—and to do so better than its competitors.

N
r N )
£’| 72"' m Restructured
’ to focus on
turnover decommissioning
in 2004 and clean-up in
the UK
VAN S j
Results
2003-2004
£m
Profit before interest and taxation 186
Total turnover 1.721
Average number of employees 13,688

Cost efficiencies and the start of a vigorous drive for better
operational performance are already showing results in British
Nuclear Group’s financial performance. Both Environmental
Services and BNFL Inc. had their most profitable year ever. By
achieving 141 of the 150 key targets set by BNFL ALFA, British
Nuclear Group earned a fee of £140 million — an increase of over
3% in both turnover and profit on the previous year.
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Business review: British Nuclear Group

British Nuclear Group EHS&Q performance

Sellzheld
M&C
Services

Environmentai

Magnox Services BNFL Inc.

Days Away Case Rate: T#
2001-2002 053*

2002-2003 039
2003-2004 0.22

024
038
0.12

0583
0.30
0.16

0.41
025
037

Total Recordable Incidence Rate: t#

2001-2002 1117 0.43 0.93 1.91

BNFL Inc. has one of the best safety records of all large US DoE
contractors and received eight awards from the National Safety
Council. However, it also received a notice of environmental
viglation from the Idaho Department of Environmental Quality
for a number of minor incidents that have since been corrected.

. BRITISH NUCLEAR GROUP PERFORMANCE AGAINST
| BNFL ALFA TARGETS

2002-2003 0.46 043
2003-2004 0.25 0.24

0.49
0.24

1.78
1.15

Organisational structure for 2003.

*Recalcu!ated following formation of Sellaheld Management and Operations Services to
allow year-to-year comparisans.

+BNFL employees + contractors.

#Rates based on 200,000 hours worked on a 12 month rolling period.

We are determined to keep improving our safety and environmental
performance. Qur target is zero incidents and the past year has
seen excellent progress. Capenhurst, Hunterston A and the
Windscale Advanced Gas-cooled Reactor project all achieved
exemplary safety records with zero recordable injuries during the
year. Hunterston A was one of only four facilities to receive the
prestigious ‘Scotland's Health at Work’ gold accreditation for
occupational health, Wylfa and Trawsfynydd also received gold
awards from the Welsh Assembly for managing safety at work.

Safety and environmental performance at our operating
Magnox power stations was good, remaining well within the
key performance measures and showing further improvement.
Magnox Generation won the ‘Electricity Sector Award' in
RoSPA's 2004 health and safety competition; this is based on
safety performance over the last five years and is an excellent
achievement. However, Dungeness A power station received
an enforcement notice relating to errors in sampling of liquid
discharges.

66 46 29

141

ACHIEVED

71 48 31

150

NUMBER OF BNFL ALFA TARGETS

A SELLAFIELD M&O SERVICES

B ENVIRONMENTAL SERVICES

C MAGNOX

ALFA TARGETS APPLY TO UK GPERATIONS ONLY
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1 The Thorp plant at Sellafield sheared
671 tonnes of fuel in 2004,

2 Decommissioning of the Windscale
ACR is a year ahead of schedule.

e

\
Electricity generation Magnox generated
target exceeded by 6% of the UK's
5 O/ electricity in 2004
Reprocessing
and vitrification
targets exceeded
/

Operational performance

The market we are about to enter will require us to progressively
improve our operational performance and only by achieving
real improvement will we be able to earn incentives from the
newly formed NDA. Targets previously set by BNFL ALFA have
already improved operational and financial performance across
our business, those for 2004-2005 are even more challenging.

Three year operating performance

2007-2002  2002-2003 2003-2004
Vitrification plant
containers to store 120 333 341
Thorp tonnes sheared 736 502 671
Magnox tonnes decanned 786 765 1,038
Electricity output TWh 16.8 17.6 16.6

Project success. Magnox repracessing at Sellafield

Magnox repracessing celebrated this year after reprocessing over
1,000te of spent fuel including 1251te of legacy fuel, a notoricusly
difficult type to reprocess. With the announced closure dates
of the UK's Magnox power station fleet, hitting our reprocessing
targets is essential if the declared dates are to be achieved in
time for the closure of the Magnaox reprocessing plant by 2012,

Project success: Magnox electricity generation

At Magnox, we generated 5% more electricity than our target
due to the continued good performance from Dungeness A,
Sizewell A, Wylfa and Oldhury. This impressive performance
is due to investment in improvement projects which have
delivered reduced outage duration. We have also applied
techniques developed for planned outages to reduce the
impact of unplanned losses.
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Business review: British Nuclear Group

During the year Sizewell A generated its one hundred billionth
kilowatt hour of electricity since it started up in 1966 —enough
electricity to meet the needs of the whole of England and
Wales for about six months,

Oldbury power station had its best year ever with an output of
3.7 terrawatt hours.

We beat ourtarget for sending spent fuel to Sellafield by around
13% and reached our threshold for despatches of fuel from
power stations coming off line. Despite the slow start after the
closure of Bradwell power station in 2002 we are now on track
to meet our revised, but later, target defuelling date.

Alongside these operational successes, however, a number of
targets have yet to be achieved specifically at the Sellafield MOX
Plant. Commissioning at SMP has been stower than anticipated,
however a significant amount of work is underway to resclve
production issues. Elsewhere, a project to remove redundant
pipes under the Irish Sea was delayed because of technical and
weather problems and a centract to construct a putrescent
waste disposal facility has been terminated, following an incident.
The project remains on hold, pending an internal inquiry.

Decommissioning and clean-up capabilities

With decommissioning successfully completed at two UK
research reactors —the Scottish Universities Research Reactor
near Glasgow and the 1C1 Triga Mk 1 Reactor at Billingham —
we have continued to strengthen our reputation for solving
complex decommissioning problems.

Project success: Windscale AGR

The Windscale Advanced Gas-cooled Reactor {WAGR)
decommissioning project is a year ahead of schedule. We
demonstrated our ability to provide innovative tailored solutions
by using hot gas cutting methods to decommission a commercial

sized gas-cooled reactor. This transferable technology enabled
faster and more economical decommissioning of the vessel and
delivery of waste in an easy to handle form.

BNFL Inc. has made good progress on a range of environmental
clean-up contracts in the United States. Two contracts have
dominated: East Tennessee Technology Park (ETTP) and the
operation of the Advanced Mixed Waste Treatment Plant
(AMWTP) in tdaho. Both projects have continued to perform
to the targets established last year. The coming year will see
the completion of operations at ETTP and the start of waste
shipments from AMWTP.

Working with our stakeholders

British Nuclear Group places great importance on winning and
keeping the confidence of its stakeholders. Thanks in part
to our good relationships with local communities, we gained
the intermediate-level waste safestore planning consent at
Trawsfynydd from the Welsh Assembly and the ‘Consent to
Decommission’ at both Hinkley Point A and Bradwell power
stations from the Nuclear Installations Inspectorate. This is a
landmark, permission granted for the first time to decommission
nuclear power stations under new legislationintroduced in 1999.

Preparing for 2005

As well as carrying out its existing activities, British Nuclear
Croup has been working hard to be ready for its newrole as a
supplier ofclean-up services to the NDA. A strong and experienced
management team has been put in place to drive the necessary
changes — instilling greater commercial acumen, tightening
financial controls, developing consistent policies and pracedures,
integrating processes and systems across the business and in
every way preparing the company for the new, competitive
marketplace. Although much remains to be done, the team has
made excellent progress during the year.
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Business review:

Westinghouse

4 )
Record new orders of
£1,125m
turnover
In 2004
N Y,
2003-2004
- STEPHEN TRITCH fn
; Chief Executive, Westinghouse Turnover 1125
Profit before interest and taxation;
Westinghouse provides fuel, services, technology, plant design Before amortisation of goodwill* 93
and equipment to the worldwide nuclear electricity industry. Its AR feation of aoodwill” =
main goal is to help customers produce safe, low-cost, reliable eramortisation of goodwl
and environmentally friendly electricity. Nearly halfthe nuclear  Orders enteted 1,580
power plantsin operation around the world use Westinghouse
technology. Average number of employees 7,665

Results

Aworldwide resurgence of interest in nuclear power and further
efforts to strengthen customer relationships helped Westinghouse
to another impressive set of results. In 2003-2004, the company
exceeded itstargets for turnover, cash flow and profitability while
logging a record £1.58 billion in new orders.

*Profitsstated in the table above include a small loss on the sale of fixed assets of £2 million.
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Business review: Westinghouse

1 Inthe United States, Westinghouse
entered into a comprehensive
alliance-type relationship with
Constellation Generation Group,
operator of a fleet of nuclear power
plants including Nine Mile Peint
in New York.

TN

2 Westinghouse continues to
move nuclear technology forward
with development of advanced
technologies like the AP1000.

3 Westinghouse continues to develop
a strong fuel manufacturing

fWorldwide worker safety
performance improved by

28%

\

business serving nuclear plant
eperators throughout the woerld.

4 In China, Westinghouse completed
a major reactor vessel nozzle
project ahead of schedule at the
Qinshan site,

Safety

While achieving these results, Westinghouse also improved
its worldwide objective for worker safety by 28%, At the now-
closed fuel fabrication facility in Hematite, Missouri, where a
decontamination and decommissioning project is under way,
Westinghouse has completed two consecutive years without a
single recordable accident.

Contracts

During the year, Westinghouse gained more major contracts while
fulfilling a series of landmark contracts achieved in previous
years. The completion of the Qinshan Phase 11, Unit 2 reactor
vessel nozzle project ahead of schedule marked the second
successful repair and maintenance operation at this Chinese
site inthe last three years. In addition, Westinghouse made its
first delivery of nuclear fuel to EDF —amajor breakthrough inan
important market. In the service sector, EDF ranked Westinghouse
as France's number one supplier of inspection, maintenance and
other steam generator services for the second consecutive year,
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Westinghouse has three main business units:

Nuclear services

PROVIDES MAINTENANCE AND REPAIR SERVICES
INCLUDING EQUIPMENT AND ENGINEERING FOR
CUSTOMERS OPERATING NUCLEAR PLANTS.

Nuclear fuel

PRODUCES FUEL PRODUCTS, MATERIALS AND
COMPONENTS, AS WELL AS SERVICES, AND
TECHNOLOGY FOR CUSTOMERS OPERATING PWRS,
BWRS, VVERS, AGRS, AND MAGNOX REACTORS.

Nuclear power plants

OFFERS PLANT DESIGN EXPERTISE, EQUIPMENT,
AND COMPONENT MANUFACTURING FOR
CURRENT AND FUTURE GENERATIONS OF
NUCLEAR POWER PLANTS.

New plants
With more countries now taking the decision to build new nuclear
power stations, Westinghouse has strengthened its presence in
this segment.

More than 30 nuclear power plants are currently under construction
around the world, most are in Asia where Westinghouse is active
inSouth Karea's vigorous new plant programme. In the United
States, seven major plant operators joined Westinghouse
and General Electric in March 2004 in forming a consortium to
work with the US DoE. The aim is to demonstrate and test a new
licensing process for obtaining a combined construction and
operating licence of the kind required to build advanced nuclear
power reactors in the United States.

The AP1000 — the Westinghouse design that is widely hailed
as the world's most advanced nuclear power plant — received
its draft safety evaluation report from the US Nuclear Regulatory
Commission (NRC) in lune 2003. It is also on schedule to
receive final design approval from the NRCin 2004. As a result,
Westinghouse is well placed for new plant projects in the
United States where the government publicly supports the
construction of at least one new plant by 2010.

Westinghouse will bid the AP1000, as China is expected to
issue a tender offer for its next generation of nuclear power
plants soon.

Servicing existing plants

While the resurgence of the new plant segment provides exciting
opportunities, Westinghouse's success depends on its ability
to keep providing replacement fuel along with maintenance
and other services at a quality and cost that will help make the
existing fleet of nuclear plants even more competitive with
plants based on fossil fuels.

To this end, Westinghouse continues to strengthen its customer
relationships. Notable during the year was the company’s
strategic alliance with Constellation Generation Group that
gives Westinghouse the opportunity to contribute to, and be
rewarded for, improvements in operating efficiency in the
Constellation fleet.

Also during the year, Westinghouse won a number of traditional
fuel and service contracts, including:

¢ Athree-year award from TVO in Finland to provide boiling
water reactor (BWR) fuel to the Olkiluoto 2 nuclear power
plant.

¢ Acontract from Nuclear Management Company to replace
five reactor vessel heads at plants in the Upper Midwest of
the United States.

¢ A sole-source award to provide replacement parts and
services to Pacific Gas & Electric's Diablo Canyon nuclear
power plant.
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Business review: Westinghouse

Investments

With support from BNFL, Westinghouse made a number of
investments to improve its future financial performance and
maintain its market leadership. The main investments were:

s The formalisation of the company's minority stake (24.5%)
in the LES partnership, a consortium of Westinghouse, Urenco
and key utilities that intends to build an advanced uranium
enrichment facility in the United States.

s Anannouncement of intent to acquire a controlling interest
in PaR Nuclear, a leading provider of new equipment and
maintenance services for refuelling systems and reactor
containment and spent fuel building ¢ranes.

* A teaming agreement with Master-Lee Energy Services
that enhances Westinghouse's ability to provide refuelling
and reactor coolant pump and motor services.

¢ Expansion of the company's fuel fabrication facility in
Columbia, South Carolina to accommodate the production
of BWR fuel to complement the wide range of pressurised
water reactor (PWR) fuels already manufactured there.

Customer relationships

To provide even better service to customers around the world,
Westinghouse hasinitiated a process improvement programrme
called ‘Customer 1st. This aims to improve the company's operations
while making it easier for customers tc do business with

Westinghouse. A Customer Advisory Board consisting of 11
top nuclear utility executives from Europe, Asia and the United
States will ensure that ‘Customer 1st’ maintains its focus and
that Westinghouse continues to provide the highest quality
products and services ina manner that totally fulfils the needs
of its customers,

The next generation

The revitalisation of the worldwide nuclear power industry has
had a positive effect on public perception, particularly among
the young who are now showing greater enthusiasm for a
career in the industry. To encourage this interest, Westinghouse
has expanded its college intern and recruitment programmes
and has, over the fast five years, hired more than 300 young
engineers and technologists direct from university. This contrasts
with virtually no recruitment of young people through much of
the 1990s. The programme will accelerate as demand for nuclear
power increases as existing plants extend their licences and
new plants are built.

Preparing for 2005

As part of the restructuring of the UK nuclear industry, from
1 April 2005 ownership of Westinghouse's UK nuclear fuel
operations at the BNFL Springfietds site will transfer to the
NDA. Westinghouse will continue to manage and operate
the site under an M&0 arrangement with the NDA. As a
consequence, income to Westinghouse will be in the form of a
management fee commensurate with the level of risk assumed
by a management contractor.
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Business review:

Nuclear Sciences and Technology Services

PETER BLEASDALE
Chief Executive, Nuclear Sciences and Technology Services |

NSTS is a new business group that has come out of our recrganised
R&T function to serve the NDA and other external customers.
it will provide nuclear research, development and scientific
services on a commercial basis.

Following the restructuring of the industry in 2005, NSTS will
provide support to the NDA, site licence companies and other
customers. NSTS is also engaged in the promotion of nuclear
research and development in academic institutions across
the country.

Results

NSTS turnover for the year was £132 million. Products and
services supplied to BNFL customers amounted to £123 million,
including £28 million for work carried out on the new BNFL
Technology Centre on behalf of BNFL ALFA. Sales to external
customers, including British Energy and the Ministry of Defence,
totalled £9 million.

Due to changes in BNFL's customer programmes, anticipated
income fell during the year by £10 million. NSTS managed this
reduction to ensure no adverse effect on the overall financial
results of BNFL or NSTS.

/

1 The BNFL Technelogy Centre at
Sellafield, a centre of excellence
for research and technology.

2 A robot manipulator developed
by BNFL to work in radioactive
environments.

30




Business review: Nuclear Sciences and Technolegy Services

2003-2004

fm
Turnover 132
Profit before interest and taxation 7
Average number of employees 910

NSTS numbers are included in the corporate business segment in the Notes ta the accounts.

Safety

During the year, excellent safety performance was achieved with
NSTS's OSHA rates the best since 1998 and behavioural safety
observations significantly increased. NSTS also won a highly
prestigious RoSPA Sector Award, which reflected commitment to
safety. The award took account of excellent overall performance
and supporting initiatives such as safety leadership, behavioural
safety, operational experience feedback and other projects driving
the development of a safe operating environment.

Preparing for 2005

NSTS has been preparing for the restructuring of the nuclear
industry inthe UK. NSTS will become a fully owned BNFL subsidiary
from 1 April 2005. This signals a transformation for N5TSand a
separation from the Group Technology function.

Responding to Government requirements, NSTS will seek to
establish long-term stability and sustainability as a national
capability, contributing to nuclear liability cost reductions while
achieving reasonable income and profit margins.

The overriding objective of NSTS's transformation plan is to
create a ‘customer focused and business aware’ operating
culture. Management and business processes have already
been strengthened and streamlined,
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tn finalising the organisational structure of NSTS, the decision
has been taken to transfer the Safety and Environmental Risk
Management (S&ERM) function to British Nuclear Group.

Achallenging and successful year for NSTS has provided many
insights into the new competitive environment, Building on its
successful record, NSTS is well placed to succeed as a customer
focused, nuclear sciences and technology services provider. Its
future development will continue to be guided by the needs of
its customers, Regulator, Shareholder and other stakeholders.

Contracts

In preparation for its trading subsidiary role, NSTS has been operating
as asupplier to BNFL ALFA as it shadows the future role of the
NDA. This arrangement will continue during 2004-2005.

Under formal agreements with ALFA and British Nuclear Group,
NSTS has met rigorous cost control and effectiveness targets
and a range of other demands for products and services. These
included technical support to improve the management of
existing facilities, site remediation activities and other initiatives
such as the University Research Alliances that are leading a
revival in the study of nuclear sciences.

NSTS

CREATES A COMMERCIAL FOCUS
FOR RESEARCH AND TECHNOLOGY
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Business review:

Spent Fuel Services

. DAVID BONSER
Director, Spent Fuel Services

SFS acts as the point of contact for utility customers in the UK
and overseas that send used fuel to Seflafield for recycling. It
handles sales and contracts, dealing both with utilities and with
Management Services Sellafield (operator of the reprocessing
and MOX plants) to ensure that customers’ requirements are
met. It also provides a rail and sea transport service, primarily
for bringing spent fuel to the reprocessing plants and returning
MOX fuel to customers.

Results
2003-2004
fm
Turnover 107
Profit before interest and taxation 18
Average number of employees 494

Ahead of the formation of the NDA, the customer liaison side of
SFS has operated according to an agency agreement whereby
SFS is paid a retainer and incentive fee related to the value it
generates for the site owner — currently BNFL ALFA but
eventually to be the NDA, This arrangement made a positive
contribution to earnings in 2003-2004,

Vs
1 Fuel for reprocessing at Seilafield
is unlcaded at Barrow.
2 BNFLs European fuel transport ship
Atlantic Osprey.
\-

~
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Qn the transport side, SFS has retained ownership of its various
operations —the UK rail subsidiary, Direct Rail Services (DRS),
and the marine service, International Transport. Despite a good
performance in the UK and by the Japanese business, the $FS
European business once again made an overall loss, mainly as
a result of low velumes and high fixed costs.

Safety and quality

During the year, safety performance has continued to show
improvements with a Total Recordable Incidence Rate (TRIR)
below 0.6. DRS maintained its good safety record and, for a
further year, recorded no signals passed at danger.

For the first time this year, SFS as a whole gained 150 9001
quality certification and I1SO 14001 environmental certification
for its company-wide management systems. It also retained
other approvals for its subsidiaries.

Operational highlights

We continue to respond to our customers' requirements for
recycling spent fuel, recovering the uranium and plutonium,
treating the residual waste and either returning or disposing of
it at Sellafield. We revised contracts with anumber of customers
to offer them greater certainty as to the long-term costs of such
services. We also contributed to the Government consultation
on proposals to allow overseas customers to accept smaller
volumes of high-level waste in place of greater volumes of low
and intermediate-level waste — a move designed to cut the
number of shipments.

Although the Sellafield MOX Plant (SMP} had a disappointing
year with slower than expected progress in its commissioning,
fuel assembly manufacturing has been successfully demonstrated
and we are on track to implement measures that ensure we
meet Japanese fuel manufacturing quality requirements and
have gained approval for SMP to manufacture pellets and rods
for European PWR fuel.

The past year saw the completion of 35 movements of spent
fuel from Europe to Sellafield. In order to provide a secure route
for future returns of waste to the Continent, we have re-sited
our Dunkirk terminal and used it successfully since September

2003, Qur international shipping subsidiary, PNTL, completed
two further voyages from France to Japan as part of the waste
return programme. The rail business in the UK had a record
year with around 900 flask movements and a growing volume
of non-nuclear, commercial traffic.

We have alsg been reviewing and upgrading the assets within
the business. DRS has introduced ten new Class 66 locomatives
and fitted the mandatory train protection warning system
(TPWS) to all its other locomotives. We have also begun
investigating a new, more efficient design of MOX ship with a
view to replacing existing vessels in due course.

We continued to support the commissioning of a new
reprocessing plant at Rokkasho in Japan. We also undertook
studies and offered assistance to utilities in Ukraine, China, South
Korea and France on various aspects of design, development
and the licensing of proven nuclear technology from the UK,

Preparing for 2005

Finally, we contributed to the debate on establishing an effective
service arrangement for our new customer, the NDA. While the
business model is still evolving and there is more work to be done,
it is clear that SFS will act as the hub of a triangular relationship
between the NDA, Management Services Sellafield and our
various utility customers. The necessary legal, contractual and
organisational arrangements will continue to be developed
ahead of the expected transfer on 1 April 2005.

35

EUROPEAN FUEL MOVEMENTS
COMPLETED IN 2004
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BNFL ALFA

| DAVID BONSER
Director, BNFL. ALFA

The aims of BNFL ALFA are to drive change in BNFL by being a
consistently demanding and challenging internal customer while
performing exceptionally well as a safe, secure, environmentally
responsible and cost-effective liabilities manager.

A crucial role

For the last two years, BNFL ALFA has had responsibility for all
the BNFL assets, liabilities and funding that we expect to pass
to the NDA on 1 April 2005.

BNFL ALFA drives change in BNFL by acting as a consistently
demanding and challenging customer within the BNFL internal
market. In close partnership with the Department of Trade
and Industry’s LMU, BNFL ALFA is helping the Company to
understand the future requirements of the NDA and to perform
accerding to the demands that are likely to be placed uponiit.
This ensures that British Nuclear Group, Spent Fuel Services,
Nuclear Sciences and Technology Services and Westinghouse
— 5pringfields are ready to compete for contracts to manage
and operate the assets once they have passed to the NDA.

Inthe run up to this financial year, BNFL ALFA placed internal
contracts for 2003-2004 for the management and operation
of BNFL ALFA's assets. These contracts contained a strong focus
on meeting targets safely, securely and in a way which protects
the environment as well as meeting operational and project
targets that required higher performance against the LMU's
requirements for programme management.

Contractors are also incentivised to manage BNFL ALFAS income
streams — such as electricity generation and Thorp operations
— and to keep costs within targeted amounts. The contractors'
performance against all targets is regularly reviewed and
challenged by BNFL ALFA and the LMU.

Results
2003-2004
£m
Turnover 1,449
Loss before interest and taxation* 545
Average number of employees 32

*The loss stated above includes a small profit of £6 million on the sale of fixed assets,

Turnover increased to £1,449 million (2003: £1,373 million)
and the loss before interest and taxation is £545 million
(2003: £358 million before operating exceptional items).
This reflects challenges such as the performance of Sellafield
MOX Plant, additional Sellafield costs and falls in the market
price of electricity.

Contractor performance during the year

Sellafield Management and Operations Services
Performance against many targets has beenranked as ‘excellent
Much effort has been devoted to formulating arrangements
for programme management in conjunction with the LMU. Life
Cycle Baseline Plans (LCBLs) and Near Term Work Plans {NTWPs)
have been created, together with supporting systems and
procedures. The Sellafield and Drigg NTWPs scored among the
highest in the country and were deemed to be an exampie of
best-in-class.

Operational activities have continued to improve with both
Thorp and Magnox Reprocessing plants performing very well.
Magnox Reprocessing exceeded 1,000tes for the first time in
eight years. Processing of legacy fuelin the Sellafield Fuel Handling
Plant resulted in a lowering of stocks from 67 0tes to 485tes,
a significant contribution to hazard reduction. Vitrification of
high-level waste and storage of vitrified product has progressed
well and delivered real reductions in hazard. The success of the
TPP trials to remave Technetium-99 are the culmination of
several years of multi-disciplinary work.

Strategies for ‘safer, faster, cheaper remediation, with particular
emphasis on older and redundant ponds and silas, have been
developed. The removal of the plutonium contaminated materials
{PCM) inventory from Drigg site and aged on-site stores to new,
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purpose-built PCM stores has progressed well and a further PCM
store is scheduled to be completed on target. These activities
reduce hazard relating to the storage of intermediate-level waste

Work is underway to start improving the performance of the
MOX plant which is still not performing as scheduled.

Reactor operations contract

The key features of this year's contract performance were
beating the target for generation output, exceeding plan for
the transfer of spent fuel and further decommissioning work
while also improving safety and environmental performance.

The reactor operations contract covers the whole lifecycle of reactor
activities from generation through defuelling to decommissioning
at the reactor sites run by Magnox Generation and includes early
decommissioning work by Environmental Services. During the
year, the Nuclear Installations inspectorate granted permission
for the decommissioning programme at both Hinkley and
Bradwell, a significant step in preparing the way for cleaning
up these reactor sites.

Decommissioning contracts

Environmental Services has managed the decommissioning
programme on four sites — Berkeley, Capenhurst, Hunterston
and Trawsfynydd. Safety standards have remained high with,
for example, Hunterston into a third year without a tost-time
accident. Contract targets have been met across a broad front,
the main requirements being the recovery of waste streams at
allthe sites. Visible progress has been made at Trawsfynydd with
the demolition of the turbine hall. The overall decommissioning
project at the site can now proceed with confidence following
planning approval to construdt an intermediate-level waste store
and to convert the reactor buildings into safestore structures.

Spent Fuel Services

The contractual requirements placed on SFS by BNFL ALFA
were designed to ensure excellent delivery for utility customers
and value for BNFL.

Progress on arrangements for waste returns, strategic scenario
analysis and support for NTWPs and LCBLs has begun to create

anorganisation that focuses on LMU /NDA requirements. In all
parts of the business, including International Transport, it is
now developing activities that will support NDA contracts.

Nuclear Sciences and Technology Services

Working with NSTS, BNFL ALFA has developed a programme of
work that satisfies near-term site needs while also maintaining
the levels of technical excellence that are vital to underpin the
UK's nuclear programme over the longer-term,

Preparing for 2005

In the final year before the establishment of the NDA, BNFL
ALFA has in place contracts which replicate the contracts we
expect the NDA to award. This has been achieved by working
closely with the LMU and the UK’s Regulators in preparing
contracts and identifying the areas for incentivisation.

The overall focus of BNFL ALFA's final year will be to act as
closely as possible as we expect the NDA to act and, through
our contracts, to concentrate on implementing change in BNFL
and being an innovative liabilities manager, We will also work
closely with the DT, Regulators and the emerging NDA to
ensure a successful transition to the new regime.

BNFL
ALFA

IMPLEMENTING CHANGE AND
IMPROVING PERFORMANCE
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Commercial and social responsibilities

-
Our goal is to be an economically viable,
environmentally responsible and socially
beneficial company that is fully accountable
for its performance.

.

Corporate Social Responsibility

We recognise that we cannot succeed financially without also
protecting the environment and contributing to the good of
society. Corporate Social Responsibility {CSR} is about meeting
our respensibilities in all these areas. It underpins the way we
do business and is part of our values and principles.

Managing CSR

The year has seen further developments in the way we manage
our CSR activities. At the top level, CSR will be the responsibility
ofthe Environment, Health and Safety (EH&S) Board Committee.
In addition, our Chief Executive, Mike Parker, leads an Executive
Group on CSR that meets at least twice a year. Westinghouse
and British Nuclear Group now have strategies for handling CSR
within their own businesses.

Stakeholder dialogue

The BNFL National Stakeholder Dialogue, established in 1998,
will come to anend in October 2004. Intended to inform BNFLs
decision-making on environmental issues, this successful
initiative has led to a series of independent reports by stakeholder
working groups on issues such as waste management, plutonium
and security.

The Dialogue has also looked at social and economic issues
affecting the company, resulting in a number of economic studies
on the impact of Sellafield on West Cumbria. The process has
also helped to inform the DT| on the setting up of the NDA.

BNFL in the community

Every business has animpact on the society in which it operates.
At BNFL we recognise our responsibility to make a positive
difference, to treat our neighbours with respect, to earn society's
trust and to demonstrate our commitment to local communities,

Education
BNFL is committed to supporting national, regional and local
education schemes at all levels.

Through the Engineering Eduscation Scheme, we support anumber
of projects to develop the skills of young people. Sixth formers
are offered hands-on experience in solving real engineering
problems leading to a better understanding of engineering as
a profession.

Our Yottenfews environmental education project provides an
outdoor learning resource for schools and other groups. Based
at the Sellafield Visitors Centre children can experience wildlife
habitats and activities such as pond dipping.

inthe US, Westinghouse supports an ‘in-roads’ programme that
promotes the development and education of college students
through training and placements. BNFL Inc. has supported the
Teacher of the Year awards which recognise excellence among
teachers and the important role they play.
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Commercial and social responsibilities

1 BNFL routinely monitors the
environment around its plants.

2 Engineers ofthe future participate
in BNFL's young engineers scheme.

3 David Bonser collects the ACCA
Sustainability Reporting Award
2003 from Baroness Young.

5

Through the Magnox Business, our partnership with the
Association for Science Education continues to develop. Last
year over 200 schools took part in the Association’s Science
Challenge competition,

Community investment
We continue to invest in and be involved with, the communities
near our sites. Qur community investment policy focuses on
areas where we believe we can add the most value and often
tackles difficult social issues.

In partnership with the Whitehaven Community Trust in West
Cumbria, we have helped to create a hostel for homeless young
people. Its contribution supports the Government's drive to
tackle sacial exclusion.

In Sweden, we work in partnership with the community to support
education and sports activities that benefit both the business
and local people.

We support the Foyer Federation, cne of the UK's leading youth
organisations. The Workbank project hetps to formulate a personal
action plan for ten young disadvantaged residents, enabling
them to build the skills to move forward into further training
or employment.

Employee involvement
We actively support those members of our workforce who
volunteer their time and commitment in helping athers.

Employees in the UK and the US wha contribute outstanding
personal service to their communities receive recognition in
the form of a grant for their nominated charity. Our Community
Service Award scheme enables employees to develop their
voluntary activities in areas such as community fundraising
and recreational programmes,

Through mentoring, facilitation and teambuilding activities,
our employees continue to support ‘businessdynamics’ a UK
charity that aims to bring business to life for young people.

In the US, Westinghouse co-ordinates the Rube Goldberg
Contest that encourages high school students in engineering
to transform everyday material into innovative machines. Over
50 engineers contribute to the annual competition as mentors,
judges and volunteers,

Economic regeneration

We recognise that our licence to operate depends upon our ability
to ensure the trust and support of the communities in which we
operate. For this reason, we aim to play our part in creating
self-sustainable communities and increasing the prosperity of
local regions. As part of this effort, we support and encourage
individuals and businesses in developing the skills to manage
their own future.
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1 School children participate in
classrcom activities at Sellafield
visitors centre,

2 BNFL has established strong
academic links through its
university research alliances
inthe UK.

3 Westinghouse employees in
Celumbia, USA donate their
time and dollars in supperting
the local community.

Our partnership with the West Cumbrian Development Fund
(WCDF) supports the balanced economic regeneration of West
Cumbria. This work builds on the 'Big Tick award we received
last year from Business in the Community. It has been further
reinforced by a recent tri-party agreement with Lancaster
University Management School, BNFL and WCDF to commission
an action programme on the theme of social entrepreneurship
in West Cumbria.

Business in the Community survey

This is the second year that we have taken part in Business in
the Community’s Corporate Responsibility Index and we were
pleased to be ranked 43rd in the ‘Top 100 Companies that
Count Our overall score improved from |ast year and we aim
to continue this improvement with the help of feedback from
Business in the Community.

ACCA award

Published in 2003, our first CSR Report was well received and
gained the Best First Time Social Reporter’ award in the Association
of Chartered Certified Accountants (ACCA) Sustainability
Reporting Awards 2003. This success endorses our determination
to communicate with our stakeholders in an open and transparent
way. The judges commented on the fact that we had directly
addressed some major concerns and had not shied away
from delicate issues. We aim to build on this success in our next
CSR Report.

Environment, health, safety and quality

Nothing is more important to BNFL than the health and safety
of its workforce, contractors and the public and the protection
of the environment. We are rightly expected to maintain high
standards and we take our responsibilities extremely seriously.
We also recognise that being safe and environmentally responsible
is not only a moral duty, but an integral part of good business
and essential to generating value and profit,

We have made enormous strides over recent years inimproving
our environment, health, safety and quality (EHS&Q) record. For
BNFL, regulatory standards are the minimum level of performance
and our target is excellence in all areas of our operations. We
therefore review our performance every year and constantly
seek ways to do better in the future.

This year's performance

During 2003-2004 we continued to improve against most of
our environment and safety indicators and achigved all four of
our key company targets.

Our nuclear safety performance continued to improve dramatically
with the number of events categorised as ‘anomalies’ on the
International Nuclear Event Scale (these being the lowest level
of incident) falling to five. There have now been no events at
higher levels on the scale for three years.
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Our aim Is to continue to be safe and
environmentally responsible.

We have maintained our stringent contrels over the amount of
radiation to which our workers are exposed. As in previous years,
all our employees received less than the relevant national
regulatory limits —in most cases, significantly less. In 2003 our
average radiological dose for all classified employees and workers
supplied by agencies was 0.87 mSv.

In February 2004, the Committee on Medical Aspects of Radiation
in the Environment published a report re-examining data from
ten studies conducted over the last 15 years to determine whether
radiation exposure on the part of parents can affect unborn
children with outcomes such as miscarriages or stillbirths. The report
found little evidence linking adverse outcomes to parental exposure.
The only human studies suggesting effects were conducted on two
groups of workers who received higher radiation doses than
workers experience today and are not corroborated by similar
findings from other studies or other sites.

We have also improved our conventional safety as shown by
the accident frequency rates of our employees and agency
workers. We surpassed our Days Away Case Rate target of no
mare than 0.34 per 200,000 heurs worked with a year end
figure of 0.27 while our Total Recordable Incidence Rate fell to
0.65 per 200,000 hours worked compared to 0.89 last year.
We also achieved our (UK-only) target for reportable ‘Dangerous
Occurrences’. These are non-nuclear related and cover arange
of events such as failures of lifting equipment.

BNFL is highly regulated and subject to a wide range of
environmental and safety reguirements. There is, therefore, the
potential for non-compliance if excellence is not continuously
maintained. Regrettably, we were prosecuted twice in 2003-2004
for conventional safety events in the previous year. We also
received two statutory notices from the Health and Safety
Executive in the UK and three Notices of Violation in the US.

In the UK we maintained most of |ast year's major reduction in
the number of non-compliances with environmental discharge
authorisation limits and conditions. This year, there were only
four, none of which had a significant effect on the environment.
We also received an enforcement notice relating to errors in the
sampling of liquid discharges from Dungeness A power station.
We are however committed to further improving our performance
to achieve our ultimate aim of no non-compliances. While four
non-compliances was a slight increase on last year's two, it
remains a major improvement on the 14 of the previous year.

Certifications and awards

All our UK nuclear sites and our Vasteras fuel fabrication plant
in Sweden have retained their certifications to the 1SO 14007
International Standard for Environmental Management, as has
our International Transport operation. Our DRS subsidiary gained
certification to this standard for the first time.
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For a number of years we have taken part in Business in the
Environment's Index of Corporate Environmental Engagement
and Corporate Responsibility Index. This year we improved our
performance on both indices and were listed in the Top Ten
companies for managing environmental issues.

Our safety performance has also been recognised externally
with 20 awards from the Royal Society for the Prevention of
Accidents including the electricity and research and development
awards for best performance in those sectors. In the US, we
have retained three Star Awards under the Voluntary Protection
Programme. Approval into the programme is official recognition
of the outstanding efforts of ernployers and employees who
have achieved exemplary occupational safety and health.

More information on our EHS&Q performance will be available
inour CSR report to be published this autumn.

The quest for constant improvement

BNFL has placed considerabie emphasis on improving its EHS&Q
culture. Here we have recognised four areas in which we need to
keep improving —leadership in EHS&Q, better communications,
promoting learning and involving all our people as much as
possible. This work has been proceeding with the support and
encouragement of our employees and their representatives.

Cur programme of behavioural observation, under which people
take time to work directly with others 1o reinforce good practice
and improve performance, has been extended into new areas.
A large proportion of our workforce is now actively invaolved in
this programme in several parts of the company.

Learning from experience is also vital if the pace of improvement
is to be maintained. To this end, BNFL sites share experience
with many outside companies and organisations. The aim of these
links is to draw lessons from specific events within and outside
the company even from those unrelated to the nuclear industry
—arecent example being a review of the organisational lessons
from the tragic Columbia Shuttle disaster.

As part ofits liaison with other organisations, BNFL Inc. recently
hosted a meeting of the Department of Energy's Society for
Effective Lessons Learned Sharing in Denver, USA,

Preparing for 2005

BNFLs new structure and the formation of the NDA have
important implications for the company's EHS&Q performance.
High standards will be vital in meeting the needs of our customers
andin helping British Nuclear Group to become the NDAS supplier
of choice.

Key performance indicators

Target Outcome Achieved
Days Away Case Rate for BNFL employees and agency-supplied workers
{per 200,000 hours worked) {Global measure) <0.34 0.27 v
International Nuclear Event Scale Level 1 Events (anomalies)
(Global measure) <18 5 v
Dangerous Occurrences (UK only)
(As defined in the Reporting of Injuries, Diseases and Dangerous Occurrences
Regulations and the Electricity Safety, Quality and Continuity Regulations) <15 11 v

Nor-compliance with environmental discharge authorisation limits and conditions (UK only) <11 4 v

Some of the above targets cover our UK operations only because they relate to specific UK regulatory defmitions.
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LEADERSHIP TEAMS ARE PREPARING
FOR THE COMPETITIVE MARKETPLACE

To assure our Chief Executive and our Regulators that the
company’s new structure will continue to support the highest
EHS&Q standards, BNFL has formed a company-level safety
cemmittee which is broadly equivalent to the nuclear safety
committees covering our sites activities. This will scrutinise key
organisational changes that may have an impact on EHS&Q and
will monitor their implementation.

As well as constantly seeking to improve our own EHS&Q
standards, we are working with our Regulators to make sure
that the NDAs system of penalties and incentives encourages
high EHS&Q standards among all its contractors. We are also
seeking to clarify and simplify the way we interact with our
EHS&Q Regulators to improve our warking relationships and
ensure we meet their requirements more effectively.

Our people

The creation of British Nuclear Group as a commercial organisation
in a competitive marketplace presents new challenges for
BNFL. In particular, we need to combine new commercial and
customer management skills with our technical and cperational
expertise and high standards of safety, security and enwironmental
management.

41

fn response to the challenges, we have, over the last year,
undertaken a major leadership reviewin the UK to help prepare
our leadership teamns for the new competitive marketptace, We
have identified skill gaps and brought in new skills, particularly
to improve our commercial cutting edge.

We aim to be an employer of choice for high-calibre graduates
in commercial, engineering and scientific disciplines. We are
proud that our fong-term commitment to graduate recruitment
and development has again been recognised in our position
as a Times Top 100 Graduate Employer’. Our comprehensive
two-year graduate development programme ensures that all
our graduates have the technical, commercial and leadership
skills they need to launch their careers. The technical element of
this programme is accredited by many relevant institutes. We
also encourage all employees to continue their development
by joining appropriate professional institutes.

To accelerate the careers of talented individuals, we have
also intreduced a company-wide three-year leadership
development programme for a small number of high-potential
graduate managers.

We continue to invest in development opportunities at al! levels
to improve our business and technical skills. In this context, we
have joined the Cogent Sector Skills Council to demonstrate
our commitment to maintaining and developing the nuclear
skills base in the UK.

In the United States Westinghouse has expanded its intern and
recruitment programme and has hired more than 300 young
engineers and technologists directly from University.
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Financial review

JOHN EDWARDS
Croup Finance Director

Overview

Two years ago we recognised the NDA concept in the structure
of ourinternal erganisaticn by the creation of BNFL ALFA and
this was reflected both through the presentation of our financial
performance and also in the way our UK businesses interacted
and were incentivised. In this last financial year, the strategy
review and sibsequent work have further developed the business
model for the post-NDA Croup. This, together with the evolution
ofthe NDA structure has resulted in further structural changes.
with 12 months to go we can anticipate most of the further
changes and the financial profile of the post-NDA Groupis now
beginning to emerge.

Apart from MOX fuel production at Sellafield where we continue
1o face challenges in getting the plant running, the underlying
operational performance has again been good with all major
operational targets being met. Using the new post-NDA business
modei the Group would have produced an operating result
broadly consistent with 2002-2003. This result has, however,
been overshadowed by increased accounting losses on our
MOX plant, increases in the Sellafield cost base (additional
work on legacy ponds and silos project, regulatory changes and
extra security costs) and continuing three figure losses on
electricity generation. Overall as a result the Group's operating
loss at £351 million is worse than last year (£190 million loss
before exceptionals),

Qur cash position has been adversely impacted by the full year
effect of the British Energy {BE) payment standstill which
affected the latter part of 2002-2003. Despite this we have
financed £5710 million expenditure on liabilities from our other
cash resources without drawing down from the Nuclear Liabilities
Investment Portfolio (NLIP}, which has now increased to over
£4 billion (see note 12{ to the accounts) and constrained the
cash outflow at £128 million.

Key issues

These should be the last set of accounts the Group produces onthe
existing basis as many of the legacy issues to which our financial
performance has been vulnerable over recent years will transfer
tothe NDA on 1 April 2005. In addition to the items noted below,
these include matters such as nuclear provisions and continuing
accounting losses on Magnox electricity generation.

British Energy

As part of the arrangements with BE agreed in November 2002,
BE continue to make payments for ongoing AGR fuel and spent
fuel supply asif the new contracts were effective. The Secretary
of State announced last year Government's commitment to
contribute significantly to BE's historic nuclear fuel liabilities
which we currently manage. These arrangements are going
through a process of state aid approval from the European
Commission and until clearance is received there has been a
‘standstill’ on the payments for these historic liabilities (see
note 4 to the accounts).

Magnox station decommissioning costs

Last year the Group started to update decommissioning plans
for the Magnox stations and recognised an additional charge of
£415 million relating to cost increases in the care and preparation
phases for Hinkley Point A and Bradwell. | explained in my review
that as future plans were agreed it was likely that further similar
charges would be incurred. Work has continued this year, which in
the normal course of business would have led to a furtherincrease
in provisions. However in preparation for the establishment of
the NDA the Group is working on full lifetime ‘Life Cycle Baseline
Plans' {LCBLs) which will form the basis for the actual discharge of
liabilities from 1 April 2005 when the NDA will take responsibility
for the sites. Whilst a large part of the work undertaken in
preparing the existing plans will underpin the final LCBLs (which
are due for completion and submission in September 2004) the
waork to date has raised a number of challenges to our existing
strategy and assumptions. As a result, alternatives to many of
the current strategies and assumptions will be explored over
the coming months. Accordingly, we have taken the view that
the existing provisicns remain our best current estimate. We
will continue to evaluate the challenges to the strategy over the
course of the coming financial year (see note 4 to the accounts).
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MOX plant

We continue to face a number of operational challenges with
the Sellafield MOX Plant. The most recent financial forecasts for
SMP, which are used both for economic appraisal and accounting
for SMP contracts, has shown some deterioration from last year,
reflecting recent difficulties in achieving production ramp-up
and our current best estimate of the future production profile,
This deterioration has caused a substantial increase in the
provisions for contract losses booked this year on a standard
contract accounting basis (see note 27 to the accounts). The
work to date has raised a number of challenges to our existing
strategy and assumptions, as a result the ongoing cash flow
projections continue to suppart our assumption that there is no
FRS 17 impairment of the asset,

Financial performance

Group turnover has increased this year by £103 million to
£2,322 million. At the operating level the losswas £351 million
(2003: £190 million loss before exceptionals). As explained
earlier this deterioration is due to additional accounting losses
on MOX production, extra Sellafield costs and continuing losses
on electricity generation.

Last year's net financing charge of £134 million was dominated
by ‘mark te market’ losses of £74 million on investments held
by our Captive Insurance Subsidiaries. This year we have seen a
more favourable valuation at 31 March 2004 thus the position
has largely reversed, with a £61 million gain recognised this
year, resulting in a substantial reduction in the Group's net
financial charges.

After a contribution from joint ventures and associated
undertakings of £68 million (2003: £63 million) and a small gain
from the sale of fixed asset investments, the Group generated
a loss before taxation of £299 million {2003: £255 million before
exceptional operating costs of £833 million).

Theunderlying total business cash flow in 2004 has borne the
full year impact of the BE standstill and containing the total
cash outflow near to 2003 levels has been a major achievement,

THESE SHOULD BE THE LAST
SET OF ACCOUNTS THE
GROUP PRODUCES ON THE
EXISTING BASIS

Ne— J/

The table below explains how the reported cash flow reconciles
to the underlying business cash flow.

2004 2003
£m £m

Reported cash (outflow)/inflow (128) 109
Income/(expenditure) from the NLIP
(note 1 helow) 153 (254)
(Expenditure)/income from
longer term deposits {note 2 below) {159) 23
Total cash outflow from the business {134) (122)

The reported statutory cash flow reflects movements in cash as
defined in FRS 1, ‘Cash flow statements’ This does not include
any income or expenditure from the NLIP, which is treated as
a fixed asset investment, or longer term deposits not qualifying
as cash under FRS 1.

Note 1

The income from the NLIP in 2004 represents receipts relating to interest earned during
the year on the portfolio. Last year this income was offset by a withdrawal of £4C0million
from the NLIP, which was used to fund the discharge of nuclear liabilities. This year, whilst
we have spent £510 million on the discharge of nuclear liabilities, we have funded this
from other cash resources without drawing down from the NLIP.

Note 2

This year £159 million of our net expenditure has been funded by longer term deposits
which have been liquidated during the year. Last year, primarily as a result of the draw
down from the NLIP, there was no significant liquidation of longer term deposits.
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Progress towards the NDA

Last year we reorganised the UK operations of the Group to
alignstructurally, commercially and financially with the future
NDA organisation. Whilst there continues to be some changes
to this 'split’ of assets and liabilities they are expected to be
relatively insignificant inrelation to the overall magnitude of the
balance sheet. There remains work to do on the detailed accounting
for the new arrangements, but we are confident that the net asset
deficit will be resolved and the volatility of nuclear liabilities
and legacy issues will be removed from the Group.

In this last year the strategy review and subsequent work with
the DT1 have further developed the mode! for how the Group will
operate post-NDA. The analysis of the business in the segmental
informaticn in note 2 of the accounts includes some of these
changes but others will only be reflected in our activities from
1 April 2004.

Accordingly the performance of the varipus business segments
for 2003-2004 in note 2 may not be representative of the
performance going forwards, for example:

Westinghouse Group: it is intended that the assets and liahilities
of the Springfields site in the UK will transfer to the NDA and
Westinghouse will operate the site on a manage and operate
basis consistent with the agreed model for our other UK sites.
As aresult Westinghouse's profits before interest and taxation
(absent currency considerations) are expected to slightly reduce
from current levels with a commensurate reduction in risk.

British Nuclear Group currently includes a contribution from
some smaller subsidiaries which form part of their potential
Project Services business whose business plan is due for review
and agreement with the DTI at the end of June. The current
internal fee levels are the subject of ongoing negotiation with
the DTI and, realistically, may finally settle to below currently
assumed levels, Depending on the outcome of this further work,
British Nuclear Group could generate an ongeing baseline profit
before interest and taxation of between £70-£100 million.

We have previously operated a combined R&T operation which
is included inthe Corporate Centre in note 2 to these accounts.

From 1 April 2004 we have restructured this into a small
Technology function which both provides technology direction
to the businesses and manages various technology investments
and a larger business, NSTS, which provides services to a range
of customers (not solely other members of the Group). In the future
NSTS is expected to make a small profit and the Technology
function will be part of the costs of the Corporate Centre.

Spent Fuel Services: work has started to agree with the DTl the
most appropriate structural and contractuat arrangements for
the spent fuel activity after 1 April 2005.

There has been a comprehensive review of the Corporate
Centre, which has resulted in a transfer of both responsibility
and costs into the businesses. From 1 April 2004 we wili see
this transfer between the Centre and Business Groups in the
financial results and subsequently there will be reductions in
the Centre costs.

We are confident that once these changes take effect and the
NDA transfer is complete we will have a viable group based on
a set of broadly self sufficient businesses with a small focused
Corporate Centre, The Group’s pre taxation profitability at circa
£150 milliort per annum may be lower than currently experienced
by the ‘NewCo' business segments (contained in note 2 to the
accounts) but the Group is expected to be profitable and tax
paying in future years. For the first time in several years the
Group should be in a position to pay annual dividends to our
Shareholder beyond 2005.

Our US subsidiary BNFL Inc has two large clean-up contractsin
the US. At East Tennessee Technology Park (ETTP) there is a
contract io decontaminate and decommission three gaseous
diffusion plant facilities and at the |daho National Engineering
and Environment Laboratory we have built the Advanced Mixed
Waste Treatment Plant (AMWTP) to process and treat waste.
Discussions are taking place with DoE on a government to
government basis, supported by BNFL, with a view to seeking
to recover part of the previously incurred losses and reduce
exposure going forward, We are hopeful of a successful conclusion
to these discussions although the final details will take some
time to negotiate.

44




Financial review

Treasury
The financial resources of the Group at 31 March 2004 comprise:
2004 2003
Em Em
Nuclear Liabilities fnvestment Portfolio 4,016 3,843
Investments and short-term deposits 1,522 1,822
Cash at bank and in hand 119 69
5,657 5,734
Secretary of State's Undertaking 5,525 5,159
11,182 10,893

At 1 April 2005 when the balance sheet is expected to be
reconstructed and assets and liabilities transferred to the NDA,
the NLIP and Secretary of State's Undertaking will be part
of that transfer. We will be making every effort to ensure that
we hand over to the NDA an NLIP worth over £4 billion. The
allocation of other investments has yet to be determined.

The Croup remains relatively debt free with total loans of
£27 millionat 31 March 2004 {2003: £51 million), The £27 million
related to Westinghouse's $50 million deliverables facility,
which was fully drawn down at 31 March 2004, The main loan
funding relates to the US operations of Westinghouse where
there is a US$340 million credit facility with a consortium of
lending banks. At 31 March 2004 there was no cash draw down
of the facility and for the major part of the year the facility has
been used solely to support letters of credit.

Apart from the Captive Insurance Subsidiaries which hold
equities, the investment policy for the rest of the Group is to hold
funds in gilts and bank deposits, money funds and cash funds
which are less vulnerable to market valuations. This keeps the
Croup'sinvestment risk at a low level. From aliquidity perspective,
the Croup's investment policy is fairly straightforward and
similarly cautious; except for the NLIP, which is mostly invested
in gilts, it is largely centred around short- to medium-term

deposits, in the money market. Whilst the Captive Insurance
Subsidiaries investment policy is to hold equities and fixed income
investments through managed funds, the policy is designed to
maintain risk within a defined limit.

Currently profits are susceptible to the rate of inflation because
returns from investments to support nuclear liabilities {NLIP and
the Secretary of State’s Undertaking) fail to match the required
revalorisation of the nuclear liabilities provision which represents
Retail Price Index (RPI) plus reversal of a year's discounting
{2.5%). This will remain the case until the restructuring takes
place when inflation exposure will become a more usual case of
matching inflationary cost increases to sales growth or increases
in productivity.

The Group's policy is to hedge against specific foreign currency
transactions including some substantial $ denominated inter-
group loans, The timing of the close out of these hedges is largely
coincident, this year, with the financial year end which has
protected reserves from an otherwise significant adjustment on
the conversion of US$ denominated assets. The closing $:£
exchange rateasat 31 March 2004 was 1.8378 (2003: 1.5807).

Summary

Another year closer to the NDA formation and the post-NDA
business model is starting to crystallise. These should be the
last set of accounts the Group produces on the existing basis as
next year's accounts should reflect the transfer of a substantial
part of our nuclear assets and liabilities exposure to the NDA.

Whilst the Group's results continue to be overshadowed by
liabilities and historic issues the underlying operational
performance continues to improve with the Group now beginning
to consistently set and deliver realistic targets, although the
progress ofthe MOX plant ramp-up continues to cause us concern.
We remain optimistic about the progress of the NDA formation
and are looking forward to the undoubtedly testing commercial
environment which it will bring.
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Board of Directors

1 Hugh Collum {63)
Chairman Appointed to the Board on
27 July 1999 and became Chairman on
1 Qctober 1899, He was formerly Executive
Vice-President and Chief Financial Officer
of SmithKlineBeecham plc. Until recently he
was Deputy Chairman of Celltach Group plc
and a Non-Executive Director of Safeway plc.
He is currently a Non-Executive Director of
Whitehead Mann Group plc and 3 member of
the Adviscry Board of Barclays Private Bank.

He is due to retire from BNFL on 371 May 2004,

2 Mike Parker (57)

Group Chief Executive Appointed to the
Board on 1 August 2003. He was formerly
President and Chief Executive Officer of The
Dow Chemical Company, USA. He served ina
wide variety of jobs in research, manufacturing
and the commercial area since he began his
Dow career in 1968, working in the USA, UK,
Switzerland and Hong Kong before ioining
the Dow Board in 1985.

3 Joe Darby (55)

Non-Executive Director loined the Board on
23 January 2002. He was previously Chief
Executive Officer and Deputy Chairman of
LASMO plc. He is Non-Executive Chairman
of Farce Petroleum plc, a Non-Executive
Director of lohn Mowlem & Company plc
and a Fellow of the Institute of Petroleum.
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4 Gordon Campbell (57)

Non-Executive Director Jained the Board
on 7 August 2000. He is part-time Chairman
of Babcock International Group PLC and
former Chief Executive of Courtaulds plc.

He is a Vice-President of the Royal Academy
of Engineering, Nor-Executive Chairman of
ITI Scotland and a Non-Executive Director
of lupiter Split Trust plc. He has been
appeinted Non-Executive Chairman of

BNFL commencing 1 June 2004,

5 David Bonser (55)

Director of BNFL ALFA and Spent Fuel
Services Joined the Board on 30 September
1999. He joined BNFL in 1971 and has been
a Director of Thorp, Company Development
and Engineering, Waste Management and
Decommissicning prior to his current position.
He has been a member of the Government’s
Radioactive Waste Management Advisory
Committea (RWMAC) and was Chairman

of United Kingdom Nirex Limited until
December 2001,




Board of Directors

6 Bill Lowther (54)
Non-Executive Director Joined the Board on
1 August 2000. He was Director-Ceneral of
Surface Specialties ple {UCB Films pic} until his
retirement in 2002 when he was appointed
as Non-Executive Chairman. Since 1998
he has been a member of the North West
Business Leadership Team, He is Chairman
of the Cumbria Strategic Partnership and
Deputy Chairman of Securency Pty. Ltd.
a joint venture company between UCB SA
and The Reserve Bank of Australia.

7 Dr Gail de Planque (59)
Non-Executive Director Joined the Board
on 23 November 2000. She has served as a
Commissioner with the United States Nuclear
Regulatory Commission and as the Director
of the Department of Energy’s Environmental
Measurements Laboratory in New York City.
She is a Fellow and past President of the
American Nuclear Society, a member of the
National Academy of Engineering and the
National Councit on Radiation Protection and
Measurements. She is President of Strategy
Matters Inc., and serves as a member of the
Board of Trustees of Northeast Utilities and
is a Director of TXU Corp. and Landauer, Inc.

8 Brian George (68)

Non-Executive Director Joined the Board

on 12 March 2001. He is a former Executive
Director of Nuclear Electric plc and NNC
Limited, He has worked for General Electric
Company as Chief Executive of GEC Marine
Limited, Vickers Shipbuilding and Engineering
Limited and Yarrow Shipbuilders Limited,

9 Richard Stone (61)

Non-Executive Director Joined the Board on

1 January 2001, He retired from the Global
Board of PricewaterhouseCoopers at the

end of 2000, Pricr to the merger with

Price Waterhouse in 1998, he was Deputy
Chairman of Coopers & Lybrand, and
Chairman of the firm's European corporate
finance activities, He is Chairman of Shearings
Croup Limited and Non-Executive Director of
Halma ple, TR Property Investment Trust plc,
Trust Union Finance {1991) plc, CSW Group
Limited and Gartmore Clobal Trust ple,
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10 Jim Currie (63)
Non-Executive Director Joined the Board
on 1 November 2002. A highly experienced
international civil servant, he spent many
years working in Brussels and Washington.
He was formerly Director Ceneral at the
European Commission with responsibility
for the EU's Environmental Policy and
previgusly Directar General for Customs
and Indirect Taxation, He is also a Director
of The Royal Bank of Scotland plc and
International Adviser to Eversheds.

11 John Edwards (55)
Group Finance Director Joined the
Board on 1 July 2000. He is the former
Finance Director of Jaguar, Northern
Electric and Meyer International plc.
He is the Chairman of Magnox Electric plc
and BNFL's Investment Review Panel and
is a Director of Urenco Limited.
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Report of the Directors

for the year ended 31 March 2004

1. The directors of British Nuclear Fuels pic present to the Sharehclders
their thirty-third Annuai Report together with the audited accounts for the
year ended 31 March 2004,

Review of the year

2. Group results

The Croup loss for the year, after taxation ang minority interests amounted
to £194 million (2003: loss of £885 million}, comprising of a loss on ordinary
activities befare taxation and exceptional items of £303 million (2003:
loss of £261 million), exceptional income of £4 million (2003: net exceptional
charge of £827 million} and a taxation credit of £105 million (2003: taxation
credit £223 millien). Further information on the Croup's results is contained
in the Financial review on pages 42 to 45.

3. Dividend
No dividend is proposed {2003 nil).

4. Activities
The main activities of the Croup comprise:

* Westinghouse Group: provides fuel, services, technology, plant design
and equipment to the worldwide nuclear electricity industry;

¢ British Nuclear Group: provides nuclear clean-up, decommissioning and
environmental services together with nuclear facility management and
operations to governments and the commercial nuclear industry worldwide;

e Spent Fuel Services Group: manages the customer interface between
the Group and utility customers, both in the UK and overseas that send
used fuel to Sellafield for recycling. It also providesa rail and sea transport
service, primarily to bring spent fuel to the reprocessing plants and to
return MCX fuel to customers;

* Assets, Lighilities and Financing Agency (BNFL ALFA}: holds the assets
and liabilities that are expected to transfer to the NDA and acts asthe
internal customer for the management and operations business in
British Nuclear Group; and

» Corporate: mainly comprises research and technology and head office
functions. The Captive Insurance Subsidiaries held by the Group are also
within this area.

Information on the activities and developments of the business of the
Group during the year is contained in the Chairman's statement, Chief
Executive's review, Business reviews and Financial review appearing on
pages 12 to 45.

5. Research and development

The Group has a significant research and development programme. During
the year the Group spent a total of £98 millien (2003: £109 mitlion) on
research and development, £59 million (2003: £67 millicn) were costs
charged against profits, and £39 million {2003: £42 million) was charged
to customers.

6. Personnel

The average number of people employed by the Group during the yearwas
23,149 (2003: 22,971). At 31 March 2004 the total number of people
employed by the Group was 23,153 (2003:23,195). Further information
is given in note 5 within the Accounts on page 69.

The Croup attaches importance to the involvement of itsemployees in the
Group's development and has continued its previous practice of keeping
them informed on matters affecting them as employees and on the various
factors affecting the performance of the Group. Employee representatives
are consulted regularly on a wide range of matters affecting the current
and future interests of the employees.

The Group is committed to a policy of equal opportunities for all employees.
Creat care is exercised in our recruitment and selection procedures to
ensure that there is no discrimination, and that training is given to meet
individual needs. Applicaticns by people with disabilities are given full
and fair consideration and, wherever practical, provision is made for their
special needs, The same criteria for training and promotion apply to people
with disabilities as to any other employee. Ifemployees become disabled,
every effort is made to ensure their continued employment.

7.The Board of Directors
The names of the directors of the company during the year were:

Chairman and Executive Directors:

MrH R Collum (Chairman) +*

Mr M D Parker (Chief Executive) —appointed 7 August 2003
Mr N Askew —resigned 31 July 2003

Mr J F Edwards

Mr C R Benser

Non-Executive Directors:
MrG A Campbell 4* +
Mr) Darby & &
DrEGdePlanque o ¢
MrB YV Ceorge &* %
MrW Lowther %

MrR AStona %™ &

Mr ] Currie & +

Committees:

A Environment, Health and Safety Committee
* Audit Committee

# Remuneration Committee

+ Nominations Committee

*denote Chairman of the Committee

The Secretary of State for Trade and Industry is recorded in the company’s
register of directors as a Shadow Director of the company within the
meaning of Section 741 of the Companies Act 1985.

References made to the Sharehelder throughout this report are to the
Secretary of State for Trade and Industry.
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8. Directors shareholdings and interests

No serving director held, at any time during the year, any share in, or
convertible loan stock of, the company or of its subsidiaries ar of any
associated undertaking or joint venture, except for the Shadow Director,
who helds 32,668,243 (2003: 32,668,243 ordinary £1 shares.

9. Contributions for political or charitable purposes

The Croup has not made any political denations in the year (2003: Enil).
Charitable contributions during the year amounted t¢ £3.3 million (2003;
£3.2 miillion}, in support of the Group’s community invelvement ard econamic
regeneration initiatives, These contributions include £1.9 million {2003:
£2.2 million) to support West Cumbrian economic regeneration initiatives.

10. Policy on the payment of suppliers

The company has continued its commitment to the Prompt Payers Code
of Practice drawn up by the Confederation of British Industry {C81), with
rigerous monitoring of payment perfermarnce The company has two main

payment terms, net monthly and 35 days. Suppliers are made aware of the
terms of payment and the terms are settled when agreeing the details of
each transaction. After taking account of genuine queries, §5% (2003: 80%)
of invoices submitted against these terms were paid on time The average
age of invoices cutstanding at 31 March 2004 was 34 days (2003: 23 days).

11. Auditors
Aresolution to reappoint the auditors, Emst & Young LLP, &s the company's
auditor will be propesed to the forthceming Annual General Meeting.

By crder of the Board

A ] Shuttlewo tompa n_fge?retary
27 May 2004
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Corporate governance

Statement of compliance

The Board is committed to achieving the highest standards of corporate
governance and has committed to comply with the Combined Code issuad
by the United Kingdom Listing Authority (the Code).

Following the publication of the revised Combined Code by the Financial
Reporting Council on 23 July 2003, a review has been undertaken within
the Group with the intention to achieve compliance, where appropriate,
in financial year 2004-2005.

The Board

The Beard comorises a Chairman, three executive directars including a
Chief Executive and seven non-executive directors The Senior Non-Executive
Directoris Gordon Campbell. The non-executive directors are independent
fram management and are free from any business or other relationship
which could materially interfere with the exercise of their independent
judgement. The non-executive directors bring a wide range of experience
to the Board and participate in decisions on key issues facing the Group.

Eight Board meetings are held during the year with additional meetings
convened as necessary. The Board considers a number of matters specifically
reserved to it, including strategic, financial and organisational issues,
Appropriate and timely information is supplied to ensure all directors are
properly briefed to enable the Beard to discharge its duties. All directars
are entitled to cbtain independent professional advice at the expense of
the company and have access to the advice and services of the Company
Secretary.

All new Board appointments are subject to reelection by the Shareholders at
the next Annual General Meeting, following their appointment. Appropriate
training and briefings are availabie to all directors on appointment and
subseqguently, as necessary, taking into account existing qualifications
and experience,

The Board has established five committees, the Envirenment, Health and
Safety Committee, the Audit Committee, the Remuneration Committee,
the Nominations Committee and the General Purposes Committee. Each
Board committee consists sclely of non-executive directors with the
exception of the Ceneral Purposes Committee. All non-executive directors
receive notice of each committee meeting and are entitled to attend. Only
those directors who have formally been appointed to a committee have
the right to vote on matters presented to it. The Company Secretary is
the secretary of each committee,

Environment, Health and Safety Committee

The Environment, Health and Safety Committee seeks to provide assurance
on the adeguacy and implementation of the Group envirenment, health
and safety manual, the UK enviranment, health and safety manual and the
Croup environment, health and safety inspection, audit and monitoring
programme. The Committee seeks assurances on the implementation and
recommendations in independent inspection/audit reports, internal
reparts and presentations an specific initiatives within the Group, and
inspections undertaken by the regulatory bodies,

Audit Committee

The Audit Committee meets at least three times a year and reviews the
effectiveness ofinternal control systems within the Group and the principles,
policies and practices adopted in the preparation of the accounts to
confirm that they comply with all statutory requirements and best practice
in corporate governance. The Committee reviews both the internal audit
programme, which it approves and considers the major findings arising
from it and alsc the role and work of the external auditors.

Remuneration Committee

The Remuneration Committee makes recommendations to the Board on the
remuneration of executive directors and the conditions of service to be
applied, The decisions on diractors remuneration are made to and approved
by the Sharehelder. The Remuneration reportis on pages 52 and 53,

Nominations Committee
The Nominations Committee reviews the Board structure, size and
composition and makes recommendations to the Shareholder.

Ceneral Purposes Committee

The General Purposes Committee has all the powers of the Board in
relation to any matters, which in the opinion of the Chairman or Chief
Executive, are deemed urgent or necessary for the proper conduct of the
business of the company. The Committee reports all matters undertaken
by it to the next meeting of the Board.

internal control

During the financial year, the Group continued to develop and embed the
procedures necessary to implement the guidance issued by the Internal
Control Working Party of the Institute of Chartered Accountants in England
and Wales, published in September 1998 (the Turnbull Committee Report)
and report in accordance with that guidance.

The Board acknowledges it has averall respansibility for the Group's system
of internal control and for reviewing its effectiveness, whilst the role of
management is to implement Board policies on risk and control. it shouid
be noted that with regard to joint venture and associated undertakings,
the leve! of control exercised necessarily reflects the governance framework
of eachentity. The Board further acknowledges that any system of internal
controlis designed to manage, rather than eliminate, the risk of failure to
achieve business objectives. In pursuing these objectives, internal controls
can only provide reasonable and not absolute assurance against material
misstatement or loss.

The Board confirms that there is an ongoing process for identifying,
evaluating and managing significant risk faced by the Group. This process
was fully implemented across the Group for the year under review and up
to the date of approval of the Annual Report and Accounts.
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The process used by the Board to review the effectiveness of internal
control includes the following:

» The Audit Committee reviews the effectiveness of internal control
systems within the Croup and refers its findings to the Board. it receives
reports from the internal and external auditors as well as from business
groups as appropriate;

« The Group operates a risk management process which identifies the
key risks facing the business, This process is based on each business group
and function identifying their key risks and the probability of those risks
occurring, their impact and actions being taken to manage those risks.
This informaticn is used to produce a profile of the significant risks
facing the Group. A Significant Risk Report is produced on a quarterly
basis fer the Group's Executive Committee;

* At the year end, before producing the statement in the Annual Report
and Accounts, the Board asks each Executive to complete a Letter of
Assurance confirming compliance with the Group’s pelicies, procedures
and risk management processes. The cutcome of these letters is reported
to the Audit and Executive Committees and thereafter to the Board,
The Board, via the Audit Committee, reviews the significant risks twice
a year and receives regular reports on any major issues or changes in
risks; and

* The Board also receives regular reports from its Board Committees,
business groups and risk management functions which include details
of any control failures, together with corrective actions planned or
executed, in addition to other performance reports.

Areas of non-compliance with the Combined Code
The items in the Combined Code with which the Group did not comply in
full throughout the financial year were as follows:
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« The Articles of Association do not currently reguire the executive directors
to submit themselves for re-election at least every three years, However,
two executive directors' service contracts provide for a notice period of
one year and cne for a notice period of six months, and notices can be
given at any time. Non-executive directors are appointed for a fixed
term not exceeding three years before being eligible for re-election; and

» TheGroupdoesnot currently have any institutional investors and therefore
the requirements of the Combined Code in this area are not relevant.

Going concern

During the year, the Group has continued to have a net asset deficit. At the
halance sheet date the deficit was £2,895 million (2003: £2,690 milticn),
principally as a result of the impact of the Historic Waste Management
Strategy intreduced in 2002, which substantially increased the level of
nuclear provisions on the Group's balance sheet.

These accounts have been prepared on a going concern basis, having
taken account of the Group's cash resources and relying on the Ministerial
Statement made in the House of Commans on 28 November 2001
containing proposals for the management of public sector civil nuclear
liabilities. Subsequent actions taken by Government have reconfirmed its
commitment to address this issue which is responsible for the Group’s net
asset deficit position. Over the last year the draft Bill underwent pre-
legislative scrutiny of the House of Commons Trade and Industry Select
Committee and now comprises part-one of the Energy Bill which is making
its way through the legislative process. The Bill, which will result in a
significant improvement in the Greup's financial position, is expected to
be enacted this summer,




THE NEW CHAPTER BNFL Annual Report and Accounts 2004

Remuneration report

In line with best practice the Board will be submitting this report on
directors' remuneration for the financial year ended 31 March 2004 to the
Shareholder at the forthcoming Annual General Meeting.

Remuneration Committee

The following directors, all of whom are independent non-executive
directors, were members of the Remuneration Committee during the year
ended 31 March 2004:

Cordon Campbell (Chairman)
Jim Cuerie

Joe Darby

Cail de Planque

The members of the Remuneration Committee have ne financial interest
in the matters to be decided, no potential conflicts of interest arising from
cross-directorships and no day-to-day involvement in running the business,

The Remuneration Committee during the period received advice from
Towers Perrin and Mercer Human Resource Consulting Limited (who were
appointed by the company on behalf of the Remuneration Committee),

The Remuneration Committee generally meets three times a year, making
recommendations to the Shareholder on the terms and conditions, including
annual remuneration and bonus awards, for the executive directors. The
Chairman and the Chief Executive normally attend these meetings, except
when their own salaries are discussed.

Policy on remuneration of executive directors

The remuneration policy for executive directors is to offer a competitive
remuneration package which will attract and retain the highest calibrg of
executive and to ensure that individual rewards and incentives are directly
aligned with individual business performance, the performance of the
Croupand the interests of the Shareholder. In order to ensure thisapproachis
competitive, a group of UKand international companies has been selected,
and our remuneration components are carefully compared against this
group. The company's policy is to be similar to median leve!s of this group.

The remuneration arrangements, which meet the provisions of Schedule
A to the Combined Code, include basic salary and benefits, performance
related bonus and pensions. The main elements are;

i. Basic salary and benefits

The level of basic salary and benefits is determined by the Remuneration
Committes and approved by the Shareholder, taking inte account the
performance of the individual and advice and information fromindependent
sources on the rates of salary and benefits for similar positions in a comparator
group of companies. Individual salaries of executive directors are reviewed
annually by the Remuneration Committee. Benefits normally include the
provision of a car, fuel and private healthcare

ii. Performance related bonus

The performance related bonus targets are agreed at the beginning of
each year by the Remuneration Committee and approved by the Shareholder.
Annual performance bonuses, which this year have a maximum payment
of 30% of basic salary, are earned for the achievement of targets tinked
to the Group's performance in safety, profit before taxation and cash flows,
The Shareholder approves the amount of bonus payable to each exacutive
director after considering the achievements against targets and after
recommendation from the Remuneration Committee.

iii. Pensions

David Bonser is an active member of the Combined Pension Scheme of the
UKAEA which pays an annual pension of one-gightieth plus three-eightieths
lump sum of final pensionable pay for each year of service. No employer
contributions have been made to this scheme during the year. Details of
the pension benefits for David Bonser are as follows:

Table A. Pension benefits

Increase

excluding
inflation/
2004 2003 Increase  contributions*
£ £ 13 £
Accrued pension benefits 92,051 85,915 8,136 3,730
Accumulated lumpsum 276,153 257,746 18,407 11,180
Transfer value® 1,574,683 1,451,801 122583 112,532*

*The transfer value reprasents a potentia! liability of the pensich scheme and is not a sum
paid or payable to David Benser. The increase in transfer value of £112,532 is net of
contributions made by David Bonser himself.

Pensicn contributions of £11,340 (2003: £34,020) for Norman Askew
and £28,750 (2003: £27,398) for John Edwards were made to their
persona!l defined centribution pension schemes. Mike Parker receives a
monthly allowance of 10% of his satary, through his salary and makes his
own pension arrangements.

Service agreements

The company's policy in relation to the duration of contracts with directors
is that executive directors' contracts generally continue until termination
by either party, subject to the required notice, or until retirement date.
The notice period under the service contracts of executive directors wilt
not normally exceed 12 months. There are no predetermined special
provisions for executive and non-executive directors with regard to
compensation for loss of office. Cases of early termination are considered
by the Remuneration Committee and the Shareholder, who determine the
level of compensation payments.

Informaticn regarding executive directors service contracts is summarised
in the table below:

Date of Notice period Notice period

current contract from company from director

Mike Parker 1 August 2003 12 months 6 months
John Edwards 1July 2000 12 months 3 months
David Bonser 30 September 1993 6 months 3 months

The normal retirement age for each of the executive directors is 60, with
the exception of Mike Parker, who has a normal retirement age of 62.

Chairman and non-executive directors
The original date of appointment as a director of the company and the
scheduled date of termination of the current appointment periods are as

follows:

Date first appointed Date of termination

Hugh Collum 27 July 1999 31 May 2004
Gordon Campbell 1 August 2000 31 March 2007*
Jim Currie 1 November 2002 31 March 2005
Joe Darhy 23 January 2002 31 March 2005
Brian George 12 March 2001 30 June 2004
Bilt Lowther 1 August 2000 30 June 2006
Gail de Planque 23 November 2000 30 June 2004
Richard Stone 1 January 2001 3G une 2004

*Subject to re-election at the 2004 Annual General Meeting.
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None of the non-executive directors have service agreements. With the
excepticn of Hugh Collum, each non-executive director's Letter of
Appointment provides for an initial period of three years. Letters of
Appointment do not provide for a notice period. Non-executive directors
de not nermally serve longer than two consecutive periods of three years;
such reappointment is subject to the approval of the Shareholder.

Hugh Collum is due to retire on 31 May 2004. The Board of Directors has
appointed Gardon Campbell as Non-Executive Chairman commencing
1 June 2004, Gordon Campbell's Letter of Appointment, as Non-Executive
Chairman, provides for a period of three years ending 31 March 2007 and is
terminable by the company at six months' notice

The company's Articles of Association do not require the executive and
non-executive directors to retire by rotation,

The remuneration of the non-executive directors takes the form of fees,
which are approved by the Shareholder. On 1 July 2003 the fee for each
non-executive director increased from £20,000 to £25,000 per annum,
In addition, each non-executive director receives an additicnal £5,000
per annum if they serve as a Chairman of a Board Committee or £2,500
per annum if appointed a Member of a Committee, except the General
Purposes Committee, for which no fees are paid. The non-executive
directors are reimbursed reasonable travel expenses.

Fees paid to former directors

During the year the former directors as detailed in Table C below received
payments from the Group, These payments relate to the provision of
consultancy services within areas of their individual expertise.

Table C. Fees paid to former directors

Directors' remuneration 2004 2003
Table B below summarises total directors remuneration. Benefits include
nan-cash benefits comprising the provision of a company car and private ~ Greg Butler 78109 65534
healthcare. Neville Chamberlain - 6,226
John Rimington 3,875 5,025
Bill Wilkinson 38,708 38,255
Table B. Directors’ remuneration
Basic salary and fees Annual borus Benefits Total
2004 2003 2004 2002 2004 2002 2004 2003
£ € £ £ £ £ £ £
Chairman
Hugh Collum 165,000 157,500 - -~ 26,098 24178 191,088 181,678
Executive
Norman Askew 125,317 375,950 - 121,432 6,321 7.082 131,638 504,464
Mike Parker 300,000 - 58,570 -~ 87,153* — 445,723 -
David Bonser 207,000 198,730 40,303 67,986 17,429 16,671 264,732 283,447
lohn Edwards 287,500 273,980 55,976 88,222 17,872 17,345 361,348 379,547
Chris Loughlin - 32,167 - -~ - 2,764 - 34,931
Non-Executive
Gordon Campbell 31,250 27,500 - -~ - - 31,250 27,500
Jim Currie 28,750 10,416 — -~ - - 28,750 10,416
Joe Darby 28,750 25,000 — - - - 28,750 25,000
Brian George 31,250 27,500 - - - — 31,250 27,500
Bill Lowther 26,250 22,500 - -~ - - 26,250 22,500
Gail de Plangue 28,750 25,000 - - - - 28,750 25,000
Richard Stone 31,250 27,500 - - - - 31,250 27,500
1,600,789 1,549,483
Fees paid to Gail de Plangue as a Non-Executive Director of BNFL Inc,, a wholly owned subsidiary of the company 18,081 22,792
Compensation and pension payments to former director — 1,041,061

1,618,870 2,613,306

*Benefits paid to Mike Parker relate primarily to relocation and accommodation costs.

Emoluments for Norman Askew and Mike Parker represent payments for the part of the year during which they held office, as indicated in note 7 of

the Report of the Directors.
On behalf of the Board

- 7
e / e
G (ampbell Chairman of the e%uneration Committee

27 May 2004
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Statement of Directors’ responsibilities

in respect of the preparation of the accounts

Company law requires the directors to prepare accounts far each financial
year which give a true and fair view of the state of affairs of the company
and of the Group, and of the profit or loss of the Group for that period. In
preparing those accounts, the directors are required to:

s Select suitable accounting policies and then apply thern consistently;
» Make judgements and estimates that are reasenable and prudent;

« State whether appiicable accounting standards have been followed, subject
to any material departures disclosed and explained in the accounts; and

Independent Auditors’ report

to the members of British Nuclear Fuels ple

We have audited the Group’s accounts for the year ended 31 March 2004
which comprise the Consolidated Profit and Loss Account, Consolidated
Balance Sheet, Company Balance Sheet, Consolidated Cash Flow Statement
and the notes there to, Consolidated Statement of Total Recognised Gains
and Losses and the relatad notes T to 35. These accounts have been prepared
on the basis of the accounting policies set out therein,

This report is made salely to the company’s members, as a body, in accordance
with Section 235 of the Companies Act 1985. Our audit work has been
undertaken so that we might state to the company's members these
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 respansibility to anyone other than the cempany and the company’s
members as a body, for cur audit work, for this report, or for the opiniens
we have formed.

Respective responsibilities of Directors and Auditors

As described in the Statement of Directors' responsibilities tha company’s
directors are responsible for the preparation of the accounts in accordance
with applicable United Kingdom law and accounting standards.

Our responsibility is to audit the accounts in actordance with relevant legat
and regulatory requirements and United Kingdom Auditing Standards.

We report to you our opinion as to whether the accounts give a true and fair
view and are properly prepared in accordance with the Companies Act
1985. We also report to you if, in our apinian, the Directors’ Report is not
consistent with the accounts, 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 iaw regarding directors’
remuneration and transacticns with the company is not disclesed.

We read other information contained in the Annual Report and consider
whetherit is consistent with the audited accounts. This other information
comprises the Chairman’s statement, Chief Executive’s review, Business
review, Financial review, Report of the Directors, Corporate Governance
statement, Remuneration report and financial statistics. We consider the

* Prepare the accounts on the going concern basis unless itis inappropriate
to presume that the Group will continue in business.

Thedirectorsconfirmthat the accounts comply with the above requirements,

The diractors are responsible for keeping proper accounting records which
disclose with reasonable accuracy, at any time, the financial position ¢fthe
Group and to enable them to ensure that the accounts comply with the
Companies Act 1985, They have a general responsibility for taking such
steps as are reascriably open to them for safeguarding the assets of the
Croup, and to prevent and detect fraud and other irreguiarities,

implications for our report ifwe become aware of any apparent misstatements
or material inconsistencies with the accounts. Qur responsibilities do not
extend to any other information,

Basis of audit opinion

We conducted our audit in accordance with United Kingdom Auditing
Standards issued by the Auditing Practices Beard. An audit includes
examination, on a test basis, of evidence relevant to the amounts and
disclosuresin the accounts. It also inciudes an assessment of the significant
estimates and judgements made by the directors in the preparation ofthe
accounts, and of whether the accounting policies are appropriate to the
company's circumstances, consistently applied and adequately disclosed.

We planned and performed our audit so as to obtain all the information
and explanations which we considered necessary in crder to provide us
with sufficient evidence to give reasonable assurance that the accounts
are free from material misstatement, whether caused by fraud or other
irregularity or error. In forming our opinion we also evaluated the overall
adeqguacy of the presentation of information in the accounts.

Fundamental uncertainty

{n forming our opinion on the fuli annual accounts, we have taken note of
the fundamental uncertainty inherentin the estimation of nuclear liabilities
which is described in note 24a. Our opinionis not qualified in this respect.

Opinion

In our cpinion the accounts give a true and fair view of the state of affairs
of the company and of the Group as at 31 March 2004 and of the loss of
the Group for the year then ended and have been properly prepared in
accordance with the Companies Act 1585.

Cukk & unz/ Lok

Ernst & Young LLP Registered Audi
Manchester
27 May 2004
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Financial statements

Consolidated profit and loss account

for the vear ended 31 March

2004 2003
Operations Operations
before Exceptional before Exceptional
exceptional ftems. exceptional items
items {note 4} Total items {note 4) Total
Mote £m £m £m £m £ £m
Turnover 2,504 - 2,504 2,412 - 2,412
Less: share attributable to joint ventures {(182) - {182) {183} - (193)
Group turnover 2,322 - 2,322 2,218 - 2219
Operating costs and expenses 3 (2,673) - (2,673) (2.409) (B33) (3,242)
Group operating loss (351} - (351) (190} (833) {1,023)
Operating profit — joint ventures 25 — 25 26 - 26
—assoCiated undertakings 43 - 43 37 - 37
Profit on sale of fixed assets 6 - 4 4 - 6 6
(Loss)/profit before investment incame, interest and taxation (283) 4 (279) (127) (827) (954}
Investment income 7 652 - 652 683 - 683
Interest payable and simifar charges 8 (672) - {672) {817) - (817)
{Loss)/profit on ordinary activities before taxation (303) 4 {299) (267) (827} (1,088)
Taxation ¢n (loss)/ proht on ordinary activities 9 105 - 105 152 71 223
{Loss)/profit on ordinary activities after taxation {198) 4 {194) (109) (756) (865)
Profit attributable to minority interests - - - - - -
(Loss)/profit transferred to reserves (198) 4 (194) (109) (756) (865)
Consolidated statement of total recognised gains and losses
for the year ended 31 March
2004 2003
Em £Em
Loss for the financial year {194) {865)
Currency translation differences (10) 18
Total gains and losses recognised since the last Annual Report and Accounts (204) (847)
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Consolidated balance sheet

asat 31 March

2004 2003
Note £m £m £m £m
Fixed assets
Intangible assets 10 634 768
Tangible assets 1 7,174 7,487
Investments; 12
loint ventures:
Share of gross assets 708 702
Share of gross liabilities (675} (669)
33 33
Associated undertakings 109 99
Muclear Liabilities Investment Portfolio 4016 3843
Other 3 3
4,161 3,978
11,969 12,233
Current assets
Stocks 13 517 464
Debtors:
Amounts falling due within one year 14 946 812
Amounts falling due after more than one year;
Customer recoverable relating to nuclear lizbilities 15 4,631 4,735
Secretary of State's Undertaking 16 5,525 5159
Other debtors 132 241
Total amounts falling due after more than one year 10,288 10,135
Investments and short-term deposits 17 1,522 1,822
Cash at bank and in hand 128 72
13,401 13,305
Creditors; amounts falling due within one year 18 (1,426) (2,193)
Net current assets 11,975 11,112
Total assets less current liabilities 23,944 23,345
Creditors: amounts falling due after more than one year 15 (4,895) {4,000)
Provisiens for liabilities and charges 2z (21,944) (22,035)
(26,839) (26,035)
Net liabilities (2,895} (2,690}
Capital and reserves
Called up share capital 8 33 33
Profit and loss account 29 (2,931) (2,727}
Shareholders’ funds 30 (2,898) {2,694)
Minority interests 3 4
i, N
R (2,895) (2,690)

MikeParker Chief Executive
27 May 2004

Hugh R Collum Chairman
27 May 2004
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Financial statements

Company balance sheet

as at 31 March

2004 2003
Note £m £m £m £Em
Fixed assets
Tangible assets i3 8,158 8,306
Investments 12 5,175 5,009
13,333 13,315
Current assets
Stocks 13 80 82
Debtors:
Amounts falling due within one year 14 2,612 2,704
Amounts falling due after more than one year:
Customer recoverable relating te nuclear liabilities 15 9,789 5,022
Other debtors 127 235
Total amounts falling due after more than one year 9,916 9,257
Investments and short-term deposits 17 821 1,146
Cash at bank and in hand 36 3
13,465 13,182
Creditors: amounts falling due within one year 18 {2,906) (4,373)
Net current assets 10,559 8819
Total assets less current liabilities 23,892 22,134
Creditors: amcunts falling due after more than one year 19 {6,248) (5,382}
Provisians for liabilities and charges 23 (17,411) {16,444)
{23,659) (21,826)
Net assets 233 308
Capital and reserves
Called up share capital 28 33 33
Profit and loss account N 25 200 275
Shareholders’ funds 30 233 308

o

Hugh R Collum Chairman
27 May 2004

i 7. /
Mi;Eer Chief Executive
27 May 2004
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Consolidated cash flow statement

for the year ended 31 March

2004 2003
Note £m £m
Net cash (outflow)/inflow from operating activities i (169) 15
Dividends from joint ventures and associated undertakings i 28 43
Returns on investment and servicing of finance i 263 306
Taxation i 32 10
Capital expenditure and financial investment v (460) (209)
Acquisitions and disposals vi 35 41
Net cash (outflow)/inflow before use of liquid resources and financing (271) 206
Management of liquid resources vii 159 (23)
Financing viii (16) (74)
{Decrease)/increase in cash in the year {128) 109
Notes to the consolidated cash flow statement
for the year ended 31 March
Reconciliation of net cash flow to net movement in net funds
2004
p v
(Decrease)/increase in cash in the year {128) 109
Repayment of cans and finance leases 16 74
(Withdrawal from)/transfers to investments and deposits not qualifying as cash {159) 23
Change in net funds resulting from cash flows {271) 206
Unrealised losses on investments held by Captive Insurance Subsidiaries - (74)
Reversal of previously recognised losses on investments held by Captive Insurance Subsidiaries 61 -
Exchange adjustments {15} 2
Movement in net funds in the period (225) 134
Opening net funds 1,837 1,703
Closing net funds 1,612 1,837
Analysis of changes in net funds
At Al
1 Aprit Non-cash 3 Mar\:;
2003 Cash flow movements 2004
m Em £m £m
Cash at bank and in hand 72 61 (5) 128
Cash in short-term deposits 316 (183) (10} 123
Overdrafts {note 18) (3) (6) - {9)
385 (128) (15) 242
Loans due within one year {note 18} (30) {2) 5 (27)
Loans due after one year (note 19) 2mn 17 4 -
Finance leases (note 18) (3) 1 - (2}
Current asset investments 1,506 {159) 52 1,399
1,837 (2771} a5 1,612

Non-cash movements relate primarily to the reversal of previously recognised losses oninvestments held by Captive Insurance Subsidiaries Other non-cash

movements relate to exchange losses on retranslation of current asset investments denominated in foreign currency.
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Notes to the consolidated cash flow statement continued

2004 2003
£m £m
Operating loss (351) (1.023)
Depreciation/amortisation/impairment charges 553 774
Nuclear provisions charge 85 436
Nuclear provisions release/expenditure (604) {524)
Cther provisians charge 252 344
Cther provisions release/expenditure (250) (318)
Deacrease in debtors 7 198
Increase in creditors 109 71
Increase in stock and work in progress (62) (94)
Increase in advance payments 94 150
Crants released (2} (1)
Investment provisions release - 4
i.  Net cash (outflow}/inflow from operating activities (169) 15
Dividends from joint ventures and associated undertakings
Cividends from joint ventures 20 35
Dividends from associated undertakings 8 8
1i. Dividends from joint ventures and associated undertakings 28 43
Returns on investment and servicing of finance
Interast received 296 309
Interest paid (29) (18)
income from other investments - 17
Dividends paid to minority interests 1) -
Bank charges {3) (2}
ili. Returns oninvestment and servicing of finance 263 306
Taxation
UK corperation taxation received 35 17
Qverseas taxation paid (3) 7
iv. Taxation 32 10
Capital expenditure and financial investment
Purchase of tangible fixed assets (311) {471}
Proceads from disposal of tangible fixed assets 4 2
Cash (invested in)/received from Nuclear Liabilities Investment Portfolio (153) 254
V. Capital expenditure and financial investment (460) {209)
Acquisitions and disposals
Acquisitions of subsidiary undertakings - {1
Net cash acquired with subsidiary undertakings - 3
Disposal of assaciated undertakings (note 12d) 35 -
Loans repaid by associated undertakings - 39
vi. Acquisitions and disposals 35 41
Management of liquid resources
Withdrawal from/(transfers to) investments and deposits not qualifying as cash 159 (23)
vil. Management of liquid resources 159 (23)
Financing
Repayment of loans {15) (73)
Finance lease repayments {n M
viii. Financing (16) {(74)
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Notes to the accounts

1. Accounting policies

a. Accounting convention

These accounts have been prepared on a going concern basis, having
taken account of the Group's cash resources and relying on the Ministerial
Statement made in the House of Commons on 28 November 2001
contaning proposals for the management of public sectar civil nuclear
liabilities. Subsequent actions taken by Government have reconfirmed its
commitment to address this issue which is responsible for the Group's net
asset deficit pasition. Over the last year the draft Bill underwent pre-
legislative scrutiny of the House of Commons Trade and Industry Select
Committee and now comprises part one of the Energy Bill which is making
its way through the legislative process. The Bill, which will result in a
significant improvement in the Group's financial position, is expected to
be enacted this summer.

The accounts have been prepared under the historical cost convention,
modified to include the market vaiue of certain current asset investments,
and inaccordance with all applicable United Kingdorn accounting standards.
FRS 17 Retirement Benefits has continued to be implemented in the year
inaccordance with the transitional arrangements in the standard. This will
in future years, on the timescales set cutin the standard, cause a change
in the accounting policy; additional disclosure can be found within note
11 of the accounting policies and note 32 of the Notes to the accounts.

b. Basis of consolidation
The consolidated accounts include the accounts of British Nuclear Fuels
plc and all its subsidiary undertakings.

Entities in which the Group holds an interest on a long-term basis and
which are jointly controlied by the Group and one or more etherventurers
under a contractual arrangement, are treated as joint ventures. In the
consclidated accounts, joint ventures are accounted for using the gross
equity method. Entities, other than subsidiaries or joint ventures, in which
the Group has a participating interest and over whose operating and
financial policies the Group exercises a significant influence are treated
as associated undertakings. In the consolidated accounts, associated
undertakings are accounted for using the equity method.

¢. Goodwill and other intangible assets

Goodwitl arising on consolidation (note 10), representing the excess of
purchase consideration over the fair value of identifiable assets and
liabilities acquired, is capitalised and amortised on a straight-line basis
over its useful economic life up to a maximum of 20 years (acquisitions
from 1 April 1998) or written off against reserves in the year of acquisition
(acquisitions before 1 April 1998). Capitalised goodwill is reviewed for
impairment at the end of the first full inancial year following the acquisition
and in other periods if events or changes in circumstances indicate that
the carrying value may not be recoverable. If a subsidiary, associated
undertaking or joint venture is subsequently sold or closed, any goodwill
arising on acquisition that was written off directly to reserves or that has
not been amortised through the profit and loss account is taken into
account in determining the profit or loss on sale or closure.

For acquisitions of associated undertakings and joint ventures before
1 April 1998, the consalidated accounts include the Greup's share of net
assets. For acquisitions after 1 April 1998, the consolidated accounts
include the Group's share of net assets together with the balance of
unamortised goodwili. Unless otherwise stated, the acquisition method of
accounting has been adopted. Under this method, the results of subsidiary
and associated undertakings and joint ventures acquired or disposed of
in the year are included in the consolidated profit and loss account from
the date of acquisition or up to the date of disposal.

Intangible assets, other than goodwill (note 10), are capitalised at cost and
amertised on a straight-line basis over their estimated usefut lives but no
longer than 20 years, The carrying value of intangible assets is reviewed
forimpairment at the end of the first full financial year following acquisition
and in other periods if events or changes in circumnstances indicate that
the carrying value may not be recoverable. Licences are capitalised and
amortised on a straight-line basis over their useful economic life of 12 years.

d. Turnover

Turnover, which is stated net of value added taxation, represents the
invoiced value of products delivered and services rendered to outside
customers. Far contracts entered into for the provision of services extending
aver a period of years (long-term contracts), turnover represents the sales
value of work donein the yearincluding, where appropriate, estimates of
amaounts not yet inveiced. For electricity generation, turnover represents
amounts receivable for sales of electricity through a combination of
bilateral contracts, exchange deals and the balancing mechanism of the
electricity trading arrangements effective from 27 March 2001.

Substantial payments in advance are held as part of the contractual
arrangements under which nuclear fuel services are provided to a number
of customers. Interest income earned on these contractual advance
payments is recognised as part of turnover on the contracts concarned
(note 7). As the anticipated financing income on these contractual advance
payments formed an integral part of the negotiation of the commercial
terms, this presentation more fairly reflects the commercial terms,

e Long-term contracts

Profits on long-term contracts are taken in the year in which the services
are provided, in a manner appropriate to the stage of completion of the
contractsand the nature of the business concerned. Profits are determined
proportionate to the prudently assessed overall forecast profitability of
the contracts after allowing for contingencies. Full provisien is made for
losses on contracts in the year in which they are first identified (note 27).

f. Nuclear liabilities

The acceunts include provisions for the Group's obligations in respect of
nuclear liabilities, being liabilities in respect of the costs asscciated with
nuclear decommissioning, waste management, and reprocessing of fuel
from the Group's reactors (note 24). These provisions are based on the
tatest technical assessments of the processes and methods likely to be
used in the future and represent best estimates. They are derived from a
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Notes to the accounts

1. Accounting policies continued

f. Nuclear liabilities continued

combination of the latest technical knowledge available, the existing
regulatory regime, commercial agreements and using statistical modelling
techniquesto evaluate the impact of a range of possible alternative autcomes.
The Group's cbligations are reviewed on a continual basis and estimates
and hence provisions are updated accordingly. Where some or all of the
expenditure required to settle a provision is expected to be recovered
from another party, in accordance with FRS 12, the recoverable amount
is treated as an asset. |n respect of waste management or reprocessing the
recoverable amounts are included in debtors (note 15), whereas amounts
which relate to decommissioning are included in fixed assets (note 11a)
and debtars where plants are not yet commissioned. In the profitand loss
account, the provisions charges are net of recoveries from customers.

Nuclear provisions are stated in the balance sheet at current price levels
discounted at an appropriate real rate of return to take account of the
timing of payments. Each year the financing charges in the profit and loss
account include & revalorisation charge which reflects the need to remove
one year's discount from provisions made in prior years and the restatement
of these provisions to current price levels.

In respect of the Historic Waste Management Strategy referred to in the
‘Background to Nuclear Liabilities' on pages 95 to 87 and in note 24, the
accounting treatment varies from the norma! Group procedures. Despite
the extensive work undertaken, the nature of wastes, the length of time
forwhich they have been stored and the age of the storage facilities mean
that much further work will be required over a number of years to confirm
and further refine this strategy. The Board has recorded its best estimate
of the related liabilities based on available knowledge, including a normal
level of cost contingency. This estimate would normally be required to
include risk, which means the financial implications of a range of possible
alternative outcomes associated with the treatment of these wastes. Inthis
case however, the level of uncertainty associated with these alternatives
is such that the Board has been unable to quantify the financial impact
of the range of alternative outcomes with reasonable certainty.

The Group’s obligations for nuclear liabilities fall into the following
cetegories:

* Decommissioning

Pravisions are made for the costs {discounted) of decommissioning the
Group’s radioactive facilities and thereby reducing the radiological hazard.
These decommissioning activities address the demolition of facilities and
the management of the associated waste, The extent of decommissioning
duringthe next century will be defined by considering both the requirements
to reduce radioactive discharges ard to protect the workforce by restricting
dose uptake, From a safety or environmental viewpoint complete removal
of all facitities on all sites may not be justified. The provisions take account
of such issues and consider both facilities which are already operating
and those which are expected to be commissicned as part of fulfilling the
Croup's waste management obligations.
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For facilities that have been commissioned, provisions are recognised in
full and the discounted costs are capitalised as part of the costs of the
asset and depreciated accordingly {note 11}, To the extent that costs are
recoverable from third parties, they are treated as residual values of the
assets concerned and depreciation is adjusted accordingly. Changes in
estimates are treated as adjustments to the assets concerned.

Radioactive waste materials arising as a result of the Croup’s operations
give rise to liabilities reflecting the cost of treating and disposing of them,
In some instances the provisions so created cover the cost of constructing
and decommissiening of plants to manage those wastes. As a result, long
before those waste management plants are built and commissioned, the
costs of doing so have been provided in accerdance with the waste
management accounting policy below: Once built, the waste management
plants are treated as fixed assets, the costs of which are capitalised and
depreciated over the life of the plant. This depreciation charge utilises
the provisions already established. On commissioning, the decommissioning
costs are capitalised and depreciated accordingly.

+ Waste management

The costs associated with waste products, for which an authorised disposal
route is already in use, principally low-level waste at present, are written
offin the year in which they occur. Provisions are made for the treatment,
handling and disposal of the Group’s remaining waste products. The
provisions are based on discounted forecast cash flaws, which include both
capital and operating expenditure, and are recognised as waste management
obligations arise.

« Reprocessing of fuel

Provision is made for the defuelling, reprocessing and waste management
of the spent nuclear fuel from the Group’s reactors in proportion to the
amount of fuel burnt. Due to the nature of the nuclear fuel process there
will be some unburnt fuel in the reactors at station closure. The provisions
relating to this fuel are charged to the profit and loss account over the
estimated useful life of each reactor on a straight-line basis.

g. Research and development expenditure

Research and development expenditure on projects not specifically
recoverable directly from customers is charged to the profit and loss account
in the year in which it is incurred (note 3). Expenditure on products for
which firm orders have been received is held as part of the value of stocks
and work in progress for recovery against the sales value of the initial orders,

h. Tangible fixed assets

Tangible fixed assets (other than assets in the course of construction}) are
stated in the balance sheet at cost {including decommissioning costs where
appropriate see accounting policy 1F) less accumulated depreciation. Assets
inthe course of construction are stated at cost and are not depreciated until
commissioned. The carrying values of tangible fixed assets are reviewed
for impairment if events or changes in circumstances indicate that &
provision for impairment is required, or if estimated remaining useful
economic lives exceed 50 years. Accurnulated depreciation includes any
additional charges made where necessary to reflect impairments in value.
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Notes to the accounts continued

1. Accounting policies continued

h. Tangible fixed assets continued

Depreciation is calculated to write off the historical cost less residual value
of assets, generally by equal annuat instalments unless a throughput basis
is considered more appropriate, aver the period assessed as their useful
lives. The periods used for depreciation purposes are:

= Buildings 10 to 60 years;
 Plant and machinery 10 to 20 years; and

¢ Fixtures, fittings, tools and equipment 3 to 10 years.

Provision is not made for depreciation on freehold land or assets in the
course of construction, Leasehold land is amortised over the period of the
lease. To the extent that costs are recoverable from third parties, they are
treated as residual values of the assets concerned and depreciation is
adjusted accordingly.

The Group has commercial arrangements in place for Thorp, which recover
capital costs of that plant under reprocessing contracts over a shorter
period than the plant’s potential economic life. In order to maintain a
proper matching for accounting purposes of contract income and related
costs, an accrual is made for future depreciation recovered over the contract
period, which will be released over the remaining useful economic life of
the plant ance the related reprocessing contracts are complete. This is
referred to as the ‘Depreciation matching accrual’ in notes 18 and 19.

Capital grants are treated as deferred income and transfers are made to
the profit and loss account, generally by equal annual instalments, over
the period used for depreciation purposes for the assets to which they
relate {notes 3, 18 and 19).

i. Fixed asset investments

Fixed asset investments comprise investments in and loans to subsidiary
and associated undertakings and joint ventures, together with investment
portfolios held to fund certain long-term nuclear liabilities {note 12f).

The Nuclear Liabilities Investment Portfolio is maintained as a long-term
fund which is earmarked to meet iong-term nuclear liabilities as they fall
due Given the nature and purpose of this fund, it is classified in fixed asset
investments. The fund comprises a portfolio of Government gilt-edged
securities (gilts) and other investments and a managed portfolic of gilts
and other investments,

The gilts intended to be held to redemption are stated in the balance
sheet on the basis of cost adjusted for the amortisation of any premium
or discount arising at purchase. The premium or discount is amortised
over the life of the gilts as a constant percentage of the carrying value in
order to bring the gilts to face value by the redemption date if sold before
redemption the difference between proceeds and the amortised value is
taken to the profit and loss account in the year of realisation. The managed
portfolio is stated in the balance sheet at cost.

The carrying values of investments are reviewed for impairment if events or
changes incircumstances indicate that a provision forimpairment is required.

j. Current asset investments and short-term deposits

Current asset investments and short-term deposits comprise short and
medium-term gilt investments intended to be held to redemption, short
and medium-term managed investments and other short-term investments
(note 17). Current asset investments are stated at the lower of cost and
estimated net realisable value.

k. Stocks and work in progress

Stocks and work in progress (note 13) arevalued at cost or net realisable
value, whichever is the fower, and in the case of work in progress, after
deduction of progress payments, Cost where appropriate includes a
proportion of all praduction overhead expenses.

I. Pensions and post-retirement benefits

The Group provides pension schemes for the benefit of the majority of its
employees {note 32). The scheres are funded by contributions, partly from
the employees and partly frorn the Group, to separately administered funds.

Forthe Combined Pension Scheme, contributions are paid to and benefits
are paid by HM Government via the Consolidated Fund. In respect of the
Electricity Supply Scheme and the Group Pension Scheme the company
cperates cefined benefit pension schemes which require contributions to
be made to separately administered funds. Westinghouse Electric Company
and its subsidiaries provide post-retirement benefits in the form of pensions,
defined medical, dental and life insurance benefits for eligible retiraes
and dependants.

The contributions to each of these funds are based cn independent
actuarial valuations designed to secure the benefits as set out in the rules.
Contributions are charged in the profit and loss account so as to spread
the cost of pensions over the employees working lives with the company.
The regular cost is attributed to individual years using recognised actuarial
methads. Variations in pension costs, which are identified as a result of
actuarial valuations, are amortised over the average expected remaining
working lives of employees in proportion to their expected payroll costs.

The disclosures as required by FRS 17 Retirement Benefits are detailed in
note 32.

m. Deferred taxation

Deferred taxation is recognised in respect of all timing differences that
have originated, but not reversed at the balance sheet date, with the
following exceptions:

+ Deferred taxation assets are only recognised if it is considered more
tikely than not that there will be suitable profits from which the future
reversal of the underlying timing differences can be deducted;

¢ Provision is made for gains on disposal of fixed assets that have been
relled over into replacement assets only where, at the balance sheet
date, there is a commitment to dispose of the replacement assets; and

* Provision is made for the taxation that would arise on remittance of
the retained earnings of overseas subsidiaries only to the extent that,
at the balance sheet date, dividends have been accrued as receivable,
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Notes to the accounts

1. Accounting policies continued

m. Deferred taxation continued

Deferred taxation is measured on a non-discounted basis at the taxation
rates that are expected to apply in the periods in which timing differences
reverse, based on taxation rates and laws enacted or substantively
enacted at the balance sheet date {note 26).

n. Foreign currengies

Transactions in foreign currencies are recorded at the rate ruling at the
date of the transaction or at the contracted rate if the transaction is
covered by a forward exchange contract. Monetary assets and liabilities
dencminated in foraign currencies are retranslated at the rate of exchange
ruling at the balance sheet date or, if appropriate, at the forward contract
rate. All exchange differences are taken to the profit and loss account.

The accounts of overseas subsidiary and associated undertakings and
joint ventures are translated at the rate of exchange ruling at the balance
sheetdate The exchange difference arising on the retrans'ation of apening
net assets is taken to reserves (note 29).

0. Derivatives and commodity contracts

The Group uses forward foreign currency contracts and currency options
to reduce foreign exchange rate exposure on certain assets, fabilities and
firm commitments. These are accounted for as hedges, with gains and
losses being recagnised when the hedged transaction takes place

The Croup enters into contracts to sell electricity generated by its power

statiens. The principal contracts for physical delivery are accounted for
eitheron the spot or forward price, depending on the nature of the contract.
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These forward contracts are accounted for as hedges, with gains and losses
recognised when the hedged transaction takes place.

Loss making contracts are provided for,

p. Captive Insurance Subsidiaries

Investments are stated at the lower of cost and market value at the balance
sheet date and are included in current asset investments. The gains or losses
on the change in market values and on disposal of investments are taken
to the profit and loss account. Gains in market values are only recognised
ta the extent that they represent reversals of previous impairment |osses.
Where there is a disposal of part of an investment holding, the gain or loss
arising is calculated by reference to the average unit value of the total
holding. Full provision is made for all claims incurred, but not settled at the
balance sheet date, on the basis ofthe most up-to-date information (note 27).

g. Leases

Assets held under finance leases are capitalised in the balance sheet and
are depreciated aver their useful lives. The interest element of the rental
obligations is charged to the profit and loss account over the peried of
the lease and represents a constant proportion of the balance of capital
repayments outstanding.

Rentals under operating leases are charged on a straight-line basis over
the lease term, even if the payments are not made an such a basis.

r. Liquid resources
Liguid rescurces comprise current asset investments and short-term
deposits excluding deposits repayable on demand.
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Notes to the accounts continued

2, Segmental information
a. Business segment analysis

British Spent Fug!
Westinghouse  Nudear Group Services Corporate Subtotal BNFL ALFA Total
Em £m £m Em £m £m Em
2004
Total sales 1,125 1,721 107 172 3,125 1,449 4574
Inter-segment sales (79)  (1,623) (50} (150)  (1,902) (3507 (2,252)
Sales to third parties 1,046 98 57 22 1,223 1,009 2322
Operating profit/{loss) before amortisation a5 161 18 (31) 243 (551} {308)
Amortisation charges (41) - - (2) (43) - (43)
Operating profit/(loss) 54 161 18 {33) 200 {551} 351)
Share of eperating profit—jeint ventures - 25 - - 25 - 25
—associated undertakings - - - 43 43 - 43
(Loss)/profit o sale of fixed assets {note 6} (2) - - - (2} 6 4
Profit/(loss) before interest, taxation and exceptional items 54 186 18 10 268 {551) (283)
Exceptional items [note 4) (2} - - - (2) 6 4
Profit/{loss) before interest and taxation 52 186 18 10 266 (545) (279)
Inter-segment interest (payable) /receivable (25) - - 25 - - -
Qther (interest payable)/investment income kL] 5 1 102 98 {118} (20)
Profit/(loss) before taxation and exceptionals 19 191 19 137 366 (669} (303)
Exceptional items {note 4) (2) - - - (2) 6 4
Profit/{loss) before taxation 17 191 19 137 364 {663) (299)
2003 restated
Total sales 1128 1,611 91 205 3,035 1,373 4408
Inter-segment sales (85) {1,569) (41) {186) (1,880 (308) {2,189)
Sales to third parties 1,043 42 50 19 1,154 1,065 2,219
Operating profit/{loss) before exceptional items
and amortisation 137 152 {5) (6C) 224 {366) {142)
Amortisation charges (48) - - - (48) - (48)
Exceptional items (note 4) (243) (175) - - (418) {415) (833)
Operating profit/{loss) (154} (23} (5) (60} (242} (781} 1,023y
Share of operating profit— joint ventures - 26 - - 26 - 26
—associated undertakings - - - 37 37 - 37
{Loss)/profit on sale of fixed assets (note 6) - - - (2) (2 8 &
Profit/(loss) before interest, taxation and exceptional items 85 178 (5) (23) 23% (366) (127)
Excepticnal items {note 4) {243) (175) - (2) (420) (407 827
Profit/(loss) before interest and taxation (154) 3 (5) (25) (181) {773) (954)
Inter-segment interest {payable)/receivable {26} - - 26 - - -
Other {interest payable)/investment income {23) (1) - 19 (5} (129} (134)
Profit/{loss) before taxation and exceptionals 40 177 (5) 22 234 (495) (261)
Exceptional items (note 4) (243) (175) - ) (420) (407) (827)
Profit/{loss) before taxation (203) 2 (5) 20 (186) (902) (1,088)

2003 comparatives have been restated to reflect the evolving structure used to manage the Group. Key movementsin the year have beenthe transfer
of the Spent Fuel Services business from the Westinghouse Business Group to a separate business segment, and the transfer of the Urenco Limited
results from the Westinghouse Business Group to the Corporate business segment. Inter-segment sales for British Nuclear Group have been restated
to include the BNFL ALFA fee income of £135 million for the year ended 31 March 2003. Previously this had been classified as other operating income.
The key issues underlying these results are explained in the Business Group reviews on pages 22 to 35 and the Financial review on pages 42 to 45.
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2. Segmental information continued
a. Business segment analysis continued

British Spent Fue!
Westinghouse  Nuclear Creup Services Corporate Subtotal BNFL ALFA Total
£m £m Em £m £m £ £m
2004
Intangible assets 634 - - - 634 - 634
Tangible assets 353 298 123 58 832 6,342 7,174
Investments:
Joint ventures - 32 - 1 33 - 33
Associated undertakings - - - 109 109 - 109
Other - - - 3 3 4,016 4,019
Total fixed assets 987 330 123 171 1,611 10,358 11,869
Customer recoverable relating to nuclear liabilities 5 - - - 5 4,889 4,894
Secretary of State's Lindertzking - - - - - 5,525 5,525
Other net current assets 33 14 5 1,394 1,446 110 1,556
Net current assets 38 14 5 1,394 1,451 10,524 11,975
Nuclear provisions (349) (7) {35) (17} (408} (20,350) (20,758)
Other provisions (346) {147} (8) (209) (710) {(476) (1,186)
Other long-term liabilities (368) (19) (68) 261 {(194) (4,701)  (4,895)
Total long-term liabilities (1,063) (173) {(111) 35 (1,312) (25527) (26,839)
internal funding (77) 33 {9) (245) - - -
Net (liabilities)/assets (115) 502 8 1,355 1,750 (4,645) (2,895)
2003 restated
Intangible assets 768 - - - 768 - 768
Tangible assets 380 332 124 63 899 6,588 7487
Investments:
Joint ventures - 32 - 1 33 - 33
Associated undertakings - - - 99 99 - 99
Other - - - 3 3 3,843 3,846
Total fixed assets 1,148 364 124 166 1,802 10,431 12,233
Customer recoverable refating to nuclear liabilities 7 - - — 7 4,938 4,945
Secretary of State's Undertaking - - - - - 5,159 5,159
Other net current (liabilities)/assets {116) 7N 4 1,904 1,721 (713 1,008
Net current (liabilities)/assets {109) 7nm 4 1,504 1,728 9,384 11,112
Nuclear provisions (350) - (35) (17) (402) (20.334) (20,736)
Other provisions {451} (312) £31] (267) (1,038) (261) (1,299)
Other long-term liabilities (391} 23) (88) 263 (239) (3,761) (4,000
Total long-term liabilities (1,192) (335) (1371) (21) (1,679) (24356) (26,035)
Internal funding 33 258 4) (287) - - -
Net (liabilities}/assets (120) 216 {Nn 1,762 1,851 {4,541) (2,690)
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Notes to the accounts continued

2. Segmental information continued
b. Geographical segment analysis

Europe

North and
J Japan and South
(excluding UK) Other Far East America UK Total
£m £m £m Em £m £m

2004
Turnover by destination
Sales to third parties 258 59 369 682 954 2,322
Turnover by origin
Total sales 208 3 3 733 1,393 2,340
Inter-segment sales - - (3) (10) {5) (18)
Sales to third parties 208 3 - 723 1,388 2,322
Profit/{loss) before taxation by origin
Operations before exceptional items 42 - 1 {19) (327) (303)
Exceptional iterns — - - - 4 4
Total 42 - 1 {19} (323) (299)
Net assets/(liabilities) 243 - - 747 (3,885)  (2,895)
2003
Turnover by destination
Sales to third parties 252 53 422 671 821 2,219
Turnover by origin
Total sales 192 & 3 747 1,296 2,244
inter-segment sales - - {3) {10) (12) (25)
Sales ta third parties 192 6 - 737 1,284 2,219
Profit/(loss) before taxation by origin
Operations before exceptional items 27 2 - 59 (348} (267)
Exceptional items - - - (188) (639) {827)
Total 27 2 - (129) (988) {1,088}
Net assets/(liabilities) 201 - - 789 (3,680) (2,690}
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3. Net operating costs and expenses

2004 2003

Total before Tetal

and after before

exceptional exceptional Exceptional

items items items Total
£m £m £m fm
Employee costs (note 5) 1,035 987 - 987
Nuclear provisions charge 85 21 415 436
Other pravisions charge 252 93 251 344
Depreciation —on capitalised decommissicning costs 47 115 - 115
—provisions for impairment 81 81 167 248
—other depreciation 382 363 - 363
Amartisation of goodwill 43 48 - 48
Raw materials and consumables 537 508 - 508
Research and development charges not directly recoverable from customers 59 67 - 67
Other income and operating charges 208 200 - 200
Operating lease rentals 5 8 - 8
Own work capitalised (45) (67) - {67)
Own work on nuclear fuel stock (14) {14} - (14)
Regional development grants released (2) Mm - M
2,673 2,409 833 3,242

Auditors’ remuneration

It is the Group's policy to engage the Group's auditors, Ernst & Young LLP, on assignments where their expertise and experience with the Group are
important or where they win work on a competitive basis, The fees are included in other income and operating charges and are analysed beiowin line
with recommended best practice. Comparatives have been restated for consistency, to include audit-related assurance work, previously classified as
further assurance work within annual audit fees and, to reclassify non-audit fees into the relevant categories in line with the latest quidance.

Annual audit fees

Group Company

2004 2003 2004 2003

£000 £000 £000 £000

Statutory audit 1,504 1,502 556 405

Audit related reporting 224 315 174 160

Total annual audit fees 1,728 1,817 730 565
Other non-audit fees

Group

2004 2003

£000 £000

Further assurance services 243 319

Taxation advice 329 359

572 678
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4. Exceptional items

2004 2003

£m £m
Magnox station decommissioning provisions - (415)
Springfields impairment and provisions - (230)
Restructuring provisions - (13)
Contract losses in US - {175}
Decrease in operating profit - (833)
Profit on sale of fixed assets (note 6) 4 6
Increase/{decrease} in profit before taxation 4 (827)

Magnox station decommissioning provisions

The 2003 Annual Report and Accounts noted that an exercise was underway to prepare new baseline decommissioning plans {BDPs} for the pre-care
and maintenance phase of the decommissioning of the Magnex sites. During 2002-2003 new plans for Hinkiey and Bradwell sites were completed,
cost estimates were prepared based on the Group’s current strategy for performing such work and, as a result, nuclear provisions were increased by
£475 million. The accounts further disclosed that this process of preparing BDPs would be completed over the following three years dealing with the

remaining ninesites. During 2003-2004 new plans for Hunterston A, Trawsfynydd and Berkeley were drawn up, which, in the normai course of events,
would have been incorporated into the accounts.

In preparation for the establishment of the NDA and associated restructuring expected in April 2005, the Croup continues to prepare full lifetime
LCBLs. These will form the operational basis of actually discharging liabilities from 1 April 2005 when the NDA takes respansibility for the sites. The
work we have done in producing the first draft version of the LCBLs and understanding better the expectations of the precursor organisation of the
NDA has caused us fundamentally to challenge our existing strategies and assumptions (on which the BDPs were based) for the early period of
decommissioning in terms of both cost and time to complete the wark, Whilst producing the BDPs continues to be a necessary part of the pracess for
preparing the LCBLs, given that they, for example, include preparing a detailed engineering inventory of each site, the Board has however formed the
view that the current provisions remain their current best estimate of reactor decommissioning provisions. The challenges to the strategy will continue
to be evaluated over the course of the coming financial year. in the meantime it is considered appropriate to retain the £415 million increase in

provisions recorded last year, although this may prove to be attributable to sites on a different basis to that originally anticipated. Further details on
nuclear provisions are included in note 24.

British Energy

Last year the announcement by our major customer, British Energy (BE), that it had initiatec discussions with Her Majesty's Government (HMG) with
a view to seeking immediate financial support, and the subsequent revision to the contracts between the Group and BE, resulted in an impairment
of assets and increase in provisions at cur Springfieids site. Subsequent to the announcement, the Group has worked with BE, as have all of BE's
significant crediters and bondholders, to put inte practice a solvent restructuring plan which seeks to enable BE to continue trading and restore its
financia! standing. Such work culminated in the execution of a Creditors’ Restructuring Agreement in October 2003, creating a financial background
for BE to continue trading up to and, hopefully, beyond EU clearance of HMG's proposed state aid package. It is anticipated that the EU Competition
Commission will rule in connection with HMG's application for state aid clearance in mid to late 2004. If this ruling is positive, BNFL and BE will enter
a new phase of contractual arrangements with BE being responsible for the payment of spent fuel management services for any fuel loaded into their
ACR stations on or after the date of state aid clearance. Financial responsibility for the management of spent fuel by BNFL loaded into BE's ACR stations
prior to this date will be met by MG under a Historic Liabilities Funding Agreement. BE will remain responsible for all payments in respect of AGR
fuel fabrication for which payments wil! be discounted on a variable basis dependent upon a formula tied to the outturn electricity price per megawatt
hour in the UK, such discount is capped at 2 maximum of £15 million per annum,

Contract losses in the US

Last year a £175 million exceptional charge was reported to reflect increased costs on two fixed price contracts in the US. There are no further
exceptional charges on the contracts this year.
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5. Employee information

2004 2003
Restated

Average number of employees
Westinghouse 7,665 8,044
British Nuclear Group 13,688 13,129
Spent Fuel Services 494 50
Corporate 1,270 1273
BNFL ALFA 32 24
23,149 22,87
£m £m

Employee costs

Wages and salaries 857 834
Social security costs 74 67
Other pension costs 49 35
Other employee costs 54 51
1,035 987

The figures given above include company executive directers, Further details of directors’ emoluments are set out in Tables A to C within the

Remuneration report on pages 52 and 53.

6. Profit on sale of fixed assets

2004 2003
Em £m
Tangible fixed assets (1 (S)
Realised gains on Nuclear Liabilities Investment Portfolio 5 11
4 6
7. Investment and interest income
2004 2003
Em £m
Nuclear Liabilities Investment Portfolio:
Amortisation of premium./discount {16} 13
Indexation of gilts 36 61
Investment income 161 142
Interest receivable from Secretary of State's Undertaking 366 375
Income from current asset investments 80 88
Reversal of previously recognised losses on investments held by Captive Insurance Subsidiaries 61 -
Exchange gains - 43
Interest receivable relating to loans to joint ventures 1 1
689 723
Financing income from Jong-term contract advance payments reclassified to turnover (37) {40
652 683

Income from the Nuclear Liahilities investment Portfolio and the contractually agreed interest on the Secretary of State’s Undertaking is available to
set off against the increase in nuclear liabilities arising from changes in price levels and the unwinding of one year's discounting known as revalorisation.
Over time the income generated should match the time-related increases in nuclear liabilities included under interest payable and similar charges.
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8. Interest payable and similar charges

2004 2003
£m £m
Revalorisation on nuclear provisions
Changes in price levels 314 393
Unwinding of one year's discount 313 300
627 653
Revalorisation on other provisions
Changes in price levels 13 13
Unwinding of one year's discount 12 10
25 23
Total revalorisation 652 716
Interest payable:
Interest on loans 9 19
Exchange losses 2 -
Bank charges 3 2
Share of associated undertakings' interest payable 6 6
Total interest payable 20 27
Unrealised {osses on investments held by Captive Insurance Subsidiaries - 74
672 817
9. Taxation on (loss)/profit an ordinary activities
a. Analysis of taxation credit in the year
2004 2003
Total before Total
and after before
exceptional exceptional Exceptional
items items items Total
£m £m £m £m
UK corporation taxation in respect of parent and subsidiaries:
Adjustment in respect of prior years 61 43 - 43
61 43 - 43
Joint ventures taxation charge (2) {8) - {8)
Assaciated undertakings’ taxation charge (14) (15) - (15}
45 20 - 20
Overseas taxation charge (3) (7) - (7}
Total current taxatian credit 42 13 - 13
Deferred taxation in respect of parent and subsidiaries (current year} 63 138 71 210
Taxation credit 105 152 71 223
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9. Taxation on (loss)/profit on ordinary activities continued

b. Factors affecting taxation credit for the year

The taxation assessed on the loss on ordinary activities for the year is diffarent from the standard rate of UK corporation taxation of 30%. The

differences are reconciled below:

2004 2003
£m Em
Loss on ordinary activities before taxation {299) (1,088)
Loss on ordinary activities before taxation multiplied by the standard rate of corporation taxation
in the UK of 30% (2003: 30%) 90 326
Effects of:
Expenses not deductible for taxation purposes {13) (24)
Capital allowances in excess of depreciation {62} (121}
Other timing differences (50) §138)
Adjustments in respect of prior years 61 43
Associated undertakings and joint venture taxation (6) (5)
Overseas taxation 22 (68)
Current taxation credit for period {note 9a) 42 13
10. Intangible fixed assets
Coodwill Licences Total
£m £m £m
Costat 1 April 2003 931 3 934
Exchange adjustments (118) - (118)
Additions 2 - 2
Cost at 31 March 2004 817 3 820
Amortisation at 1 April 2003 163 3 166
Exchange adjustments (23) - (23)
Charge for the year 43 - 43
Amortisation at 31 March 2004 183 3 186
Net book value at 31 March 2004 634 - 634
Net book value at 31 March 2003 758 - 768

The goodwill above arose on the acquisition of ABB's commercial nuclear power business on 28 April 2000 and the acquisition of Westinghouse
Electric Company LLC on 22 March 1999,
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11. Tangible fixed assets

a. Group
Plant and machinery
Land and buikdings dewrﬁf?“?“‘,e‘j F;m:;i —
Leng costs tools and course of
leasehold Freehold (note 11} QOther equipment construction Total
£m £m £m £m £m £m Em
Costat 1 April 2003 5 3,591 3,340 4548 170 1,747 13,401
Exchange adjustments - (12) (3} (27) (2) (46) {30}
Additions 1 2 203 25 5 269 505
Disposals - (16) (282) (29) {5) - (332)
Assets in course of construction commissioned - 15 - 125 12 {152) -
Cost at 31 March 2004 6 3,580 3,258 4,642 180 1,818 13,484
Depreciation at 1 April 2003 1 1,671 1,040 2,842 141 11¢ 5914
Exchange adjustments - (4) (1) (13) (M - (19)
Impairment of assets - 7 - 21 5 48 81
Charge for the year 2 149 47 217 14 - 429
Disposals - (10 (52) (29) (4) - (95)
Depreciation at 31 March 2004 3 1,813 1,034 3,138 155 167 6,310
Net book value at 31 March 2004 3 1,767 2,224 1,504 25 1,651 7,174
Net book value at 31 March 2003 4 1,920 2,300 1,606 29 1,628 7,487
b. Company
Plant and machinery
Capitalised Fixtures,
decommissioning fittings, Assetsin
Freehold land costs tools and caurse of
and buildings {aote 1) Other equipment construction Tetal
£m fm £m £m Em £m
Costat 1 April 2003 3,419 4,444 3,863 108 1,283 13,117
Additions - 322 21 5 162 510
Disposals )] (286} (28} (4) - (327)
Assets in course of construction commissioned 5 - 83 5 (93) -
Cost at 31 March 2004 3,415 4,480 3,939 114 1,352 13,300
Depreciation at 1 April 2003 1,593 638 2476 90 14 4811
Impairment of assets - - 7 - 4 11
Charge for the year 144 44 186 11 - 385
Disposals )] (25) (28) (3) - (65)
Depreciation at 31 March 2004 1,728 657 2,641 98 18 5,142
Net book value at 31 March 2004 1,687 3,823 1,298 16 1,334 8,158
Net book value at 31 March 2003 1,826 3,806 1,387 18 1,269 8,306

The company's impairment charge represents a write down of capital expenditure in the year on tangible fixed assets at our Springhelds site that were
fully impaired last year. The Group's impairment charge also includes impairment of capital expenditure on Magnox stations, which were impaired in

the year ended 37 March 2002,

Freehold land, amounting to £5 millian (2003: £5 million) for the Group and £5 million (2003: £5 million) for the company, has not been depreciated.
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12, Fixed assets — investments

a.Summary
Croup Company
2004 2003 2004 2003
£m £ £m £m
Subsidiary undertakings (note 12b) - - 1,131 1,136
Joint ventures (note 12¢) 33 33 2 2
Associated undertakings {note 12d) 109 99 - -
Trade investments (note 12¢) 3 3 2 2
Nuclear Liabilities Investment Partfalio (note 12f) 4,016 3,843 4,040 3,869
4,161 3,978 5,175 5,008
See page 98 for details of principal subsidiary undertakings, asseciated undertakings and joint ventures,
b. Subsidiary undertakings
Company
Amaunts Net book
Shares Loans Total cost provided value
£m fm £m £m £m
At 1 April 2003 1,087 73 1,160 (24) 1,136
Exchange movements - (2) (2) - (2)
Repayrnents - 3 {3) - {3
At 31 March 2004 1,087 68 1,155 (24) 1,131
¢. Joint ventures
Croup Company
Share of Leans and Loans and
net assets Coodwill advances Total Shares advarces Total
£m £m £m £m £m fm £m
Cost at 1 Aprit 2003 13 24 88 125 1 &3 o4
Share of retained profit and reserves 5 - - 5 — - —
Reclassifications (20) 20 - - - - -
Cost at 31 March 2004 (2) 44 88 130 1 63 64
Amounts amortised/provided at 1 April 2003 - 5 87 92 - 62 62
Amortisation charge in the year - 5 - 5 - - -
Amounts amortised/provided at 31 March 2004 - 10 87 97 - 62 62
Net book value at 31 March 2004 {2} 34 1 33 1 1 2
Net book value at 31 March 2003 13 19 1 33 1 i 2

The principal joint ventures are Westinghouse Government Environmental Services Company LLC, Westinghouse Government Services Company LLC,

United Kingdom Nirex Limited and AWE Management Limited.

Loans of £87 million for the Group {2003: £87 million) and £62 million for the company (2003: £62 million} have been made to United Kingdem
Nirex Limited to fund development expenditure for building an intermediate-level nuclear waste repository. Full provision has been made against these loans,
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12, Fixed assets — investments continued
d. Associated undertakings

Group share

of net assets

£m

Net book value at 1 Aprit 2003 99
Exchange adjustment {4)
Share of retained profit and reserves 14
Net book value at 31 March 2004 109

The principal associated undertaking is Urence Limited. During the year, as part of a restructuring of the Urenco business, in which the Group holds one-
third of the shares, the Group subscribed for a shareholding in a newly formed Urenco subsidiary, Enrichment Technology Company Limited (ETC). As this
transaction has not resulted in any change in the Group's effective interest in its associated undertakings, no additions are shown in the table above.

The Group has entered into a conditional contract with Société de Participations du Commissariat a 'energie atomique (trading as Areva) to sell 50%
of its interest in ETC. As part of these arrangements, a refundable deposit ¢f €50 million (E35 million) has been received in the year and is included
in other creditors (note 18) as at 31 March 2004. The transaction should be completed in the next financia! year, subject to the necessary governmental
and competition cleararices being granted.

e. Trade investments

Group Company

Amounts Net book Amounts Net boak

Cost provided value Cost provided value

Em £m £m Em £m £m

Balance at 1 April 2003 and at 31 March 2004 11 (8) 3 5 (7 2

f. Nuclear Liabilities Investment Portfolio

The Nuclear Liabilities Investment Portfolio (NLIP) represents funds earmarked for the costs associated with the discharge of nuclear fiabilities. An
analysis of movernents in the portfolio is shown below. As can be seen from this analysis there has been no drawdown from the fund in the current
financial year, all liabilities expenditure in the year has been funded by cash generated from operations.

Group Company
2004 2003 2004 2003
£m £m Em £m
Balance at 1 April 3,843 4,023 3,869 4,050
Profit on sale of investments 5 11 5 11
Investment income 148 135 148 135
Amartisation of premiurn/discount (16) 13 (78) 12
Indexation of gilts 36 61 36 61
Total liabilities discharged {note 25¢) {510) {469) {510) {469)
Less liabilities funded by operations 510 69 510 69
Balance at 31 March 4,016 3,843 4,040 3,869

In order to ensure that funds are available when needed to meet the long-term nuclear liabilities, the investment policy has to address fong-term returns
and their relationship to inflation, the effects of taxation, credit risk and reinvestment risk. The fund is thus invested in a combination of a gilts investment
portfolio, which generally holds gilts to maturity and, an actively traded managed portfolio, invested through fund managers.
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12. Fixed assets — investments continued

f. Nuclear Liabilities Investment Portfolio continued

i. Gilts investment portfolio

The Group has invested £1,375 mitlion of the portfelio in index-linked gilts and £982 million in conventicnal gilts, with the remaining £101 million
held as bank deposits. The gilts are intended to be held until redemption. The index-linked gilts have an average period to maturity of 14,62 years and
returned 2.33% per annum after taxation and inflation in the year. The advantages of this instrument to the portfolio are taxation-free indexation cover
for inflation, a roughly constant annual post-taxation real yield to maturity and excellent credit risk. There are two areas of risk associated with this
instrument: firstly the taxation legislation may change; and secondly, given the longest maturity is up to 2024, but the nuclear liabilities go out 10 2150,
there will be a significant degree of refinancing risk if the Government does not issue longer maturing index-linked gilts in due course,

ii. Managed portfolio

£1,558 million is invested through fund managers, against either a LIBID or index-linked benchmark dependent upon the maturity profile of the
investment. Funds are primarily invested in fixed income instruments, such as certificates of deposit, index-linked and cenventional gilts and a very
small proportion in equity investments.The purpose of using fund managers is to provide some flexibility and add value by active strategic investment.
Performance is monitared through monthly reports and regular meetings. The potential change in value on the funds is controlled by the benchmarks
and by maturity limits. Credit risk on non-gilt investments is controlled by limiting the amount that can be placed with each counterparty and specifying
a minimum creditworthiness of the counterparty as determined by the rating agencies.

A summary of the movements in the individua! portfolios is as follows:

Croup Company
Cilts Gilts
investment Managed investment Managed

portfolio portfolio Total portfolio portholic Total

fm £m £m £m £m Em

Balance at 1 April 2003 2,348 1,495 3,843 2,374 1,485 3,869
Additions 797 4862 5,659 797 4,862 5.659
Dispesals (707) {(4,799) (5,506) (707) (4,799) (5,5006)
Amortisation of premium/discount (16) - (16) (18) - (18)
Indexation of gilts 36 - 36 36 - 36
Balance at 31 March 2004 2,458 1,558 4,016 2,482 1,558 4,040

The NLIP contains listed and unlisted investments as follows:

Group Company

2004 2003 2004 2003

Market Book Market Book Markat Book Markat Book

value value value value value value value value

£m £m £m £m £m £m Em £m

Listed investments 4,136 3,899 4,059 3,824 4,136 3,923 4,059 3,850
Unlisted investments 117 117 19 19 17 117 19 19
Total 4,253 4,016 4,078 3,843 4,253 4,040 4,078 3,869

The value of listed investments in the company is greater than that of the Group due to the transfer of investments from Magnox Electric plc at the
then market value, being in excess of cost, following the acquisition of that company in the year ended 31 March 1998. Unlisted investments are principally
bank deposits.
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13. Stocks
Group Company
2004 2003 2004 2003
£m £m Em £m
Nuclear fuel 19 22 2 5
Raw materiais and consumables 391 350 39 40
Work in progress 73 74 35 34
Finished goods 34 18 4 3
517 464 80 82
14. Debtors falling due within one year
a. Summary
Group Company
2004 2003 2004 2003
Em £m Em £m
Trade debtors 204 264 85 140
Recoverable on long-term contracts 73 81 - -
VAT 38 33 24 21
Corporation taxation 1 1 1 11
Prepayments and accrued income 283 187 241 89
Other debtors 75 17 66 12
Owed by Group undertakings - - 1,600 1,794
Owed by associated undertakings 9 S - -
Customer recoverable relating to nuclear liabilities {(note 15) 263 210 595 637
946 812 2,612 2,704
b. Amounts outstanding from employees
Croup Lompany
Number of Number of
employses £000 employees £000
As at 31 March 2004 91 558 84 512
Asat 31 March 2003 77 639 77 639
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15. Customer recoverable relating to nuclear liabilities

The Group and company have commercial agreements in place under which some or all of the expenditure required to settle nuclear liabilities will
be recovered from third parties. The movements in amounts recoverable during the year are detailed in the table below. Revalorisation reflects the
changes in price levels in the year and the unwinding of one year's discounting.

Wast
Decommissioning Decommissioning manager::n: Reprocessing Total Total
fixed assets debtor debtor debtor debtors recoverable
£m £m £m £m Em £m
Group
Balance at 1 April 2003 2,128 77 4,868 - 4,945 7,073
Revalarisation 107 4 183 - 187 294
(Decrease)/increase in the year {126) (13) 17 - 4 {122)
Discharge of liabilities {29) - (242) - (242) {271)
Balance at 31 March 2004 2,080 68 4,826 - 4,894 6,974
Company
Balanceat 1 April 2003 3,679 161 8,587 9 9,659 13,338
Revalorisation 185 8 336 43 387 572
{Decrease)/increase in the year {(106) 3 712 154 869 763
Discharge of liabilities (45) - {423) (108) (531) (576)
Balance at 31 March 2004 3,713 172 9,212 1,000 10,384 14,097
The debtors balance is recoverable as follows:
Croup Company
2004 2003 2004 2003
£m Em £m £m
Amounts falling due within one year 263 210 595 637
Amounts falling due after more than one year 4,631 4735 9,789 8,022

4,894 4,945 10,384 8,659
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16. Secretary of State's Undertaking (due after more than one year)

Group

£m

Balance at 1 April 2003 5,159
Interest accrued during the year 366
Balance at 31 March 2004 5,525

The Secretary of State's Undertaking is an agreement between Her Majesty's Secretary of State for Trade and Industry and Magnox Electric plc.
The Secretary of State has undertaken to pay Magnox Electric plc £3,700 million (March 1998 money values) together with interest at a rate of 4.5%
per annum above inflation (based on RPI1) on the outstanding amount, Payments commence in the year ending 31 March 2008 and cease in the year
ending 31 March 2116, The terms of the Undertaking provide for potential adjustments to the outstanding amount in two circumstances:

a. Where acticns taken by persons or bodies external to the BNFL Group cause or may cause a reassessment of the nuclear related liabilities of the
Croup attributable to the Magnox fuel cycle (Magnox liabilities). Magnox liabilities account for over 809% of the Group’s nuclear liabilities.

b. Where there is an adjustment to provisions as a result of downward revisions in the estimate of the cost of Magnox liabilities for reasons other than
these covered by (a) above.

The next review by Her Majesty’s Government in relation to (a) above was due on 1 Aprii 2003. Given the progress being made to implement the
proposals on the restructuring of UK civil nuclear liabifities set out in the Ministerial statement made in the House of Commens on 28 November 2001,
a deferral of this review has been agreed.

Reductions in provisions falling within {b) above are to he shared between the Croup and the Secretary of State {via adjustment of the outstanding
ameunt of the Undertaking) on a sliding scale with the maximum reduction in the Undertaking being £800 million escalated by 2.5% abave inflation
from 1 April 1998, The directors have not assumed any increase in the Undertaking for the revisions to nuclear fiabilities estimates in recent years,

17. Current asset investments and short-term deposits

Group Company

2004 2003 2004 2003

£m £m £m £m

Cilts investments — medium-term maturity 105 112 105 112
—short-term maturity 123 123 123 123

Managed investments 608 548 - -
Short-term deposits 686 1,039 593 9N
1,522 1,822 821 1,146

Gilt investments

The Group has invested £105 million in index-linked gilts, which are intended to be held unti! redemption. These funds are earmarked to cover
decommissioning costs at our Springfields site, These have an average maturity of 20.01 years and returned 3.12% per annum after taxation and
inflation this year. The advantages and risks of this type of instrument are discussed in the NLIP note 12f. During the year some of the gilts were
redeemed on maturity, with the resulting cash inflow used to cover associated liabilities expenditure A further £123 million has been invested in
conventional gilts which are due to mature in December 2005.

Managed investments

Managed investments of £608 million represent funds held by Captive Insurance Subsidiaries. Funds are invested via a number of fund managers,
who operate portfalios which include a combination of equity investments, fixed income instruments and bank deposits. There has been a significant
increase in the value of the funds in the year as a result of the recovery in the market value of equities from 31 March 2003.
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17. Current asset investments and short-term deposits continued
Short-term deposits

These consist of bank deposits and other fixed and call deposits, supported by a level of funds invested in certificates of deposit and a money fund to
caver unforeseen reguirements. Liguidity is managed by preparing short and medium-term cash flow forecasts against which the maturity of bank
deposits is timed. An element of the short-term deposits, £971 million, as at 31 March 2004 is held within charge over deposit accounts, cver which

custamers have a legal charge, as explained in note 33.

Current asset investments and short-term deposits inciude listed and unlisted investments as follows:

Group Company
2004 2003 2004 2003
Market Baok Market Book Market Book Market Book
value vatue value value value value value value
£m Em Em £m £m £m £m £m
Listed investments:
Carried at market value 583 583 548 548 - - - -
Carried at cost 244 228 258 235 244 228 258 235
Total listed investments 827 811 806 783 244 228 258 235
Unlisted investments 711 711 1,039 1,039 593 593 911 911
Total 1,538 1,522 1,845 1,822 837 821 1,169 1,148
The historic cost of the listed investments carried at market value was £592 million {2003: £676 million).
18. Creditors: amounts falling due within one year
Group Company
2004 2003 2004 2003
£m Em £m Em
Loans (note 20) 27 30 - -
Bank overdraft 9 3 278 185
Payments received on account {note 21) 683 1,548 835 1,722
Obligations under finance leases and hire purchase contracts 2 3 - -
Trade creditors 182 176 72 62
VAT 38 a4 21 28
Corporation taxation 10 43 6 4
Cther taxes and social security 18 15 14 10
Accruals and deferred income 418 325 221 142
Other creditors 39 g 2 3
Cwed to Group undertakings - - 1,457 2,217
1,426 2,193 2,906 4,373

Accruals and deferred income in bath the Group and company include £64 million {2003: £nil) relating to the depreciation matching accrual (note 1h)
and £1 million (2003: £1 million) relating to capital grants {note Th). Included within other creditors is a refundable deposit of £35 million relating

to the Croup's conditional contract for the sale of 50% of the Group’s interest in ETC {note 12d).
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19. Creditors: amounts falling due after more than one year

Croup Company

2004 2003 2004 2003

£m Em £m fm

Loans (note 20) - 21 - -
Payments received on account {note 21) 4,304 3,375 5,667 4,793
Accruals and deferred income 579 587 579 587
Other 12 17 2 2

4,895 4,000 6,248 5,382

Accruals and deferred income in both the Group and company include £57 1 miltion {2003: £578 millicn) relating to the depreciation matching
accrual {note Th) and £8 miliion (2003: £9 million) relating to capital grants (note Th),

20. Loans
Croeup
2004 2003
£m £m
Repayable —in one year or fess, or on demand 27 30
—in more than twe years but not more than five years - 21
27 51

Loans are secured by Parent company guarantees.

21. Payments received on account
Payments on account have been received from customers for the provision of services under long-term contracts. These will be released to the profit

and loss account, and hence turnaver recognised, as the services are provided. The expected profile for release of payments received on account as
at 31 March is as follows:

Group Company

2004 2003 2004 2003

£m Em £m £m

In cne year or less 683 1,548 835 1,722
In more than one year but not more than two years 488 611 861 946
In more than two years but not more than five years 1,542 1,650 2,741 2,930
In more than five years 2,274 1,114 2,065 917

4,987 4923 6,502 6,515

22. Undrawn committed borrowing facilities
The Group has undrawn commtted borrowing facilities of £70 million which expire within two to five years (2003: £83 million within two to five years).
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23. Provisions for liabilities and charges

Group LCompany
2004 2003 2004 2002
£m £m £m £m
Nuclear provisions — recoverable under commercial agreement (note 24) 6,974 7,073 14,097 13,338
— Croup funded (note 24) 13,784 13,663 2,360 2,237
Nuclear provisions total 20,758 20,736 16,457 15,575
Deferred taxation (note 26) 147 710 - _
Cther pravisions (note 27) 1,039 1,089 954 869
21,944 22,035 17,411 16,444
24, Nuclear provisions
a. Summary of the movements in nuclear provisions
Decommissioning Waste management Reprocessing Total
Recoverable Recoverable Recoverable Recoverable
under under under under
commerciz! Croup commercial Group commercial Group commercial Group
agreement funded agreement funded agreement funded agreement funded
£m Em £m £m Im £m £m £m
Group
Balance at 1 April 2003 2,205 5,879 4868 6,601 - 1,183 7,073 13,663
Exchange adjustments - (13) - - - - - {13)
Reclassifications - 30 - (31 - 7 - 6
Revalorisation 111 291 183 283 - 53 294 627
(Decrease)/increase in the year {(139) 10 17 44 - 51 {122) 105
Discharge of liabilities 29) (177) (242) (303) — (124) (271) (604)
Balance at 31 March 2004 2,148 6,020 4,826 6,594 - 1,170 6,974 13,784
Company
Balance at 1 April 2003 3,840 1132 8,587 988 911 117 13,338 2,237
Reclassifications - 30 - 31 - 7 - 6
Revalorisation 193 59 336 4Q 43 6 572 105
(Decrease)/increase in the year (103) 47 712 43 154 21 763 105
Discharge of liabilities (45) (37) (423) (38) {108) (8) {576} (93)
Balance at 31 March 2004 3,885 1,225 9,212 1,002 1,000 133 14,097 2,360

The Group has estimated the financial cost of meeting its obligations to decommission radioactive facilities and has provided for them. These obligations
address the demolition of plants used for fuel manufacture, reprocessing cperations and generating plant together with the dispesal of associated
waste. Provisions are alse made for the treatment, handling and disposal of waste preducts arising from reprocessing operaticns together with
defuelling, reprocessing and waste management of used nuclear fuel from the Group's reactors. The bulk of these provisions relate to treatment plant
and related facilities at Sellafield, where the complexity and number of plants is significantly greater than at the other locations for which the Group

has site licence responsibility.
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24. Nuclear provisions continued

a. Summary of the movements in nuclear provisions continued

For safety reasons, much of the dismantling and demolition work will not occur for a considerable time Similarly, the costs of constructing long-term
storage for waste will not be incurred for a long time, and the accounting provisiens for such costs must necessarily be based on estimates, which are
calculated using the practica! experience and extensive knowledge that already exists.

In respect of historic wastes, specifically these arising from the early military and civil nuciear programmes, following extensive work over a number
ofyears, the Board approved a substantially revised retrieval and processing strategy in the financial year ending 31 March 2002, Despite the extensive
work undertaken, the nature of the wastes, the length of time for which they have been stored and the age of the storage facilities mean that much
further work will be required over a number of years to confirm and further refine this strategy. The Board has recorded its best estimate of the related
liabilities based on available knowledge. The Groug’s procedures would normally require this estimate to include risk, which in this context means the
financial implications of a range of possible alternative cutcomes associated with the treatment of these wastes. In this case however, the level of
uncertainty associated with these alternatives is such that the Board has been unable to quantify this incremental financial impact with reasonable
certainty. As a consequence, it is likely that the liabilities will differ from the amounts recorded although those amounts remain the best available
estimate at the present time, As indicated in note 4, the station decommissioning costs are under review,

The estimates on which all the provisions are based are themselves reliant upon assumptions derived from detailed technical assessments of the
processes and methods likely to be used to discharge the cbligations. These assumptions reflect a combination of latest technical knowledge available,
the timescale involved before the work is carried out and the requirements of the existing regulatory regime and commercial agreements, in addition
to statistical modelling of the financial impact of the various outcomes. The nature of the obligations however means that fundamental uncertainties
remain regarding the measurement of the liabilities and the timing of the cash flows. Until the new structure announced by Her Majesty’s Government
is established and responsibility for these liabilities transfarred, the impact of any additional liabilities could materially affect the results of operations
and financial condition of the Group, Further background te nuclear liabilities is provided on pages 95 to 97.

b. Funding of long-term nuclear provisions

The following table shows the cash element of the Group funded provision and the percentage covered by funds held by the Group as at the balance
sheet date:
2004 2003

£m £m
Croup funded provisions 13,784 13,663
Non-cash {see below) {968) (941)
Future cash expenditure in respect of existing liabilities 12,816 12,722
Nuclear Liabilities Investment Portfolio market value {note 12f) 4,253 4078
Secretary of State's Undertaking in relation to the liabilities of Magnox Electric plc (note 16) 5,525 5,159
Funds earmarked for liabilities 9,778 9,237
Level of percentage funding 768% 73%

The non-cash adjustment represents depreciation on certain historic capital expenditure, which will be charged against provisions over the remaining
operating life of those assets.
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25. Nuclear liabilities

a. Total future cash expenditure

The following table shows the current estimate of total lifetime future cash expenditure and the proportion funded by the Group. The provisions as
disclosed in the balance sheet are discounted at 2.5% per annum, The table below indicates both the disceunted and undiscounted future cash expenditure.

Group funded future

Total future cash expenditure cash expenditure

Undiscounted Discounted  Undiscounted Discounted

£m £m Em Em

Decommissioning 18,542 8,112 14,109 5978
Waste management 20,032 10,144 12,592 6,010
Reprocessing 2,787 2,257 1,630 1,305
At 37 March 2004 41,361 20,507 28,331 13,293
At 31 March 2003 41,265 20,733 27,865 13,372

b. Reconciliation of Group funded provision to Group-funded future cash expenditure

2004 2003

£m Em

Group funded provisions 13,784 13,663
Nen-cash {968) (941
Future activities for which provision is not yet required (see below) 477 650
Croup funded future cash expenditure 13,293 13,372

Future activities for which provisicn is not yet required relates to liabilities expenditure which is not yet provided, as the recognition criteria under
FRS 12 have not yet been met.

¢. Movements in future cash expenditure
Group funded future

Tota! future cash expenditure cash expenditure
Undiscaunted Discounted  Undiscounted Discounted
£m £m £m Em
Balance at 1 April 2003 41,265 20,733 27,865 13,372
Revalorisation 1,099 1,025 742 660
Discharged in year (813) (813} (510} (510}
Cther changes (190 (438) 234 (229)
Balance at 31 March 2004 41,361 20,507 28,331 13,293
d. Projected profile of future cash expenditure
The projected cash expenditure profile over the next 150 years is as shown below:
Cash
expenditure
Years Liabilities discharged £bn
2004102014 Construction and cperaticn of waste management facilities, together with some reprocessing and decommissioning 12
2015102065 Decommissioning the Group's nuclear facilities and waste management activities including waste disposal 14
206610 2150 Final stages of decommissioning the Group's nuclear facilities, together with costs associated with the construction and
operation of a deep waste repository 15
41
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26. Deferred taxation

Group Company

2004 2003 2004 2003

£m £m Em £m

Capital allowances in advance of depreciation 436 500 424 486
Other timing differences (289) (290) (424) (486)
147 210 - -

The movement in the year relates to a current year deferred taxation credit to the profit and loss account of £63 miliion company: Enil}. Other timing
differences relate principally to nuclear provisions.

There is considerable uncertainty regarding the current and total taxation charges or credits in future periods due to Government proposals to
restructure the Group as part of the formation of the NDA, At this time however the Group continues to provide for deferred taxation on a basis which
is consistent with prior periods.

The Group has an unrecognised deferred taxation asset amounting to £1,079 million (2003: £801 million) consisting of fixed asset timing differences
of E109 million (2003: £161 million), other timing differences of £675 million (2003: £333 million) and losses of £295 million {2003: £307 million).
The unrecagnised deferred taxation asset arises both in the wholly owned subsidiary undertaking Magnex Electric ple, where no benefit is expected
to crystallise in the future and also on non-trading losses.

The unrecognised deferred taxation asset is unable to be offset against the deferred taxation liability as the asset arises in one legal entity, whilst the
liability is in a separate legal entity.

27. Other provisions

Decommissioning Other  Restructuring
Contract contract contract and pension Qther
settlements pensions provisions costs provisions

{2) () {b) C] {d) Total

£m £m £m Em £m £m
Group
Balance at 1 April 2003 192 181 324 278 114 1,089
Exchange adjustments (37 (25) ) (6) B) {71)
Revalorisaticn 7 - 9 9 - 25
Reclassifications - 21 - (6) (zn (6)
Charge in the year - 2 187 46 17 252
Released in the year {6) (8) )] )] {1 (35)
Expenditure in the year (36) (57 (42} Ta)] 9 {215)
Balance at 31 March 2004 126 104 468 249 92 1,039
Company
Balance at 1 April 2003 - - 253 183 433 869
Revalorisation - - 8 9 - 17
Reclassifications - - - (6) - {6)
Charge in the year - - 179 22 S 210
Released in the year - - (10) (1) (78) (89)
Expenditure in the year - - (20) (26) (1) (47)
Balance at 31 March 2004 - - 410 181 363 954
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27. Other provisions continued
a. Contract settlements

The Westinghouse Business Graup has existing obligations in respect of steam generator and uranium supply contract settlements totalling
£126 million (2003; £192 million).

The provision for steam generator supply contracts relates to the settlement of various claims brought by US utilities, claiming damages in connection
with alleged tube degradation in steam generators sald as components of nuclear steam supply systems, The contracts require the provision of certain
preducts and services at prices discounted at varying rates together with cash payments. Tolling agreements have been entered into with some parties
who have asserted steam generator claims. As at 31 March 2004, tolling agreements existed for two claims. Provisicns have been made for the best
estimate of costs to settle these matters. The fiabilities are expected to be satisfied over the next 10 to 12 years, with the majority of expenditure
occurring over the next six years. The provisions are discounted at 3.2%. The provisions are sensitive to a number of factors including timing and amount
of discounted products and services offered.

The provision for uranium supply contracts relates to the settlement of various contract suits which arose in the late 197 0s. Settlements have been
agreed whereby the Westinghouse Business Croup provide equipment and fuel supplies, of which five remain open as at 31 March 2004. The supply
of equipment is essentially complete and the fuel supplies extend through to 2013. The provisions are discounted at 3.2%.

b. Decommissioning and other contract provisions

Other contract provisions relate to loss making contracts and sundry contractual claims. The majority of the provisions are expected to be utilised over
the next 11 years.

¢. Restructuring and pension costs
The main elements of restructuring costs are voluntary severance obligations. The amounts provided are based on best estimates of the severance

costs of employees who have left or will leave under voluntary severance terms, Accrued pension costs of £55 millian (2003: £63 million) are also
included. The majority of provisions are expected to be utilised over the next 10 to 15 years.

d. Other provisions
Other provisions within the Group include warranty provisions of £22 million {2003: £26 million} and insurance provisions of £30 million (2003: £31 million),
The latter represent best estimates of existing self-insurance liabilities for claims incurred but not reported, calculated in accordance with established

insurance industry practice. Other provisions within the company reflect net liabilities of certain subsidiaries where investments have already been
provided against.

28. Called up share capital

2004 2003
£m £m
Authorised
43,000,000 ordinary shares of £1 each 43 43
Allotted, called-up and fully-paid
32,668,244 ordinary shares of £1 each 33 33
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29. Reserves

Group LCompany

Profit Profit

and loss and loss

account account

£m £m

Balance at 1 April 2003 (2,727) 275
Currency translation differences (10) -
Loss for the financial year (194) (75)
Balance at 31 March 2004 (2,931) 200

A separate profit and loss account for the company has not been published as allowed under section 230 of the Companies Act 1985,

Currency translation differences represent the exposure an forgign currency net assets held by the Group, arising as a result of movements in exchange
rates in the year.

30. Reconciliation of movements in Shareholders' funds

Group Company

2004 2003 2004 2003

£m £m £m Em

Loss for the financial year {194) (865) (75) {18)
Currency translation differences {(10) 18 - -
(204) {847) {75) (18)

Opening Shareholders’ funds {2,694) {1,847} {308} 324
Closing Shareholders' funds (2,898)  (2,694) (383} (308)

Cumulative goodwill written off to reserves in respect of acquisitions before 1 April 1998 amounts to £119 million (2003: £112 million). This goodwill
had been eliminated as a matter of accounting pelicy prior to the adoption of FRS 10, which requires goodwill acquired as the result of acquisitions to
be capitalised on the balance sheet. This will be charged in the profit and loss account if and when the businesses te which it relates are disposed of.

31. Financial commitments

Group Company

2004 2003 2004 2003

£m £m £m £m

Capital commitments contracted for but not provided 138 159 133 151

The Group's operating leases now relate primarily to head office facilities in the US. The annual commitments are not significant and now amount to
appreximately £10 million per annum.

32. Pensions and other post-retirement benefts
a. Contributions

The majority of the employees of the Croup are covered by four pension schemes which provide defined benefits to members. The Group’s contributions
to these pension schemes are as follows:

2004 2003

£m Em
The Combined Pension Scheme - -
BNFL Group Pension Scheme 5 6
Westinghouse Electric Campany Pension Plan 26 19
Electricity Supply Pensicn Scheme 20 10

51 35
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32, Pensions and other post-retirement benefits continued

b. The Combined Pension Scheme

The Combined Pension Scheme (CPS) was set up as a statutory body with effect from 1 July 1997 as a result of merging the previous UKAEA Principal
Non-Industrial Superannuation Scheme (PN1SS) and the UKAEA Industrial Superannuation Scheme (1S5) and is managed by the UKAEA. Itis a multi-
employer scheme which provides defined benefits to its members. In common with other public sector schemes the CPS does not have many of the
attributes of normal pension schemes. Any surplus of contributions made in excess of benefits paid out in any year is surrendered to the Consolidated
Fund and any liabilities are met from the Conseolidated Fund via the annual Parliamentary vote. Gevernment does not maintain a separate fund and
the scheme valuation is based on a thecretical calculation as to how a typical UK pension scheme would have invested the historical surplus of
contributions cver payments. There is no actual fund.

The nature of the scheme, supported as it is by the Covernment’s Consolidated Fund and a theoretical portfolio of assets, has required the Group to
consider carefully the most appropriate treatment to meet the requirements of FRS 17 and present a true and fair view. Having taken advice, the Group
considers that FRS 17 requires the scheme to be accounted for as defined benefit in nature, despite some of its unique features.

The most recent triennial actuariat valuation of the scheme which has been completed is as at 31 March 20C0. The next valuation is currently
underway. The 31 March 2000 valuation indicated a market value of the notional investments of £2,436 million with a level of notienal funding of
130%. As a result of the noticnal surplus, the pension scheme managers have indicated that there will be a contribution holiday frem 1 April 1958
to 31 March 2023 (the average remaining service life of current members at that time). Thereafter the contribution rate will revert to a regular rate
of 13.6%. The entry age method was used with the following long-term assumptions:

%

Notional investment yield {net of pay increase) 2.0
Notional investment yield {net of price inflation) 35
inflation assumption 35

¢. The BNFL Group Pension Scheme

The BNFL Croup Pension Scheme is a funded scheme. Centributions are paid into investment funds operated by Insight. The subsidiaries contribute
to the scheme at rates recommencded by the scheme’s professionally qualified actuaries; these increased from 12% to 14.5% effective from 1 April 2004,
The first triennial valuation of the scheme took place as at 31 March 2007 using the projected unit credit method, The market value of the scheme's
assets was £93 million with a 109% level of funding. The underlying assumptions used in the valuation were:

Past Future

sevice service

% %

Investment return 5.6 6.5
Salary increase 38 4.0
Pensions increase 2.3 25
Inflation assumption 2.3 2.3

A further actuarial valuation of the scheme's assets (effective 31 March 2004) is currently underway, the results of this exercise will not be available
until later this year.
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32. Pensions and other post-retirement benefits continued

d. Westinghouse Electric Company Pension Plan

Westinghouse Electric Company employees are provided with certain pension and post-retirement benefits through funded schemes. The post-
retirement benefits include medical, dental and life insurance benefits. As part of the acquisition of the Westinghouse Electric Company business, there
is an agreement to provide similar benefits, subject to the previous owner retaining pension liability refated to accrued benefits in respect ofemployees

and former employees for service prior to the date of completicn of the acquisition. Westinghouse Electric Company is therefore only liable for benefits
accruing to emptoyees after 22 March 1998,

The most recent actuarial valuation of the scheme took place on 31 December 2002. This indicated a market value of the scheme's assets of

£77 millien and a 66% level of funding. The unit credit cost method was used with the following underlying assumptions:
%

Discount rate 7.0
Expected long-term rate of return on assets 8.7
Salary increase 35
Inflation assumption 26
Persions increase 1.1

e. The Electricity Supply Pension Scheme

Magnox Electric plc employees are members of the Electricity Supply Pension Scheme (ESPS}. The ESFS is a funded scheme which, as at the date of
the most recent triennial actuarial valuaticn (effective 31 March 2001), had assets with a market value of £1,305 million, equating to alevel of funding
of 113.7%. Subsequent to the last formal valuation the value of the schemes assets has however fallen in line with the decline in worldwide equity

markets. In the light of this, following a period of reduced contributions {April 2002 to March 2003), the company has, with effect from 1 April 2003,
therefore reverted back to a full contribution rate.

The projected unit mathod was used to calculate the 31 March 2007 valuation with the following underlying assumptions;
%

Investment return {pre-retirement) 6.3
investment return (post-retirement) 53
Salary increase 33
Pensions increase 25
Inflation adjustment 23

A further actuarial vatuation of the scheme’s assets (effective 31 March 2004) is currentiy underway, the results of this exercise will not be available
until later this year,

f.FRS 17 valuations
i. The valuations for each of the schemes have heen updated on a basis consistent with FRS 17. The major financial assumptions used are:

BNFL Croup Westinghouse
Ps Pension Scheme Electric Company ESPS
2004 2003 2002 2004 2003 2002 2004 2003 2002 2004 2003 2002
% % % % % % % % % % % %
Rate of increase in salaries 49 49 5.0 43 40 4,2 26 2.8 2.5 39 3.6 38
Rate of increase in pensions 34 34 1.1 28 25 27 1.1 1.2 1.0 3.0 27 29
Inflation assumption 34 34 35 28 25 27 26 2.6 27 29 2.6 28
Discount rate 7.0 7.0 35 5.5 5.4 6.0 6.0 6.6 6.9 55 5.4 6.0
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32. Pensions and other post-retirement benefits continued
f.FRS 17 valuations continued
ii. The fair value of the assets and liabilities for each of the schemes are as follows;

BNFL Croup Westinghouse

CPS Pension Scheme Electric Company ESPS

2004 2003 2004 2003 2004 2003 2004 2003

£m Em Em Em £m £m £m Em

Equities 1,774 1,342 73 56 66 54 822 660
Bonds 313 301 32 24 28 23 268 242
Property - - _ _ _ _ 96 91
Other - - 1 - - - 22 4
Total market value of assets 2,087 1,643 106 80 94 77 1,208 997
Present value of scheme liabilities {1,684)  (1,554) {141) {120) (197 (186)  {1,339) {1,249)
Net surplus/(deficit) 403 8% (35) (40) (103) (89) (137) (252)
Restriction on surplus (403) (89) - - — - - -
Net pension liability - - (35) (40) (103} (89) (131) {252}

In the case of the CPS, the assets and any surplus or deficit are notional only. Due to the notional nature of the assets supperting the scheme and the
fact that the Group has no rights to the surplus other than as allowed by the scheme managers, the Group dees not consider that on full implementation
of FRS 17 it would be prudent or appropriate to recognise any surplus on the balance sheet. The surplus of £403 million as disclosed above for the

CPS has therefore been restricted in accordance with the requirements of FRS 17.

ili. The expected rates of return for each of the schemes are:

BNFL Group Westinghouse
CPs Pansion Scheme Electric Company ESPS
2004 2003 2002 2004 2003 2002 2004 2003 2002 2004 2003 2002
% % % % % % % % % % % %
Equities 7.0 7.0 7.0 7.0 7.0 7.5 8.5 B8 121 7.7 7.8 7.7
Bonds 4.5 45 2.5 47 45 5.0 6.7 7.3 7.1 4.8 48 57
Property - - - - - - - - - 6.7 6.6 6.2
Other - - - 4.7 45 5.0 — - 23 43 38 3.7
iv. The movements in the surplus/(deficit) in the year are as follows:
BNFLGroup  Westinghouse Total
Pension Electric excluding
CPs Scheme Lompany ESPS CPs
£m £m £m Em £m
Surplus/(deficit) in scheme at 1 April 2003 89 (40) (89) (252) (381)
Current service cost (59) (6) (19) (18) (43)
Contributions 17 S 26 20 51
Past service cost - M - {7 (8)
Expected return on pension scheme assets 110 5 7 - 12
Interest on pension scheme liabilities (100) (6} (12) - (18)
Actuarial gains/(losses):
Actual return less expected return on pension scheme assets 346 13 (1) 174 186
Experience gains and losses arising on the scheme liabilities - - - (# N
Changes in assumptions underlying the present value of the scheme liabilities - (5) {15) (41} (61)
Surplus/{deficit) in scherne at 31 March 2004 403 {35) (103) {131) {269)
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32. Pensions and other post-retirement benefits continued
g. Impact on the Group's primary statements

If the assets and liabilities of the BNFL Group Scheme, the Magnox Electric Group part of the ESPS and the Westinghouse Electric Company Pension
plan had been recognised in the Group's financial statements, the Group would have additional net liabilities of £269 million (2G03: £381 million

reduction in net liabilities). The impact on the consolidated profit and loss account would have been:
2004

2003

£m £m
Analysis of the amount that would have been charged to operating profit
Current service cost 43 40
Past service cost 8 11
Total operating charge 51 51
Analysis of amount that would have been credited/{charged) to other finance income
Expected return on pension scheme assets 12 33
Interest on pension scheme liabilities (18) {13)
Net (expense)/return (6) 20
The impact on the consolidated statement of total recognised gains and losses (STRGL) weuld have been:
2004 2003
£m £m
Analysis of amount that would have been recognised in STRGL
Actual return less expected return on pension scheme assets 186 (346)
Experience gains and losses arising on the scheme liabilities {7) 47
Changes in assumptions underlying the present value of the scheme liabilities {61) (91}
Actuarial gain/(loss) that would have been recognised in STRGL 118 (380}
h. History of experience gains and losses
2004 2003
Actual return less expected return on pension scheme assets (£ million) 186 (348)
Percentage of schame assets 5% (12)%
Experience gains and losses arising on the scheme liabilities {£ million) ¥} 47
Percentage of the present value of scheme liabilities -% 2%
Total amount recognised in STRGL (£ million) 118 (390)
Percentage of the present value of scheme liabilities 4% (13)%

33. Contingent liabilities

a. At 31 March 2004, the company had contingent liabilities incurred in the ordinary course of business arising out of guarantees and other transactions

in respect of which, in the opinion of the directors, no material losses are expected to arise:

i. Guarantees, indemnities and charges have been given to banks, insurance companies and other organisations in respect of credit and foreign
exchange facilities of £387 million (2003: £517 million) relating to overseas subsidiaries and £16 millien relating to subsidiaries located in the UK.

ii. Letters of support have been provided to certain subsidiaries, in particular Magnox Electric ple, in order for them to continue operating safely and
to meet their liabilities as they fall due for the foreseeable future. The net liabilities of Magnox Electric ple, as disclosed in its accounts, amount to

approximately £3.7 billion (2003: £3.5 billion).
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33. Contingent liabilities continued

ili. The Group and its subsidiaries have entered intc various guarantees in respact of contract performance, working capital facilities, technical services
and plant maintenance, in the ordinary course of business.

iv. £91 miflicn (2003: £81 million) of funds within current asset investments and short-term deposits (within note 17) are held within charge over
deposit accounts (CODAs). These represent funds provided by customers which are held in accounts controlled and owned by the company, but over
which the customer has a legal charge until the associated work has been completed.

v. Bank pooling guarantess in respect of the company and certain UK subsidiaries.

b. On 21 March 1994, four residents of Dundalk, Ireland commenced proceedings in the High Court of Dublin against Ireland and the Attorney
General and BNFL. The first part of the plaintiffs' claim relates to regulatory matters, spacifically to allegations that EC Directives have not been fully
complied with in the UK. Following a trial of this part of the claim the irish Court decided that it did not have jurisdiction to determine these issues or
grant the remedies requested by the plaintiffs, Subject to a possible appeal by the plaintiffs, this judgment, in effect, brings tc an end this element of
the ciaim. The second partis a tart claim in which damages are sought for alleged assault, nuisance, trespass, wrongful acts and unlawful interference
with the plaintiffs’ constitutional right of bodily integrity, which it is claimed have arisen as a result of discharges frem Sellafield. This aspect of the
claim remains in its early stages and no orders have been made as to the future management of the case. it is therefore difficuit to assess the financial
consequences of the case though BNFL remains committed to vigerously defending the allegations, which it believes have no merit.

C. As described in note 24, fundamental uncertainties remain regarding the measurement of nuclear liabilities and the timing of the cash flow. Until
the new structure announced by Government is established and responsibility for these [iabilities transferred, the impact of any additional liabilities
could materially affect the results of operations and financial condition of the Group.

34, Related party transactions and controlling party

The fellowing table summarises the disclosures required by FRS 8 regarding related parties:
Undertakings
under

common Joint Associated
contrel ventures  undertakings
Em Em Em
2004
Turnover 243 6 5
Purchases 12 8 3
Trading amounts due from related parties at 31 March 82 1 -
2003
Turnover 223 3 6
Purchases 5 12 4
Trading amounts due from related parties at 31 March 71 - -

The ultimate controlling party of the company is considered by the directors to be Her Majesty’s Covernment. Undertakings under commen contrel
of the Government are the Ministry of Defence (MoD) and the UK Atomic Energy Authority. For further details regarding eguity and lean transactions
with associated undertakings and joint ventures refer to note 12,

In addition to the trading balances disclosed above, £162 million (2003: £216 million) is owed to the Group by the MoD. This represents reimbursement
by the MoD of advances made by the Croup to United Kingdom Nirex Limited in respect of the disposal cost of waste arising on BNFL sites to 31 March 2001.
£55 million {2003: £ni!} is included within other debtors falling due within one year and £109 million (2003: £216 million) is included within other
debtors falling due after more than one year,
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35. Derivatives and other financial instruments

As explained on page 63 note 1(0) the Group uses derivatives and other financial instruments in managing the risk associated with its business, With
the exception of commodity contracts in respect of electricity trading {dealt with in note 35d below), the Group does not engage in speculative
treasury arrangements, and all of its activities are designed to support underlying business activities. All treasury activities are carried out under
policies approved by the Board. The following numerical analysis gives an indication of the significance of these instruments to the Group.

a. Fair value of derivatives and other financial instruments

Set out below is & comparison of the book values and fair values of the Group's derivatives and other financial instruments (excluding short-term
debtors and craditers). Fair values have been based on published market prices {far listed instruments) or estimates made from discounted cash flow
analysis {for unlisted instruments). The fair value of the net financial assets and derivatives is £257 million (2003: £258 million) in excess of book
value Certain other assets and liabilities held by the Group, most notably the Secretary of State’s Undertaking, have not been assigned a fair value
as the instruments are not readily traded or because their book value approximates to their fair value,

Book values Fair values
2004 2003 2004 2003
£m £m £m £m

Financial assets
Nuclear Liabilities Investrnent Portfolio (note 12f) 4,016 3,843 4,253 4,078
Gilt investments (note 17) 228 235 244 258
Managed investments {note 17) 608 548 608 548
Short-term deposits (note 17) 686 1,039 686 1,039
Loans and advances to associated undertakings and joint ventures (notes 12 and 14) 10 10 10 10
Debtors falling due after more than one year 132 241 132 241
Trade investments (note 12¢e) 3 3 3 3
Cash 128 72 128 72

5811 5,991 6,064 6,245

Financial liabilittes

Overdraft (note 18) {9) {3) (s} 3)
Loans {note 20} (27) 51) (27) (51)
Obligations under finance leases (note 18) (2) (3) (2) 3)
Other creditors falling due after more than one year (note 19) (12) (17 (12) (17)
(50) (74) (50) (74)
Derivatives
Foreign currency contracts (see 35b(ih) below) 18 - 19 -
Net financial assets and derivatives 5776 5817 6,033 6,175

b. i. Currency exposure
Set out below is an analysis of the Group's exposure to financial instruments deneminated in currencies other than the operational currency of the
individual business units. These currency exposures are disclosed after taking into account derivatives and other financial instruments entered into

to manage the Group’s exchange rate positions,
Net foreign currency monetary assets/(liabilities)

US Dollar Euro Gther Total
Functionai currency of operation £m £m Em £m
Sterling 1 1 19 31
At 31 March 2004 11 1 19 31
Sterling 37 Y 21 54
Us Dellar - - 14 14
At 31 March 2003 37 4 35 68
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35. Derivatives and other financial instruments continued

b. i, Hedges

Board policy is that all significant firm foreign exchange transaction exposures should be hedged. This is done by forward contracts, currency options
or, where appropriate, by matching receipts and payments in the same currency. Where their guidelines permit, the investment managers of the
Captive |nsurance Subsidiaries may invest in nan-sterting instruments; this is controlled by limiting the amount of such investments which may be left
unhedged to a percentage of the total portfolio. At 31 March 2004 the Captives held no significant unhedged exposures,

The fair value of derivatives of £19 million {2003: £nil} as disclosed in note 35z relates to the following:

2004 2003
Gains Losses Gains Losses

£m £m £m £m

Recognised as at 31 March 15 - - -
Unrecognised as at 31 March 16 {12) 16 (16)
3 {12) 16 (16)

Recognised gains in the table above relate to currency options. The unrecognised gains/ (losses) are expected to be recognised as follows:

2004 2003

Gains Losses Gains Losses

£m Em Em £m
Within one year 7 (7) M (1)
After more than one year 9 {5) 5 {5)
16 (12) 16 (16)

¢. Interest rate risk
The tables below summarise the interest rate profile of the Croup’s financial instruments {exciuding short-term debtors and creditors) after taking

into account the effect of any interest rate or currency derivatives used to manage the risk associated with these instruments. Financial assets and
liabilities are as analysed in note 35a.

i. Financial assets
Fixed rate instruments

Weighted Weighted

Non average average

Floating Fixed interest interest period

rate rate bearing Total rate to maturity

£m £m £m Em % Years

Sterling 3578 1,577 473 5,628 4.1 23
US Dollar 141 - - 141 - -
Euro 26 - S 35 - -
Other 7 - - 7 - -
Total financial assets at 31 March 2004 3,752 1,577 482 5811 4,1 2.3
Sterling 4,491 886 503 5,880 45 2.7
S Dollar 11 - - 101 - -
Euro 6 - - & - -
Other 4 - - 4 - _
Total financial assets at 31 March 2003 4,602 886 503 5,991 45 2.7
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35. Derivatives and other financial instruments continued
¢ Interest rate risk continued

i. Financial assets continued

Financial assets bearing no interest can be analysed as follows:

2004 2003
£m Em

Funds within Nuclear Liabilities investment Portfolio 21 21
Investments and short-term deposits: equity investments in Captive Insurance Subsidiaries 321 228
Debtors falling due after more than ane year 127 241
Advances to associated undertakings and joint ventures 10 10
Trade investments 3 3
482 503

Debtors due in more than cne year have 3 weighted average period to maturity of 1.7 years (2003: 1.5 years).

ii. Financial liabilities
Fixed rate instruments

Weighted Weighted

Non average average

Floating Fixed interest interest peried

rate rate bearing Total rate to maturity

£m £m £m £m % Years.

Sterling Z - 10 12 - -
US Dollar 30 2 - 32 7.7 20
Euro & - - 6 - -
Total financial liabilities at 31 March 2004 38 2 10 50 17 30
Sterling 4 - 16 20 - -
LS Dollar 52 2 - 54 7.7 3.0
Total financial liabilities at 31 March 2003 56 2 16 74 77 3.0

Included within financial liabilities bearing no interest are other ereditors due after one year of £10 million (2003: £16 million), which have a weighted
average period to maturity of 3.0 years (2003: 7.1 years).

Floating rate assets and liabilities, which include bank loans and deposits, borrowings and index-linked bonds, have interest rates which vary in
accordance with market rates over periods ranging from three days to a year. Coupons on the index-linked gilts are reset every six manths in line with
inflation. The interest rate characteristics of the Secretary of State's Undertaking are explained in note 16.

d. Commodity contracts

Under the electricity trading arrangements effective from 27 March 2001, a small number of low value contracts are entered into, in order to take
trading positions in the market. The fair value of these instruments at 31 March 2004 is negligible {2003: £nil). The estimate is based on a comparison
between the contracted price (specified at the date of the deal} and the price for a similar contract at the year end (based on available market data).
All of these instruments will expire in the course of the next financial year.

e British Energy contracts

During the year, a revised contract was agreed with British Energy for the supply of nuclear fuel, This contract includes an element that is dependent
on the market price of electricity. Part of the price which the Group receives for supplying fuel under this contract decreases with each £1/Mwh drop
in market price of electricity below £18/Mwh with a fioor at £15/Mwh, The Group's maximum annual exposure under this arrangement is
£15 million, This element of the contract is effectively a financial derivative. At the year end however, based on forecasts of electricity prices, the
estirmated fair vaiue of the derivative is £nil.

As a result of entering into this contract, the Group now shares part of the risk of fluctuating electricity prices with its customer. The Board has
considered this risk but, based on its view of medium-term electricity prices, has concluded that the costs of hedging the risk of exposure would
outweigh the potential benefits.
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Background to nuclear liabilities

The safe treatment and disposal of waste and ultimate
decommissioning of our facilities are fundamental responsibilities
of the Group. These activities will take place over long timescales
unigue to the nuclear industry. The financial liabilities that arise
from these activities have to take account of numerous
uncertainties including the nature of the waste, its final
destination and the ultimate status of our sites. It is these very
uncertainties over such long timescales which make Covernment
plans to restructure, fund and manage the liabilities through the
NDA so important.

Background

The Croup's nuclear liabilities arise from the operation of facilities
for the production of nuclear fuel, the generation of electricity
using first generation Magnox nuclear reactors, reprocessing of
fuel to separate reusable nuclear materials from the small amount
of waste product and, most significantly, managing the legacy of
historical nuclear industry activity. The major part of this latter
activity is carried out at Seliafield. A significant amount of the
company's plant and equipment used in this process was already
inexistence when BNFLwas formed in 1971 to take overthe assets
of and activities previously carried cut by the UK Atomic Energy
Authority (UKAEA). Those activities stemmed from a military
pregramme during the Cold War, and the priority when the
plants were built was to make them operational and effective as
guickly as possible. When these plants were designed, limited
thought was givento treating and disposing of the waste produced
and their ultimate decommissioning and demolition. As a result
the costs of so doing are now very considerable,

The challenge of estimating future costs

The task of assessing how best to decommission the Group
reactors, how waste can be retrieved from the original storage
facilities, and then treated for long-term storage/disposal, or how
decommissioning and dismantling of these early plants should
be carried out, is itself very difficult. For example, records of plant
design and operations leave a number of unanswered questions,
including the exact quantities and chemical composition of historic
wastes. The long period over which these wastes have been stored,
in some cases under water, has resulted in deterioration in the
condition of the wastes and the storage facilities. Consequently,
characterisation of the wastes, and design of technical solutions
required to retrieve the wastes to enable treatment, will be difficult
and demanding and will require innovative treatment solutions.
New waste treatment plants that may be required to handle these
wastes must be physically integrated into Sellafield’s afready
complex infrastructure, and the construction of plantsonsuch a
site itself presents unique engineering challenges. Although the

Group has considerable experience of delivering high quality safe
solutions to such complex problems, considerable uncertainties
remain, and will do so until work is done over a number of years
tostudy further the historic wastes stored and the condition of the
buildings. For plants designed and built later, waste treatment,
decommissioning and dismantling issues were considered during
the design and operation stage, and the relative costs are therefore
lower, estimating these costs is therefore easier, and assumptions
can be made with greater confidence.

Inherent uncertainty

The company has made its estimates for many years by making
assumptions about the likely safety and environmental
requirements based on the best information available today. The
process takes into account known and foreseeable developments
in technology. This is then used as the basis for estimating the
costs, which itself involves making judgements, not only about
the likely duration of the individual tasks, the equipment required
and the implications for costs, but also the likely range of possible
variations around the judgements selected as the base, or
working assumption. Once this has been estimated, a further
atlowance is calculated for passible but less likely outcomes or
circumnstances and for trends in labour costs. Estimates of cost,
expressed in terms of today's money are then discounted to take
into account the fact that the tasks will not be carried out for a
long time, as described further below. Whilst the estimation
process is carried out as thoroughly as possible, the inherent
uncertainties arising from the nature and age of the facilities
mean that there can be no firm guarantee that the resulting
provisions may not prove too large, nor on the other hand that
they will necessarily prove adequate. As highlighted in note 24
tothe accounts, in the particular area of historic wastes relating to
the military and early civil nuclear programmes, work undertaken
to revisit the waste retrieval and disposal strategy highlighted
significant uncertainty as to the quantities and composition of
these wastes. The Board has used the best available knowledge
to estimate the related liabilities but, pending several more
years work, it is not possible to quantify the financial implications
of a range of possible alternative outcomes or circumstances
with the degree of certainty required to enable an estimate of this
risk to be recorded in the balance sheet. The accounts, therefore,
disclose this specific uncertainty which could result in a significant
and material impact on the Group's results and financial position
at the point at which it ¢crystallises. As additional knowledge of
the nature and quantity of waste becomes available the estimate
will be refined. Another key area of uncertainty as outlined in
note 4, relates to the Group's reactor decommissioning liabilities.
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Timescales for decommissioning

Natural decay in radioactivity means that by delaying some
decommissioning tasks, the radiation exposures to people engaged
indismantling plants reduces dramatically. For example, deferring
final decommissioning until 135 years after a nuclear reactor
shuts down would see radiation levels inside the reactor decrease
to one millionth of their original levels. However, delay cannot be
indefinite, because the physical structures of buildings ultimately
deteriorate, even when these buildings are kept in a safe state by
an ongeing process of routine maintenance. Therefore, for both
safety, hazard reduction and cost reasons, decommissioning plans
aimto achieve the best balance between deferring dismantling
tasks to allow radioactivity to reduce, whilst ensuring that the
expected state of buildings and structures is not itself the cause
of increased risk and complexity.

The timescale ultimately assumed also has a profound effect on
the estimate of the accounting provisions required today for future
decommissioning and waste management costs. Changes in the
assumed timescale could increase or reduce such costs significantly.

Destination of nuclear waste

Significant quantities of slightly or partially radioactive material
will result from decommissioning and dismantling plant,
equipment, buildings and infrastructure. By far the largest volume
of these materials is expected to be categorised as low-level
waste, the same category into which radioactive wastes arising
from medical use usually fall. However, some materials are
expected to be classified as intermediate-level waste and some
small quantities, mainly arising from reprocessing and waste
management, as high-level waste. The previous assumption
of both Government and of the nuclear industry has been that
intermediate- and high-level wastes would be placed underground,
whether permanently or in retrievable form, in facilities specially
created for this purpose. Whilst this is now subject to public
consultation, the question of where these wastes will be deposited
is one of critical importance to the estimation of the future costs
of waste disposal.

Low-level wastes are presently disposed in a permanent facility
at Drigg near to the Sellafield plant. This has been used for many
years for all national low-level wastes. As the only route for the
disposal of this low-level waste, Drigg is a national asset. In recent
years, increasingly costly technigues have been used to compact
waste for disposal at the site so as to maximise the remaining
capacity and delay for as long as possible the point at which the
existing site becomes full.

Intermediate- and high-level waste are planned to be sent for
underground storage, in separate repositories, which is significantly
more costly than above ground storage. Furthermore, the
estimation of costs is inherently difficult because it is dependent
both on an estimate of the fikely cost of facilities (which itselfis
much affected by the geological circumstance of the chosen
location) and by the likely volume of wastes from all sources that
would be placed there Nirex, based at Harwell in Oxfordshire, was
set up in the early 1980s in agreement with the UK Government
to examine the options for disposing radioactive waste in a deep
underground repository. Its Shareholders are BNFL {74.5%),
British Energy (10.8%} and the UKAEA (14.7%). Previously, we
had based our calculations of waste disposal costs on updating
estimates produced by Nirex some years ago for the costs of
using an underground facility. With the passage oftime, and the
continuing absence of any proposed location for an underground
disposal site, the Board of BNFL has reassessed the reasonableness
of continuing with the assumption that such a disposal facility will
be built in the short- or medium-term future. Whilst the national
strategy for ultimate waste disposal is reviewed, it is the Board's
view that underground disposal will not in fact be available in the
short-to medium-term. As a result, we continue to make provision
for maintaining safe and secure storage facilities for at least 100
years by which time it is assumed that a repository wili be
available and disposal will be underway.

Uranium and plutonium

The Group owns quantities of plutonium and treated uranium.
Plutonium is of considerable value for civil purposes if used in
fast breeder reactors and MOX fuel. Uranium has value in a
continuing nuclear programme as it is the essential starting
element in creating nuclear fuel. The Group's stocks of treated
uranium and plutonium are regarded as assets, but all costs
incurred in creating these have always been written off as
incurred. As a result, these materials, which in some cases may
require extensive treatment prior to reuse, are carried at nil value,
Some of these stocks remain the property of customers, and all
are subject to international non-proliferation agreements and
to oversight by the international body responsible for the control
of nuclear materials. There is no agreed process for disposing of
plutonium if either the material is not required or treatment for
reuse proves uneconomic, and pending reuse, therefore, the
Group does not provide for disposal costs. All stocks are stored
in secure conditions and, subject to demand for MOX fuel, are
likely to remain so for a long time.
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The ultimate status of sites

The Board of BNFL has long estimated its provisions for
decommissioning and waste management on the assumption
that the existing plants and buildings are demolished and sites
are cleared, but not to the extent that the sites would be returned
to farmland. This reflects the approach which industry typically
follows where there is no requirement in law or otherwise to do
more than ensure that anindustrial site is made safe. In the case of
the historic waste storage facilities, the extent of decommissioning
during the next century will be defined by considering the
requirements to render the wastes that these contain safe for
long-term storage, the need to reduce radioactive discharges and
the protection of our workforce from unnecessary exposure to
radiation. Removing all of the historic wastes would increase the
length of the retrievals operations by many years which would in
turn require waste treatment plants to be kept open and delay
decommissioning ofthe Sellafield site. For certain plants, therefore,
it would be illogical to visualise removing the whole of a building
including its foundations from the site —excavating the foundations
and relocating the waste to another site is unlikely to be justified
on cost, environmental or safety grounds.

Discounting

The Group's provisions for nuclear liabilities are discounted to
reflect the incidence of anticipated expenditures and the long
delay before many of these expenditures are expected to occur.

This follows required accounting practice. A discount rate of
2.5% is applied, reflecting an estimate of a long-term rate of
investment return after accounting for risk and taxation. The
Group's investments and the terms of the financial undertaking
from the Secretary of State in respect of certain nuclear liabilities
related to the Magnox fuel cycle are expected to generate such
areturn, Each year, as we become one year closer to discharging
our liabilities, our provisions are increased by 2.5% to reflect the
removal of one year'sdiscounting. This, together with the impact
of changes in price level, is known as revalorisation. The charge
is recognised as part of the Croup’s interest expense with interest
earned on the investments and Secretary of State's undertaking
reflected as interest receivable.

Nuclear liabilities
The Group's nuclear liabilities can be analysed as illustrated in
the chart below.

The Group’s share of discounted future cash expenditure and
the amount provided on the Group's balance sheet are different
due to the fact that a proportion of the liability has not yet been
recognised as it will be reflected in the accountsin line with future
operations. Anelement of non-cash costs exists in the provisions
balance and relates to the remaining depreciation on capital
assets already acquired and paid for, which will be charged against
provisions over the remaining useful life of those assets.

GROUP NUCLEAR LIABILITIES
31 MARCH 2004 £ BILLION
A
A
B C
B C

414 283 205 133 208 138
Total BNfLshareof  Total BNFLshareof  Totalinduding BNFLshare
future cash future cash future cash future cash amounts
expenditure expenditure expenditure expenditure recoverable

from customers

A UNDISCOUNTED
B DISCOUNTED
€ BALANCE SHEET PROVISION
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Principal subsidiary and associated undertakings and joint ventures

Subsidiary and associated undertakings and joint ventures whose results
did not, in the opinion of the directors, materially affect the profit or the
assets of the Group are not shown. Unless otherwise stated, subsidiaries
are incorporated in the United Kingdom.

Subsidiary undertakings

Magnox Electric plc

It is wholly owned by BNFL and its purpose is to generate and supply
electricity.

Westinghouse Electric Company LLC

Incarporated in the United States of America, it is whoily owned by BNFL
Nuclear Services inc. (BNSI) which in turn is wholly owned by BNFL USA
Group Inc. Its purpose is to pursue business oppertunities related to the
commercial nuclear power industry. Its headquarters is The Energy Centre,
Monroeville, Pennsylvania,

BNFL Inc.
incorporated in the United States of America, it is whotly owned by BNFL

USA Group Inc and its purpose s to identify and pursue business opportunities
in North America.

British Nuclear Group Limited
It is wholly owned by BNFL and its purpose is to act as a halding company.

International Nuclear Fuels Limited (INFL)
It is wholly owned by BNFL and its purpose is to develop international
business through ccllaboration.

INFL has & 62.5% shareholding in Pacific Nuclear Transport Limited, whose
main purpose is the transport of spent fuel and associated services.

BNFL Uranium Asset Management Company Limited
it is wholly owned by INFL and its purpose is to provide uranium contract
management services.

Direct Rail Services Limited
Itis wholly owned by BNFL and its purpose is to provide nuclear rail transport
services within the UK.

Deva Manufacturing Services Limited
itis wholly owned by BNFL and its purpose is to manufacture waste drums
and associated equipment.

Fellside Heat and Power Limited
It is wholly owned by BNFL and its purpese is to produce electricity through
combined heat and power.

Hinton Insurance Limited
Incorporated in Cuernsey, it is wholly owned by BNFL and its purpose is
to act as an insurer.

Rutherford Indemnity Limited
Incarporated in Guernsey, it is wholly owned by BNFL and its purpose is
to act as an insurer.

Electricity Producers insurance Company Limited
Incorporated in Guernsey, it is wholly owned by BNFL and its purpose is
to act as an insurer.

Electricity Producers insurance Company (Bermuda) Limited
Incorporated in Bermuda, it is wholly owned by BNFL and its purposeisto
act as aninsurer.

BNFL Investments US Limited
It is wholly owned by BNFL and its purpose is to act as a holding company
for BNFL's interests in the US.

BNFL Properties Limited
It is wholly owned by BNFL and its purpose is to purchase and lease UK
commercial property.

BNFL Enrichment Limited
It is wholly owned by BNFL and is the holding company for the Group's
interest in Urence Limited.

Associated undertakings

Urenco Limited

Its main purpose is the supply of enriched uranium produced in enrichment
plants using the centrifuge process. BNFL Enrichment Limited holds
one-third of the shares. The remainder are held by Dutch and German
organisations.

Enrichment Technology Company Limited

Its purpose is to provide centrifuges and centrifuge technelegy for
uranium enrichmentincluding plant design and research and development.
The effective holding by BNFL is one third of the shares through both
BNFL Enrichment Limited and Urenco Limited. The remainder are held by
Dutch and German arganisations.

Joint ventures

Westinghouse Government Environmental Services
Company LLC

Its purpose is to pursue non defence related US Government and
environmental business. 'ts headquarters is The Energy Centre, Monroeville,
Pennsylvania.

BNSI holds a 40% membership interest. The remaining membership
interest is held by Washington Group international Inc. BNSI has the right
to nominate two directors and the concurrence of these directors is
required for a number of strategic policy decisions.

Westinghouse Government Services Company LLC

Its purpose is to pursue business opportunities related te the defence
programme of the US Department of Energy and the US Department of
Defense. Its headquartersis The Energy Centre, Monroeville, Pennsylvania.

BNSI does not hold any legal membership interest but has been assigned
a 40% economic intarest by Washington Group international Inc. BNSI
has the right to nominate one director and the concurrence of this director
is required for a number of strategic policy decisicns.

United Kingdom Nirex Limited
its purpose is to provide disposal services for low and intermediate-level
waste.

BNFL holds 39.5% of the ardinary shares and Magnox Electric pl¢ holds
35%. The remainder are held by other United Kingdom organisations.
The Croup does not exercise contro! as strategy decisions are subject to
uranimous Shareholders' approval.

AWE Management Limited

Its purpose is to manage and facilitate the Aidermaston weapons facilities
on behalf of the Ministry of Defence, BNFL holds 33% of the ordinary shares.
The remainder are held by Lockheed-Martin and Serco.
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Financial statistics

2004 2003 2002 2001 2060 1999
Restated
Em £m £m £m Em £m
Results
Group turnover 2,322 2,219 2,261 2,146 2,064 1,565
(Loss) / profit before investment income, interest and taxation (279} {954) (2.378) (103) (359) 125
Net financing (charges)/income (20) (134} 50 37 22 93
(Loss)/profit on ordinary activities before taxation (299) (1,088) (2.328) (66) {337) 218
{Loss)/profit for the financial year (194) (865) (2,090} (46) {262) 132
(Loss)/profit transferred to reserves (194) (865) (2,090) (46) (262) 67
Assets employed
Fixed assets 11,969 12,233 12,662 12,168 11,407 10,713
Net current assets 11,975 11,112 11,088 10,629 10,687 10,065
Creditors: amounts faliing due after more than one year {4,895)  {4,000) {4,430 {4,575) (4244) (3,947)
Provisions for liabilities and charges (21,944) (22,035 (21.063) (17,969) (17,538) (16,253)
Net (liabilities)/assets {2,895) {2,690) {1,843) 253 312 578
Financed by
Share capital 33 33 33 33 33 33
Profit and loss account (2,931) (2.727) (1,880] 218 277 543
Shareholders' funds {2,898) (2,694) (1,847} 251 310 576
Minority interests 3 4 4 2 2 2
{2,895} {2,690 {1,843} 253 312 578

The figures stated above have been taken from the published accounts for each year with the exception of the 1999 figures which have been restated
for the effects of accounting policy changes. These restatements were made during 2000 as a result of the adoption of revised accounting policies

and the publication of new accounting standards.
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AGR Advanced Cas-cooled Reactor. A design of nuclear reactor owned
and operated by British Energy in the UK,

AMWTP Advanced Mixed Waste Treatment Project.

AP1000 New generation of Advanced Pressurised Water Reactors (FWR)
designed by Westinghouse.

AWE Atomic Weapons Establishment,

BWR Boiling Water Reactor.

€0, Carbondicxide, the main greenhouse gas emitted into the atmesphere.
COMARE Committee on Medical Aspects of Radiation in the Environment,
DRS Direct Rail Services {a BNFL subsidiary company).

ETTP East Tennessee Technology Park.

Greenhouse gases Various gases which when released into the atmosphere
increase the greenhouse effect, causing climate change.

IERS International Environmental Rating System.
IRIS International Reactor Innovative Secure project.
LMU Liabilities Management Unit.

Magnox A type of reactor, so called because of the magnesium allay
cladding used to contain uranium fuel rods.

MOX Mixed oxide fuet —fuel containing both plutonium and uranium in
the form of a ceramic.

mSv A millisievert is one thousandth of one sievert. For example, the
average annual amount received from natural background radiation is
2.2 mSv.

NDA Nuclear Decommissioning Authority.

NIl Nuclear Installations Inspectorate — part of the Health and Safety
Executive, responsible for nuclear safety in the UK.

NLIP Nuclear Liahilities Investment Portfolic,
NRC Nuclear Regulatory Commissian (USA).

OSHA Occupational Safety and Health Admiristration. Part of the US
Department of Labor —responsible for health and safety at work.

OXERA Oxford Economic Research Associates.

Oxide fuel Fuel used in Pressurised Water Reactors.

"—ﬁ

PBMR Pebble Bed Moduiar Reactor. A new type of reactor currently being
developed by a group of compamiesled by the South African utiiity company
Eskom and invelving BNFL.

PWR Pressurised Water Reactor — common type of nuclear reactor used
throughout the world.

Remediation To return a site to an appropriate environmental standard.
RoSPA Royal Society for the Prevention of Accidents.

SM&OS Sellafield Management and Operations Services, a business within
the former Covernment Service Group. Now part of British Nuclear Group.

SMP Sellafield MOX Plant — plant designed to make MCX fuel.
tes tonne, a weight equivalent to 1,000kg.

Thorp Thermal Oxide Reprocessing Plant. Reprocesses ACR, PWR and
BWR fuel at Sellafield.

TRIR Tota! Recordable Incidence Rate.

TWh Terawatt-hour —cone terawatt-hour represents one hour of electricity
consumption at a constant rate of one terawatt. One terawatt equals one
million megawatts.

UKAEA United Kingdom Atomic Energy Authority.

URA University Research Alliance.

100




