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Thames Water Services Limited
Directors’ report for the period ended 31 March 2007

The Directors present their report and the audited financial statements for the period ended 31 March
2007

The Company’s accounting reference date was changed to 31 March 2007 m order to concide with
Kemble Water Limited, 1ts new owner As a result, this report and the financial statements cover a 135
month period and financial and related information linked to the pertod given may not, therefore, be
directly comparable with the figures for the previous financial year ended 31 December 2005

Principal activities

The principal activities of the Company 1n the period ended 31 March 2007 were the management, design,
operation and maintenance of water—related frastructure, and customer outsourcing services The
Company had a branch 1n the Republic of Ireland during the period, but not as at 31 March 2007

Review of business and future developments

The Company has enjoyed a successful peniod, which saw the Company sign 1ts first major contract 1n
Ireland Awarded by the Northern Ireland Water Service, the Omega PPP project will deliver investment
in Northern Ireland’s wastewater systems as well as operations and maintenance of those systems over a
twenty—five year period Glen Water Limuted 1s the consortium company set up to manage this contract

Further progress was made on developing the contracts and regulatory regime relating to the Land
Securities development at Kent Thameside, one of Europe’s largest urban regeneration projects The
Company along with 1ts partner, EDF Energy (Asset Management) Limited, has secured preferred bidder
status to provide these services over the next forty years

Terra Eco Systems (TES), one of the Company’s trading divisions, has been nominated as preferred bidder
on a contract m Northern Ireland with ARC21 to design, bwild, operate and finance municipal composting
faciliies This contract 1s for fifteen years, composting 120,000 tonnes a year for several Councils TES
15 also preferred bidder on a simlar contract in Hertford

On 1 December 2006, the then ultimate parent company, RWE AG, completed the sale of the Company’s
intermediate parent company, Thames Water Holdings Plc, to Kemble Water Limited, a company owned
by a consortium led by Macquarie Bank

The immediate parent company, called RWE Thames Water Plc at 1 January 2006, changed 1ts name (see
note 26) and 1s referred to as Thames Water Limited throughout the annual report and financial statements

Kemble Water Holdings Limited, the ultimate parent company, has announced 1ts intention to divest its
equity holding in the Company The actiities of the Company which are expected to be retained, by
Kemble Water Holdings Limited group, include the asset management services provided by Engenica for
a sister company, Thames Water Utilities Limuted, together with the Company’s mvestment 1 Trans4m
Limited

Overall operating profits have increased from £6 2m 1n the year ended 31 December 2005 to £12 7m for
the period ended 31 March 2007 Even after adjusting for the additional three months of trading, this
represents an improvement in profit, driven by ncreasmng contributions from projects whilst total
overheads have been contamed




Thames Water Services Limited

Directors' report for the period ended 31 March 2007 (continued)
Review of business and future developments (continued)

The principal reasons for the increase mn profitability comprise Allenby Connaught Operations, which
commenced during the period, a more than doubling of profits from staff seconded into Joint Ventures,
plus a one-off boost 1n Channel Tunnel Rail Link (CTRL} contnibutions caused by bonus payments Other
than CTRL these improvements are currently expected to be sustainable 1n future years

Profit has reduced m Dwr Cymru Customer Services (DCCS) and Seaficld Operations DCCS reductions
arose due to one-off incentive payments, and accruals releases at the end of the previous contract which
were not repeated during the current peniod after the successfol rebid  Seafield Operations losses
deteriorated due to an escalation 1 energy and sludge disposal costs The combined heating and power,
and dryer plants are both now operational and currently expected to return this contract to a profitable
status No profits have been recogmsed from the Omega project, although 1t 1s expected that these will
start to impact the Company next year A peak 1n bidding costs n 2005, prompted by the work load at that
time, has not been repeated n the current period and this reduction has more than offset the increase 1n
non-bidding overheads which includes a significant increase i group recharges

Income from fixed asset investments fell by £1 Sm, this 18 due to the loss of dividend from Trans4m,
which 1s now a loss—making business Thames Water Limuted has provided guarantees to support the
performance of Trans4m m 1its obligations to Metronet Thames Water Services Limited’s exposure 1o
Trans4m 1s largely restncted to 1ts Engenica trading division subcontract, which has been fully provided
for

There has been a £3 5m reduction 1n the release of discontinued operations provision

The Company forms a large part of Thames Water UK Commercial, a grouping of comparues, business
divisions and mvestments which are managed using Key Performance Indicators (KPI) These are used as
part of the monthly management process and, whulst those relating purely to the Company have not been
disaggregated, the high level numbers do nclude financial measures (e g cash and profit deviations from
budget), customer measures (tender pipelines, contract performance targets), process measures (health and
safety, audit actions) and employee measures (sickness, development) relevant to the Company As a
result of this aggregation of management information, separate KPI analysis for the Company 1s not
included here

The Company does not undertake any independent research and development
Principal risks and uncertainties

The directors consider the principal risks and uncertamties to which the Company are exposed are those
\ntrinsic to each individual contract and its ability to provide the services for which 1t 1s contracted  These
contracted services mnclude nsks m the following areas construction, environment, delivery timetables,
operational, and meeting forecasted costs

Financial nsk management — the Company has embedded these nsk systems n 1ts wholly-owned business
units and seeks to 1mplement equivalent systems within the joint ventures in which 1t has stakes where
appropriate There are, at least monthly, financial results and nisk reviews presented by these joint venture
companies to independent staff from the Company




Thames Water Services Limited

Directors' report for the period ended 31 March 2007 (continued)
Results and dividends

The Company's retamed profit for the period 1s £4 1m (year ended 31 December 2005 £9 8m)
An interim dividend of £6 Om was pad 1n the peniod (year ended 31 December 2005 £Nil) and the
Directors do not recommend payment of a final dividend (year ended 31 December 2005 £N1l)

Employees

We continue to recogmse the essential role played by our employees 1n the successful operation of the
Cowupariy and, i return, aim to provide employees with a safe and fulfilling environment 1n which to work
and to develop therr skills

We have improved access for employees to gamn traimng and development, and we have further developed
the range of tramming solutions available for a wide range of needs In particular, we have continued our
focus on developing excellence 1n people management A Traiming & Development Manager has been
appointed to lead this area

Dircctors and managers have been offered development to enhance their leadership, people and general
business management skills, through continuing to provide access to formal gualifications We continue
1o sce the benefits of informal and formal networking with colleagues in other parts of the Thames Water
Group, 1n offering our leaders the opportunity to learn about and apply vaned business models and
approaches

We are commutted to sharmg information with employees on key business 1ssues and our communications
framework 1s subject to continual review and development We have a vanety of communication
channels, mcluding the employee magazine, team bnefings and regular e-mail updates, together with the
holding of team building conferences and events

We beheve that meamngful 'two-way' commumcation with employees 15 an essential component of
making our business successful To achieve this, we complete employee optmon surveys, undertake
roadshows and hold informal lunches where employees can meet and discuss 1ssues with Directors

The Company recogtuses the importance of diversity We have outlined our commutment to the
recruttment, development and retention of employces with disabihities through our Disability Policy The
Company endeavours to continue to employ any person who has become disabled during the course of
therr employment  We are commutied to ensuring that we treat people fairly and that we combat
discrimination, through our Equal Opportunities Policy

We continue to have over 120 staff seconded to a range of jomnt ventures, including Metronet companies,
Trans4m Limited, CTRL, MUJV Limited and Scottish Water Solutions Limuted




Thames Water Services Limited

Directors' report for the period ended 31 March 2007 (continued)
Policy on payment of supphers

The Company's payment policy 1s to
« settle the terms of payment with those suppliers when agreeing the terms of each transaction,
e ensure that those suppliers are made aware of the terms of payment by inclusion of the relevant
terms 1n contracts, and
e pay in accordance with 1ts contractual and other legal obligations

The Company's average creditor payment period at 31 March 2007 was 26 days (31 December 2005 25
days), based on the rato of Company trade crediors di the end of the period to the amounts mvorced
during the period by trade creditors

Donations
Chantable donations of £100 (vear ended 31 December 2005 £Nil) were made during the period
Directors and their interests

The Directors of the Company who served during the period were
C Anderson

M Carr (appointed 8 May 2006)

J Cherrett (appointed 8 May 2006)

J Farle (resigned 7 February 2006)

P Harding

J McKinley (appomted 8 May 2006)

C Mallington

J Matchell

N Paterson

Throughout the period, none of the Directors declared any interest n the shares or debentures of the
Company or any other body corporate 1n the Group In accordance with Statutory Instrument 1985/802
the Directors’ interests m the shares of RWE AG (the ultimate parent company until 1 December 2006)
are not required to be disclosed

Auditors and disclosure of information to auditors

So far as they are aware, the Directors at the date of this report confirm that there 1s no relevant audit
information of which the Company's auditors are unaware, and that the Directors have taken all the steps
that they ought to have taken as Directors 1n order to make themselves aware of any relevant audit
information and to establish that the Company's auditors are aware of that nformation




Thames Water Services Limited
Directors' report for the period ended 31 March 2007 (continued)

Statement of Directors' responsibilities

The Directors are responsible for prepanng the Annual Report and the financial statements n accordance
with applcable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted
Accounting Practice)

The Directors are responsible for preparing financial statements for each financial period which give a true
and fair view, 1n accordance with United Kingdom Generally Accepted Accounting Practice, of the state
of affairs of the Company and of the profit or loss of the Company for that pertiod In preparing those

¥ ol Y R Y T ~ v aT e i h L
fluancial statements, the Dircctors are requred to

select suitable accounting policies and then apply them consistently,
» make judgments and estimates that are reasonable and prudent,

e state whether applicable accounting standards have been followed, subject to any matenal
departures disclosed and explained 1n the financial statements, and

e prepare the financial statements on the gong concern basis unless 1t 15 1nappropriate to presume
that the Company will continue m business

The Directors confirm that they have complied with the above requirements in prepanng the financial
statements

The Directors are responsible for keeping proper accounting records that disclose with reasonable
accuracy at any time the financial position of the Company and enable them to ensure that the financial
statements comply with the Companies Act 1985 They are also responsible for safeguarding the assets of
the Company and hence for taking reasonable steps for the prevention and detection of fraud and other
irregulanties

Elective resolutions

Pursuant to Sections 386, 366A and 252 of the Compames Act 1985, the Company passed the following
elective resolutions on 11 November 2004

1) to dispense with the obhigation to appomt auditors annually PrnicewaterhouseCoopers LLP will
continue to act as auditors of the Company,

2) to dispense with the holding of annual general meetings, and

3) to dispense with the laying of accounts and reports before the Company mn a general meeting

These elective resolutions will remamn mn effect until revoked by the passing of an ordinary resolution to
that effect



Thames Water Services Limited

Directors' report for the period ended 31 March 2007 (continued)

Elective resolutions (continued)

Notice 15 hereby given that members have the following rights while such Elective Resolutions are in
force These nghts are invoked by serving notice in wrnting to the Company's Registered Office within the
timescales specified

1) To require the laying of accounts and reports before a general meeting, by serving notice within
28 days of receiving the report and accounts

2) To require the holding of an annual general meeting in that calendar year, by serving notice before
30 Sepiember in any ycar

3) To propose that the appomtment of the Company's auditors be brought to an end, by serving
notice at any time

Approved by the beard on 11 June 2007 and signed on behalf of the board

A

Peter Harding
Director



Thames Water Services Limited

Independent auditors’ report to the members of Thames Water Services
Limited

We have audited the financial statements of Thames Water Services Limuted for the fifteen month period
ended 31 March 2007 which compnse the Profit and Loss Account, the Balance Sheet and the related
notes These financial statements have been prepared under the accounting polictes set out therein

Respective responsibilities of Directors and auditors

The Directors’ responsibilities for prepanng the financial statements in accordance with applicable law
and Umted Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)
are set out 1n the Statement of Directors’ Responsibihties

Our responsibility 1s to audit the financial statements in accordance with relevant legal and regulatory
requirements and International Standards on Auditing (UK and Ireland) This report, including the
opimon, has been prepared for and only for the Company’s members as a body in accordance with Section
235 of the Compamies Act 1985 and for no other purpose  We do not, n giving this opimon, accept or
assume responsibility for any other purpose or to any other person to whom this report 1s shown or mto
whose hands 1t may come save where expressly agreed by our prior consent 1n writing

We report to you our opinion as to whether the financial statements give a true and fair view and are
properly prepared in accordance with the Companies Act 1985 We also report to you whether m our
opimon the information given 1n the Directors’ Report 1s consistent with the financial statements

In addition we report to you 1f, 1 our opinion, the Company has not kept proper accounting records, 1f we
have not received all the information and explanations we require for our audit, or 1f mformation specified
by law regarding Directors’ remuneration and other transactions 1s not disclosed

We read the Directors’ Report and consider the imphcations for our report if we become aware of any
apparent misstatements within 1t

Basis of audit opinion

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) 1ssued
by the Auditing Practices Board An audit includes exarmnation, on a test basis, of evidence relevant to the
amounts and disclosures 1n the financial statements It also mcludes an assessment of the sigmficant
estimates and judgments made by the Directors 1n the preparation of the financial statements, 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 order to provide us with sufficient evidence to give reasonable assurance that the
financial statements are free from materal misstatement, whether caused by fraud or other wregularity or
error In forming our opmion we also evaluated the overall adequacy of the presentation of information in
the financial statements



Thames Water Services Limited

Independent auditors’ report to the members of Thames Water Services
Limited (continued)

Opinion
In our epinion

e the financial statements give a true and fair view, 1n accordance with United Kingdom Generally
Accepted Accounting Practice, of the state of the Company’s affars as at 31 March 2007 and of
its profit for the period then ended,

e the financial statements have been properly prepared i accordance with the Compamnies Act 1985,
and

e the mformation given in the Directors' Report 1s consistent with the financial statements

Licsit O ot

PricewaterhouseCoopers LLP

Chartered Accountants and Registered Auditors
Reading

12 June 2007




Thames Water Services Limited

Profit and loss account for the period ended 31 March 2007

Periad ended Year ended
31 March 31 December
Note 2007 2005
£°000 £°000
Turnover 2 184,494 124,167
Cost of sales (152,841) (104,495)
Gross Profit 31,653 19,672
Net operating costs 3 (18,937 (13,456)
Operating Profit 12,716 6,216
Income from fixed asset investments 382 1,900
Release of provistons on discontinued operation 16 723 4,268
Profit on ordinary activities before interest and taxation
13,821 12,384
Net mnterest receivable 6 372 254
Profit on ordinary activities before taxation 14,193 12,638
Taxation on profit on ordinary activities 7 (4,058) (2,838)
Profit for the period 10,135 9,800
Dividends 8 (6,000) -
Retained profit for the period 21 4,135 9,800

Apart from release of provisions on discontinued operation, all amounts above relate to continuing

achivities

The Company has no recogmsed gams and losses other than the profit shown above and therefore no

separate statement of gains and losses has been presented

There are no differences between the profit on ordinary activities before taxation and the profit for the

period stated above, and their hustorical cost equivalents

10




Thames Water Services Limited

Balance sheet at 31 March 2007

31 March 31 December
Note 2007 2005
£000 £°000
Fixed assets
Intangible assets 9 757 937
Tangible assets 10 1,978 1,528
Investments 1 1,076 1,075
3,811 3,540
Current assets
Stocks 12 8,115 5,751
Debtors 13 42,484 32,198
Cash at bank and 1n hand 18,857 10,940
69,456 48,889
Creditors:amounts falling due within one year 14 (42,322) (26,374)
Net current assets 27,134 22,515
Total assets less current liabilities 30,945 26,055
Creditors: amounts falling due after more than one
year 15 (1,739 (1,716)
Provisions for liabilities and charges 16 (5,015) (4,283)
Net assets 24,191 20,056
Capital and reserves
Called-up share capital 19 13,000 13,000
Share premum account 20 1,000 1,000
Profit and loss account 21 10,191 6,056
Equity shareholders’ funds 22 24,191 20,056

The financial statements on pages 10 to 31 were approved by the board of Directors on 11 June 2007
and were signed on 1ts behalf by

LY

P Harding
Director

11




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007

1 Principal accounting policies
Basis of preparation

The financial statements have been prepared on the going concern basis and n accordance with the
historical cost convention and with applicable accounting standards mn the UK and with the Companies
Act 1985

In accordance with the requirements of FRS 18, the Directors review the Company’s accounting policies
to cosure that they remam the most appropriate to s pm’hcular circumstances for the purpose of giving a
true and fair view

The principal accounting policies are set out below These policics are consistently apphed to all penods
presented, unless otherwise stated

The Company has not prepared consolidated group financial statements, as permitted under section 228 of
the Companies Act 1985 The Company and 1ts subsidianes arc included 1n the consolidated accounts of
its parent company Kemble Water Holdings Limited, a company registered 1n the UK

These accounts were approved by the Directors at the date of signing and may not be amended after this
date

Turnover

Turnover represents the fair value of the mcome receivable in the ordinary course of business for the
goods and services provided and 1s recogmsed m accordance with FRS 5 ‘Reporting the Substance of
Transactions’ The revenue 1s recognised when the services have been performed, exclusive of value
added tax and foreign sales tax

Goodwill and 1ntangibles

Goodwill anising on acquistiion, being the excess of the purchase price over the fair value of the net assets
of subsidiary, joint venture or associated undertakings acquired, 1s capitahsed and amortised using the
stratght Ime method over 1ts estimated useful economic hfe Impairment tests on the camrying value are
undertaken at the end of the first full financial year following acquisition and n other periods 1f events or
changes in circumstances indicate that the carrying value may not be recoverable These tests involve a
comparison of the book value with the higher of the net realisable value and the value 1n use

Profit or loss on disposal of a previously acquired subsidiary, joint venture or associated undertaking 15
determined after mcluding the attnbutable amount of purchased goodwill

For accounting periods to 31 March 1997 the accounting policy for goodwill ansing on acquisition was to
write off agamst reserves i the year in which 1t arose

Other intangible assets

Other intangible assets are measured tially at cost and are amortised on a straight-line basis over their
estimated uscful lives Thetr carrying amount 1s reduced by any proviston for impairment where necessary

Intangible assets currently comprise of patents and licences These assets are being amortised over their
remaimng useful lives of 5 years

12




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

1 Principal accounting policies (continued)
Tangible fixed assets
Tangible assets are stated at cost less accumulated depreciation

Cost includes expenditure that 1s directly attnbutable to the acquisition of the items Subsequent costs are
included 1n the asset’s carrying amount or recognised as a separate assct, as appropriate, only when 1t 15
probable that future economic benefits associated with the item will flow to the Company and uic cost of
the 1tem can be measured reliably All other repairs and mamtenance are charged to the profit and loss
account during the period m which they are incurred

Tangible assets are depreciated by wnting off their cost less their estimated residual value evenly over
their estimated useful lives, based on management’s judgement and expenience, which are principally as
follows

Freehold buildings 10-100 years
Plant and equipment 2-7 years
Fixtures and fittings 3-7 years

Freehold land is not depreciated

Depreciation methods, residual values and useful lives are re-assessed annually and, if necessary, changes
are accounted for prospectively

The gan or loss anising on the disposal or retirement of an asset 15 determuned as the difference between
the sales procceds and the carrying amount of the asset and 1s recognsed 1n the profit and loss account

Impairment of tangible and intangible assets excluding goodwill

Intangble assets and fixed assets are assessed for impamrment whenever there 1s an indicator of
impairment to determme whether there 1s any indication that those assets may have suffered an
impairment loss If any such indication exists, the recoverable amount of the asset 1s estimated m order to
determine the extent of the impairment loss, 1f any Where the asset does not generate cash flows that are
independent from other assets, the Company estimates the recoverable amount of the cash-generating unit
to which the asset belongs

The recoverable amount 1s the lgher of far value less costs to sell, and value mn use Value 1n use
represents the net present value of expected future cash flows discounted on a pre-tax basis using a rate
that reflects current market assessments of the time value of money and the risks specific to the asset for
which the estimates of future cash flows have not been adjusted

If the recoverable amount of an asset (or cash-generating unit) 1s estimated to be less than 1ts carrying
amount, the carrymng amount of the asset (or cash-generating unt) 1s reduced to 1ts recoverable amount
Impairment of non-current assets 1s recogmised 1n the profit and loss account within operating costs

Where an impairment loss subsequently reverses, it 15 recogmsed 1n the profit and loss account and the
carrymg amount of the asset 1s increased to the revised estimate of 1ts recoverable amount, but not so as to
exceed the carrying amount that would have been determined had no impairment loss been recognised in
prior years

13



Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

1 Principal accounting policies (continued)

Investments

Fixed asset mnvestments are stated at cost less amounts written off to reflect any impairment in value
Stocks and work in progress

Stock and work 1n progress, with Lhe excepiion of long-term contracts, are stated at the lower of cost and
net realisable value Cost compnises direct matenals and, where apphcable, direct labour costs and those
overheads that have been meurred i bringing the mventories to their present location and condition Net
realisable value represents the estimated selling price less all estimated costs of completion and cosls to be
incurred 1n marketing, selling and distnbution

Long term contracts

Long-term contracts are included 1n the profit and loss account by recording tumnover and related costs as
contract activity progresses Profit attributable to turnover to date 1s mncluded where the outcorne of the
contract can be foreseen with reasonable certamnty Full provision 1s made for losses on unprofitable
contracts

Long-term contract work 1n progress 1s stated at net cost less foreseeable losses and progress payments
recerved and recervable The amount by which turnover 1s in excess of payments on account 18 separately
disclosed within debtors as amounts recoverable on contracts Progress payments received 1n excess of

costs less foreseeable losses are disclosed 1n creditors 'Where foreseeable losses exceed net costs, the
excess 15 disclosed mn provisions for liabilities and charges

Operating leases

Costs 1n respect of operating leases are charged on a straight-line basis over the lease term

Taxation

The tax expense represents the sum of current tax and deferred tax

Current taxation

Current tax, icluding UK corporation tax and foreign tax, 1s based on the taxable profit for the period and
1s provided at amounts expected to be paid (or recovered) using the tax rates and laws that have been
enacted or substantially enacted at the balance sheet date

Taxable profit differs from the net profit as reported n the profit and loss account because 1t excludes
items of income or expense that are taxable or deductible n other years and 1t further excludes items that

are never taxable or deductible

Consideration receivable or payable 1n respect of losses surrendered or claimed by way of group relief is
dealt with 1n the profit and loss account

14



Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

1 Principal accounting policies (continued)
Deferred taxation

Deferred taxation 1s recogrused 1n respect of all timung differences that have originated but not reversed at
the balance sheet date, where transactions or events that result 1n an obligation to pay more fax 1n the
future or a right to pay less tax 1n the future have occurred at the balance sheet date

A net deferred tax asset 1s regarded as recoverable and theretore recogmsed only when, on the basis of ail
available evidence, 1t can be regarded as more likely than not that there will be sintable taxable profits
against which to recover carmned forward tax losses and from which the future reversal of underlymg
tming differences can be deducted

Deferred taxation 1s measured at the average tax rates that are expected to apply m the periods 1n which
the timung differences are expected to reverse, based on tax rates and laws that have been enacted by the
balance sheet date

Deferred taxation 1s measured on a non-discounted basts

Deferred tax 1s charged or credited 1n the profit and loss account except when 1t relates to items charged or
credited to equity, in which case the deferred tax 1s also dealt with m via Statement of Total Recognised
Gains and Losses 1n Equity

Pension costs

The majonty of the Company’s employees belong to pension schemes which are funded by both
employer’s and employees’ contributions and whach are of the defined benefit type

Information on the Company’s pension arrangements can be found 1n note 18 to these financial statements

The Company’s penston arrangements are of the group multi-employer scheme nature, such that the
Company’s pension scheme assets and liabilies cannot be separately 1dentfied on a reasonable and
consistent basis from those of Thames Water Utilities Limuted  Where this 1s the case, FRS 17 requires the
Company to account for the pension contributions made by the Company as 1f they were contributions
made mto a defined contribution scheme The FRS 17 pension cost of a defined contribution scheme 1s
equal to the contnbutions payable to the scheme for the accounting pertod

Provisions
Provisions, except for insurance provisions, are recogmsed when the Company has a present legal or

constructive obligation as a result of past events, it 15 probable that an outflow of resources will be
required 1o settle the obligation, and the amount can be rehably estimated

15




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

1 Principal accounting policies (continued)
Post balance sheet events

In accordance with FRS 21, dividends declared after the balance sheet date are no longer recogmised as a
liability at the balance sheet date and are now recorded 1n the financial statements on a cash paid basis

Cash flow statement and related party disclosures

The Company 1s a wholly owned subsidiary of Kemble Water Holdings Limited and 1s included 1n the
consolidated financial statements of Kemble Water Holdings Limuted, which are publicly available
Consequently, the Company has taken advantage of the exemption from preparing cash flow statements
under the terms of FRSI (revised 1996) The Company 1s also exempt under the terms of FRS 8 from
disclosing related party transactions with entities that are part of the Kemble Water Holdings Limuted
Group or mvestees or the Kemble Water Investments Limited Group

Foreign currencies

The financial statements are presented in Sterling, which 1s the functional currency of the Company and 15
therefore also the presentational currency of the Company Transactions mn foreign currencies are
recorded at the exchange rates ruling on the dates of the transactions At each reporting date, monetary
assets and habilities denominated in foreign currencies are translated into sterhng at the relevant rates of
exchange ruling on the balance sheet date Gains and losses arising on retranslation are included m the
profit and loss account for the period

Cash

Cash includes cash at bank and 1n hand, deposits, and other short-term highly hquid investments which are
readily convertible on imtial mvestment 1nto known amounts of cash within three months and which are
subject to an msigmficant risk of change in value

Trade receivables

Trade recervables are stated at nomunal value (which approximates to farr value) less allowances for
estimated 1recoverable amounts

Trade payables
Trade payables are stated at their nomunal value (which approximates to fair value)
Adoption of new accounting policies

The Company has adopted the disclosural requirements of FRS25 The adoption 1s a change in accounting
policy but has no effect on current peniod or prior year results

16



Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007

(continued)

2 Segmental reporting

Unued Kingdomn
Continental Europe

3 Net operating costs

Operating profit is stated after charging / (crediting):
Pension provision (note 16)

Net contractual obligation provistons / (release) (note 16)
Profit on sale of fixed assets

Depreciation of tangible fixed assets

-owned fixed assets (note 10)

Amortisation of intangible fixed assets (note 9)
Auditors’ remuneration for audit services

Auditors’ remuneration for non-audit services
Operating lease charges

-other

Restructuring costs

17

Period ended Year ended
31 March 31 December
2007 2005

£000 £7000
182,017 122,055
2,477 2,112
184,494 124,167
Period ended Year ended
31 March 31 December
2007 2005

£2000 £000

300 300
1,216 (1,510)

(372) -

838 724

249 164

90 175

- 3

360 276

831 658




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007

(continued)
4 Directors’ emoluments
Period ended Year ended
31 March 31 December
2007 2005
£000 £°000
Aggregate emoluments 1,296 724
Aggregate emoluments recervable under long-teim wcéniive 178 -
schemes
1,474 724

Retirement benefits are accruing to 8 (Dec 2005 5) Directors under the Company's defined benefit

schemes

During the period no Directors (Dec 2005 ml) exercised share options

Period ended Year ended
31 March 31 December
2007 2005
£000 £'000
Highest paid Director

Total amount of emoluments and amounts recetvable under long-term
incentive scheme 447 249
Accrued pensions benefit for the period 21 17

5 Employee information

The average monthly number of persons (including executive Directors) employed by the Company

during the period was

Period ended
31 March

2007

Average monthly number of employees 1,204

Year ended
31 December
(Restated)
2005

1,197

The prior year average number of employees has been restated from full-time equivalent figures to actual

headcount relating to part-time employees and secondees
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007

(continued)

5 Employee information (continued)

Staff costs

Wages and Salaries
Social secunty costs
Pension costs (note 18)

6 Net interest receivable

Interest payable to group undertakings
Interest payable on bank overdrafts
Other 1nterest payable

Interest receivable on bank deposits

19

Period ended Year ended
31 March 31 December
2007 2005

£2000 £000
40,659 30,682

3,420 2,51

6,402 2,619

50,481 35,872
Period ended Year ended
31 March 31 December
2007 2005

£7000 £°000
(124) (316)
- (17)

(10) -
506 587
372 254




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

7 Taxation

Period ended Year ended
31 March 31 December
2007 2005
£000 £°000
Current period:
Amounts payable 1n respect of group relief (4,041) (1,901)
Adyustments 1n respect of previous periods 169 711
Total current tax (3,872} (1,190)
Deferred tax:
Current year
Origination and reversal of timing differences 7 (1,464)
Prior year
Deferred tax previously recognised 89 (184)
Taxation on profit on ordinary activities (4,058) (2,838)

The tax assessed for the period 18 lower (Dec 2005 lower) than the standard rate of corporation tax mn the
UK of 30% The differences are explamed below

31 March 31 December
2007 2005
£°000 £°000
Profit on ordinary activities before taxation 14,193 12,638
Tax on profit on ordinary activities at the standard rate of 30% (2005
30%) 4,258 3,791
Effect of
Income not taxable (114) (570)
Depreciation 1n excess of capital allowances (10) 114
Other timuing differences (86) (1,581)
Profit on disposal of fixed assets 107 -
Other permanent differences 100 147
Adjustments to tax charge mn respect of previous periods (169) (711)
Current tax charge for the penod 3,872 1,190
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

8 Dividends

Period ended Year ended
31 March 31 December
2007 2005
£°000 £000
Intersim paid 46 15p (2005 Op) per ordmary share 6,000 -
9 Intangible fixed assets
Goodwill Patents& Total
licences
£2000 £2000 £000
Cost
At 1 January 2006 2,755 1,122 3,877
Additions - 69 69
At 31 March 2007 2,755 1,191 3,946
Amortisation
At 1 January 2006 1,860 1,080 2,940
Charge for period 173 76 249
At 31 March 2007 2,033 1,156 3,189
Net book value at 31 March 2007 722 35 757
Net book value at 31 December 2005 895 42 937

The Directors consider that the remamning useful economic life of the goodwill generated on acquisitions
at 1 April 1998 to be a period of 20 years Other intangible fixed assets represent patents and licences
The Directors consider the useful economic life of patents and licences to be five years
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

10  Tangible fixed assets

Fixtures,
Freehold land fittings, plant
& buildings & equipment Total
£000 £000 £°000
Cost
At 1 January 2006 189 4,414 4,603
Adations 309 1,121 1,430
Disposals (189) (88) 277
At 31 March 2007 309 5,447 5,756
Depreciation
At 1 January 2006 47 3,028 3,075
Charge for peniod 8 830 838
Disposal 47 (88) {135)
At 31 March 2007 8 3,770 3,778
Net book value at 31 March 2007 301 1,677 1,978
Net book value at 31 December 2005 142 1,386 1,528
No assets were held under finance leases 1n the period (Dec 2005 nil)
11 Fixed asset investments
Interests in
group
undertakings
£'000
Cost
At 1 January 2006 1,881
Additions 1
Disposals -
At 31 March 2007 1,882
Impairment
At 1 January 2006 306
Provided during the period -
At 31 March 2007 806
Net book value at 31 March 2007 1,076
Net book value at 31 December 2005 1,075

In the opmon of the Directors, the value of the investments in all subsidiary companies, associates and
joint ventures 1 not less than the amounts included 1n the balance sheet
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

11 Fixed asset investments (continued)

Interests in group undertakings

Year end Country of Description of Nature of

incorporation shares held business
Thames Water Services MR Ltd 31 Mar Great Britain Ordmary £1 Dormant
Morgan Collis Group Ltd 31 Mar Great Britain Ordinary £1 Dormant
Surta Lid 31 Mar Great Britam Ordmary £1 Dormant
A T Whiteside & Co Ltd 31 Mar Great Britam Ordinary £1 Dormant
Thames Water Nevis Ltd 31 Mar Great Britamn Qrdinary £1 Water services
Thames Water Retail Ltd 31 Mar Great Britain Ordmnary £1 Non trading

The Company 1s exempt from the requirement to prepare consolidated financial statements since its
subsidiaries are wholly owned and included mn the consolidated financial statements of the ultimate parent
company

In accordance with $231(5) of the Compamies Act 1985, information 1s given only with respect to such
undertakings whose financial position principally affect the figures of the Company A full list of
subsidiary undertakings will be filed at Companies House with the Company’s annual return

Investments in joint ventures
Name of Year end Country of Description of Proportions of Nature of

Undertaking incorporation  shares held nominal value of business
1ssued shares held

TransdM Liumited 31 Mar Great Britain Ordmary £1 25% Engmeering
Services

Surling Water 31 Mar Great Britain Ordinary £1 25% Water services

(2003) Lamited

Glen Water 31 Mar Great Britain Ordinary £1 50% Waste water

(Holdings) services

Limited

MUJV Limted 31 Dec Great Britain Ordinary £1 50% Gencral
construction
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

12 Stocks
31 March 31 December
2007 2005
£000 £°000
Raw materials and consumables 1,376 540
Work 1 progress 6,739 4,811
8,115 5,751
13 Debtors
31 March 31 December
2007 2005
£°000 £'000
Amounts falling due within one year:
Trade debtors 5,645 5,369
Amounts owed by group undertakings 15,365 14,950
Deferred tax (note 17) 5,140 915
Other debtors 2,704 2,285
Prepayments and accrued mncome 13,630 8,679
42,484 32,198

Amounts owed by group undertakings are unsecured, interest free and repayable on demand
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

14 Creditors: amounts falling due within one year

31 March 31 December

2007 2005

£000 £'000

Trade creditors 5,331 3,700
Amounts due to group undertakings 18,659 4,836
Other taxation and social securtty payable 1,834 1,812
Group relief payable 1,568 967
Other creditors 153 429
Accruals and deferred income 14,777 14,630
42,322 26,374

Amounts due to group undertakings are unsecured, interest free and repayable on demand, except a loan of
£2.000,000 from Thames Water Limited, which incurs interest at the Bank of England base rate plus 0 5%

15 Creditors; amounts falling due after more than one year

31 March 31 December

2007 2005

£000 £000

Amounts due to group undertakings 1,739 1,716

Amounts due to group undertakings are m relation to loans from parent and other companies within the

Kemble Water Holdings Limited group (note 26) These loans are unsecured, mterest free
fixed repayment dates
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

16 Provisions for liabilities and charges

Disposal Contract Pension Total
Provisions = Obligations Obligations
£000 £000 £000 £000
At 1 January 2006 1,244 2,739 300 4,283
Released durmg the penod {723) - - (723
Utilised during the period (61) (249) - (310)
Additional provisions made in the period - 1,465 300 1,765
At 31 March 2007 460 3,955 600 5,015
Disposal provisions consist of:
Legal fees 27
Contract and warranties 402
Other 31
460

The remaming disposal provisions relate to the disposal of the Subterra busmess unit The timing and
amounts to be utilised are uncertain

The release of the disposal provisions relates mainly to the release of the pension provision of £250,000
relating to the disposal of Subterra in a prior year, the partial release of the warranties provision of
£200,000 also relating to the disposal of Subterra and the release of other disposal related provisions of
£273,000

Within contract provisions, £70,000 relates to contract penalty provisions and £3,865,000 relates to a
provision made for losses on a long term contract The timing and amounts to be utilised are uncertain

Under the contract with Dwr Cymru Welsh Water, Thames Water Services Limited 1s responsible for the
pension funding of the employees working on the Dwr Cymru Customer Services contract In order to
fund penston commitments in relation to these employees, the Company has received external advice that
1t would need to make an additional £300,000 per annum contribution At 31 March 2007 the total amount
provided was £600,000
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

17 Deferred taxation

The recogmsed deferred tax assets are as follows -

31 March 31 December
2007 2005
£7000 £°000
Tax effect of iming differences because of

Excess of depreciation over tax allowances 196 208
Pension contributions 180 99

Capatal losses 4,411 -
Other 353 608
5,140 915

A deferred tax asset of £5,140,000 (2005 £915,000) has been recognised, of which £180,000 relates to
pension contributtons, £138,000 relates to the disposal of discontinued businesses, £196,000 relates to the
excess of depreciation over tax allowances, £4 411,000 relates to capital losses available for the offset
against future chargeable gans and £215,000 relates to other timing differences that will atiract tax
allowances when reversed

Deferred tax movement

£000
At 1 January 2006 915
Adjustment 1n respect of prior years 4,411
Credited to profit and loss current period (186)
At 31 March 2007 5,140

The adjustment 1n respect of prior years relates to capital losses arising on disposals in 2002 and 2003 by
Thames Water Limited These were treated as disposals by the Company for tax purposes The capital
losses have recently been agreed with HM Revenue and Customs and are available for future use by the
Company

An mter-company creditor has been set up with Thames Water Limited to reflect payment due in
consideration for these losses The mter-company creditor will be settled as and when the losses are
utihised
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

18 Pension obligations

Pension arrangements for the majority of the Company’s employees are of the defined benefit type, funded
through pension schemes covering employees within the Thames Water Group, whose assets are held
separately from those of the Group m independently administered funds In addition, there are unfunded
defined benefits provided for Directors and semior employees affected by the cap on earnings, which
cannot be provided through approved arrangements

The Company’s pension arrangements are of the Group multi-employer scheme nature, such that the
Company’s pension schemes assets and liabilities are included with those of other companies mn the
Thames Water Group Thames Water Utihities Limited contributes the vast majonty of the contributions
mnto the schemes and feels any consequence of thewr bemg a surplus or a deficit in the schemes
Accordingly, the directors have decided 1t 1s appropriate to recogmse the total surplus and deficit of the
two Group pension schemes, Thames Water Pension Scheme and Thames Water Mirror Image Pension
Scheme, within the financial statement of Thames Water Utihties Lumited

The FRS 17 ongoing pension cost and the Company’s contributions 1n the period were £6,102,000 (2005
£2,319,000) This number 15 £300,000 less than the number disclosed 1 note 5 Employee information, as
the latter contains an increase m pension proviston, as detailed in note 16 Provisions for hiabiliics and
charges

The latest full actuarial valuation was undertaken as at December 2004 This valuation was updated at 31
March 2007 by Hewitt, Bacon and Woodrow using revised assumptions that are consistent with the
requirements of FRS 17 The next full actuaral valuation as at 31 December 2007 will be undertaken by
Hewitt, Bacon and Woodrow (the independent and professionally qualified consulting actuanes to the
schemes) during 2008

Thames Water Group has taken advice from Hewtt, Bacon and Woodrow in respect of the funding
position of the Group pension schemes The Company contribution rate 1s m accordance with Hewaitt,
Bacon and Woodrow recommendations, having regard to the funding position of the schemes

Full details of the above two pension schemes are disclosed mn the financial statements of Thames Water

Utilities Lamited, which are available from the Company Secretarial Department, Clearwater Court,
Vastern Road, Reading, Berkshire, RG1 8DB
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Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007

(continued)

19 Share capital

Authorised

12 NN NAnn .4
1.3,Uuv,yuu Oral

Allotted, called up and fully paid
13,000,000 ordinary shares of £1 each

20 Share premium reserves

At 1 January 2006 and 31 March 2007

21 Profit and loss account reserve

At 1 January 2006
Retained profit for the period
At 31 March 2007

29

31 March 31 December
2007 2005
£2000 £°000
13,060 13,000
13,000 13,000
£000

1,000

£000

6,056

4,135

10,191




Thames Water Services Limited

Notes to the financial statements for the period ended 31 March 2007
(continued)

22 Reconciliation of movements in shareholders' funds

31 March 31 December

2007 2005

£°000 £000

Profit for the financial period 10,135 9,800
Dividends (6,000) -
Retaned profit for the pertod 4,135 9,800
Shareholders’ funds as previously reported 20,056 10,191
Prior year adjustment - 65
Sharecholders’ funds at 1 January as restated 20,056 10,256
Shareholders’ funds as at 31 March/31 December 24,191 20,056

23 Financial commitments

At 31 March 2007 the Company had annual commitments under non-cancellable operating leases for
assets other than land and buildings expiring as follows

31 March 31 December

2007 2005

Other £2000 £000
Expiring within one year 29 73
Expiring between one and two years inclusive 105 -
Expiring between two and five years inclusive 116 178
250 251

24  Contingent liabilities

The Company has given unlimited guarantees to Lloyds TSB Bank Plc 1n respect of the loans and other
borrowings of certain group companies As the Company 1s 1n the process of switching banking facilities,
1t has also given unlimited guarantees to National Westminster Bank Plc in respect of the loans and other
borrowings of certain group companies

No hability 1s expected to anise in respect of either of these arrangements

25  Related party transactions

Sales of £31,000 (2005 £5,324,000) were made to Stirhng Water (2003) Limited, a joint venture of
Thames Water Services Limited, from Engenica, a trading division of the Company Engenica also made
sales of £12,598,000 (2005 £6,695,000) to Trans4M Limited The balance owed by Stirling Water (2003)
Limited at the period end was £62,000 (2005 £333,000), and the balance owed by Trans4M at the period
end was £136,000 (2005 £695,000)
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Notes to the financial statements for the period ended 31 March 2007
(continued)

25  Related party transactions (continued)

Sales of £12,785,000 (2005 £9,675,000) were made to Stirling Water Seafield Holdings Lirmted, from
Stirhing Water a trading division of the Company, during the period The balance owed by Stirling Water
Seafield Holdings Limuted at the period end was £1,116,000 (2005 £1,025,000)

Sales of £4,618,000 (2005 £3,663,000) were made to Trans4M Limited from Thames Water Services
Limited dunng the period The balance owed to Thames Water Services Lirmted at the period end was
£316,000 (2005 £258,000)

Sales of £2,386,000 (2005 £3,354,000) were made to Scottish Water Solutions Limited, (a joint venture of
Stirling Water (2003) Limited), from Thames Water Services Limuted during the period The balance
owed to Scottish Water Solutions Limmted at 31 March 2007 was £21,000 (2005 Mil)

Sales of £3,530,000 (2005 £2,390,000) were made to Metronet Rail BCV Holdings Limited and Metronet
Rail SSL Holdings Limited, joint ventures of Thames Water Limited from Thames Water Services
Limited duning the period The balance owed to Thames Water Services Limited at 31 March 2007 was
£114,000 (2005 £600,000)

Sales of £2,030,000 (2005 £4,616,000) were made to Stirhng Water (2003) Limited from Thames Water

Services Limited dunng the period. The balance owed to Thames Water Services Limited at 31st March
2007 was £258,000 (2005 £618,000)

Sales of £758,000 (2005 Nil) were made to MUJV Limited from Thames Water Services Limited dunng
the period The balance owed to Thames Water Services Limited at 31 March 2007 was £161,000 (2005
Nil)

26  Immediate and ultimate parent companies and controlling undertaking

The immediate parent company 1s Thames Water Ltd, a company incorporated 1n the United Kingdom,
owns 100% of the share capital The immed:ate parent company has had a number of name changes since
1 January 2006, these changes are as follows

¢ Between the penod 1 January 2006 to 31 November 2006, the immediate parent company was
called RWE Thames Water Plc

e Between the period 1 December 2006 to 3 June 2007, the immediate parent company was called
Thames Water Plc, and

¢ From 4 June 2007, the immediate parent company has been renamed Thames Water Limted

The intermediate parent company 1s Kemble Water Investments Limited, a company incorporated 1n the
Umited Kimgdom, and smallest group to consolidate these financial statements

The ultimate parent company and controlling party 15 Kemble Water Holdings Limited, a company
incorporated in the United Kingdom and largest group to consolidate these financial statements

Copies of the accounts of all of the above companies may be obtained from the Company Secretanal
Department, Thames Water Group, Clearwater Court, Vastern Road, Reading, Berkshire, RG1 8DB "
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