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150 Years of Portsmouth Water

Portsmouth Water in 2007 1s very different from the Company
founded in the mid 19th century —in 1857 to be precise We
now provide an uninterrupted supply of some of the highest
quahty drinking water in England and Wales to over 280,000
households and 15,000 businesses Every day of the year we
supply over 180 mithon litres of water but 1t was not always like
this This summary outiines how Partsmouth Water has become
the Company we know today

On 13th July 1857, a new company, the Borough of Portsmouth
Waterworks Company, was established by an Act of Parhament
It was created following a report by the Inspector of the General
Board of Health enticising the intermittent supplies by the
existing Company, which served only 4,000 of the
10,000 homes in the Borough of Portsmouth
The new Company accepted the Inspector’s
recommendations by developing the Havant
and Bedhampton Springs, which remain today
as Its prinaipal source of supply Its Head Office
was established in 1884 at Commercial Road,
Portsmouth

Farlmgton Marshes Pumping Station in 1928 (just prior to demohition}

1869 saw the Company construct two open-topped reservorrs
at Farlington on Portsdown Hill and, for the first time in

1880, constant water supplies were provided to customers in
Partsmouth In 1884 supplies were extended to the north of
Portsdown Hill by the construction of a service reservolr adjacent
to the George Inn in London Road

Following criticisms of poor water qualty after heavy rainfall,
an Act of Parliament in 1906 required the Company to filter the
spring supplies On 1st January 1910, the Farlington Filtration
Works first supplied filtered water to Portsmouth

Dosing of small quantities of chlonine gas at Havant and
Bedhampton began in 1926 s¢ as to destroy any harmfui bacteria
in supplies

As a precaution against attack during the Second World War, an
alternative 36-inch supply to Portsmouth from Faslington and also
a ‘bomb-proof' second pumping station at Bedhampton were
constructed

Major ar raid damage occurred on the night of 10th/11th
January 1941, when 63 mains were fractured in southern
Portsmouth The extensive loss of water through broken mains
and service pipes and the heavy demand by the Fire Service
caused the average daily demand to rise from 13 to 23 million
gallons for two days

Having supplied Hayling Island via a bulk supply since 1928, the
Company took over responsibility for water supplies from the
Havant and Waterloo Urban Distnet Council in 1950

In 1953 a new source at Worlds End, near Hambledon, was
developed to augment supplies to the growing residentiat areas
north of Portsdown Hill For the first time in nearly 100 years, the
Company had an alternative supply to Havant and Bedhampton
Springs

In 1955 the Company amalgamated with the Gosport
Waterworks Company The Gosport Company, which had iniially
been established at Bury Cross in 1858, had been forced by saline
intrusion of the Foxbury well to develop an alternative source at
Saberton 1n 1906 Further sources at Hoe and Northbrook, near
Bishop’s Waltham, had subsequently been developed

Further amalgamation took place in 1959 when the Portsmouth
& Gosport Water Company took over responsibility for the
supplies for the Fareham area from the Urban District Counal

The Company’s Centenary was celebrated in 1957 with
exhibitions and public wisits to its Works

Cold weather for two and a half months in early 1963 resulted in
140 broken mains and 6,250 households with no supply because
of frozen service pipes The experience prompted new water
byelaws for new households to prevent a recurrence

1963 saw a major expansian Into the West Sussex area which
was coupled with the Company’s development of a new source
at Walderton, north of Emsworth Supplies for the Bognor Regis
area were taken over from the Bognor Regis Urban District
Council The Fishbourne well (constructed in 1874}, Funtington
wells and boreholes, the Lavant Reservoir and West Wittering
Water Tower serving the Chichester Corporation area were also
absorbed Responsibilities for the Selsey Water Company’s bulk
supply from Chichester Corporation were taken over, as were
the Chichester Rural District Council’s boreholes and reservorr at
Woodmancote, north-east of Westbourne

The Company developed 1ts own Laboratory In 1964 to carry
out more frequent sampling and analysis At the same time, the
Government asked water companies to consider the addition of
fluonide to supplies to iImprove the population’s dental health!

Laymng a 60 inch overflow pipe at Hermitage Stream
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Farlington Filtration Works in1927 Inset Sand Washing at Farhngton
Joint studies in the 1960s with the Water Resources Board
identfied the long-term need for new water resources

The Company bought land at Havant Thicket for a storage
reservoir and plans were developed for a river abstraction at
Gaters Mili an the lower reaches of the Rver ltchen

In the same decade, new borehole sources were developed at
Westergate, Lavant, Lovedean and West Street, Soberton, to meet
the growing demand for water supplies

In 1967, the Company moved its Head Offices to purpose-built
buildings at Brockhampton Springs in West Street, Havant At the
same time the Company purchased its very first computer!

The River Itchen intake, treatment works and pumping station
were completed in 1973 Costing £4 million, this was the largest
project the Company had undertaken since its inception The
Works were used to augment supplies to the Fareham, Gosport
and Waterlooviile areas

The drought of 1976 resulted n the imposition of a hosepipe
ban, the fwst (and so far, the only one) in Porismouth Water's
history The experience resulted in a number of major schemes
to hink the supply networks acress the whole of the Company's
area The need to provide short-term storage led to a major
programme of service reservoir construction

The 1980s saw the Company invest in a number of distribution
and trunk mains schemes to iImprove water pressures throughout
the area At the end of the decade, a rolling programme was
established to replace old mains that burst frequently

The Water Act 1989 ‘privatised’ the Water Industry and
Portsmouth Water converted to a plc The Company’s activities
and charges were for the first time regulated by a number of new
Government bodies

Major refurbishment schemes at almost all treatment warks

were carned out in the 1990s During further service reservorr
storage and trunk mains improvements, significant archaeological
discoveries were made at Lavant and Wickham

To meet new water quality requirements, schemes to minimise
lead, nitrates and cryptospondium oocysts In supplies were
developed from 2000 onwards In 2004, the Company installed

new infrastructure to provide a bulk supply to Southern Water to
help alleviate water shortages during droughts in the Crawley and
Horsham areas

This 1s a very short summary of the history of Portsmouth Water
as it exists today 1t is drawn from a book to be launched on
13th July 2007 entitled ‘Portsmouth Water 1857 to 2007 - 150
years of Service’ It will be available in local book shops or by
contacting the Company

Throughout the last 150 years, the Company has maintained high

quality supplies and service by careful farethought and planning
We intend to continue to do so in the years ahead!

New Head Offices opened in Commercial Road, Portsmouth - May 1884
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Highlights

During the past year, Portsmauth Water has again been
recognised for sector leading performance

- The Company has maintained its position for operating and
capital maintenance effioency

Levels of service amongst the highest in the water industry
Water supply maintained with no need for rastrictions in the
summer of 2006

- Significant progress achieved in the AMP4 capital expenditure
programme

The RoSPA Gold award for occupational health and safety was
achieved for the second successive year

In 2007 Portsmouth Water Limited celebrates its 150th
anniversary Throughout this report photographs are displayed
which reflect the history of the Company On pages 2 and 3 a
brief history of the Company 1s displayed For full information see
the Company’s website

2007
Turnover £32 8m
Operating profit £8 6m
Profit before taxation £10 5m
Net debt £73 6m

Capital expenditure £14 8m




Board of Directors

Executive

Nicholas John Roadnight

FCA 3

Managing Director

Joined i 1978 Previously with Thornton Baker Appointed to the
Board 1n October 1994 and appointed Managing Director in July
1997

John Edward Cogley

BSc,CEng , MICE, MCIWEM

Customer Services Director

Joined in 1978 Previously with Anglian Water Appointed to the
Board in June 1997

Andrew Richard Neve
BSc,CEng , MICE, MCIWEM,MCMI

Technmcal Director

Joined In 1981 Previously with Thames Water Appointed to the
Board in June 1997

Newille Smith

BA,FCMA

Finance Director and Company Secretary

Joined as Finance Director in February 1998 and became
Company Secretary in June 2003 Previgusly with Smiths
Industries and GEC

1 Member of the Audit Committee
2 Member of the Remuneration Committee
¥ Member of the Nomination Commuttee
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Non-Executive

Terence Michael Lazenby

FR Eng 123

Independent Non-Executive Chairman

Chairman of the Audit, Remuneration and Nomination
Committees

Joned in June 2002 and appointed Chairman in January 2003
Charrman of the Engineening Construction Industry Training
Board Non-executive director of MTL Instruments Group plc
and Expro International plc Previcusly held a number of senior
executive positions with Briiish Petroleumn

Robert Leonard Sullivan

B Sc,CDir 123

Independent Non-Executive Director

Joined 1n June 2002 Previously held senior executive positions
with Scapa Group plc, Sellotape Group and SruthKline Beecham
Consumer Brands

Raymond John Tennant

BA,FCCA CPFAE

independent Non-Executive Director

Joined in June 2002 Former Managing Director of South East
Water plc and SAUR Water Services plc Former Chairman of the
Water Companies Association and WTI Training Group Ltd
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Chairman’s Statement

The Company has again produced an impressive financal
performance and continues to perfarm well in the Ofwat
efficiency and customer service tables

The Company continues to provide services to customers which
are in line with the best in the Industry, at a price which 1s

the lowest in the country at an average of 22 pence per day

In 2006, much of the South of England was suffering from
drought conditions, but | am pleased to say that Portsmouth
Water did not impose any water use restrictions on 1ts cusiomers
last summer The Company did however join forces with other
companies n the South East to ask customers to use water
wisely and although not subject to restrictions, they did respond
by using significantly fess water than in previous peniods of hot
and dry weather Ranfall in the autumnfwinter of 2006/07 was
above average and the Company foresees nc need to impose any
restrictions this coming summer Leakage is a hughly important
issue for the Industry and the Company once again achieved its
leakage target

Portsmouth Water is the anly water company to have achieved
the highest efficiency band for operating costs and capital
maintenance In Ofwat’s assessment for each of the last 5 years
and 1s determined to remain at the leading edge of Industry
performance for efficiency and quality of service to customers
The Company recognises that in this competitive age customers
rightly expect increasing imprevements in service Recognising
this the Company has this year, despite its already good ratings,
launched an initiative "CUSTOMER FIRST' to enhance customer
service and to increase awareness of this throughout the
organisation

The financial results for the year ended 31 March 2007 show

an Increase 1N operating profit of £1 6m (22%) to £8 6m This
included a one-off credit to the FRS17 pension charge of £1 1m
following a change to the ruies of the pension scheme to permit
retirees to commute more of their pension te a lump sum, which
results in a lower liability for the scheme Revenue from the bulk
supply to Southern Water was also £0 2m higher as the faciity
was used throughout the year to help therr effort to deal with the
drought of 2006 The sale of three properties generated a profit
of £0 9m which resulted in an increase in profit hefore tax to
£10 5m (2006 - £7 6m)

In the light of these results the Directors are recommending a
final dwvidend of £1 8m, which will be paid in May 2007

Significant progress was achieved with the Company’s

capital programme in accordance with 1ts 5 year Business Plan
determined for the last periodic review Gross capital investment
for the year amounted to £14 8m (2006 - £7 1m), which
included £4 1m on infrastructure renewals A new membrane
filtration plant at the River lichen Treatment Works 1s almost
complete at a total cost of £4 6m and will be commussioned In
summer 2007 Remedial work on trunk mains in the Company's
largest supply area, atmed at reducing the risk of discoloured
water incidents was completed at a total scheme cost of £1 8m
Construction of further membrane filtration plants at Soberton
and Fishbourne Treatment Works 15 also well advanced and
should be completed in 2008

Portsmouth Water 1s an important part of the Community 1t
serves and we strive to play an appropriate role in its development

by providing education, pramoting the health benefits of drinking
water, and the environmental need to use water wisely and
efficently In the summer of 2006 we launched & 3 year initiative
with Staunton, the local country park, as part of an education
programme for young children about the natural water cycle In
its first year, over 500 children attended this programme through
pre-arranged school trips

The Board 1s committed to providing a safe and healthy working
environment for 1ts employees and | am pleased to report that
the Company achieved the RoSPA Gold Award for occupational
health and safety for the second successive year

The high standards of perfermance highlighted in this report are
the result of the skill, hard work, innovation and dedication of the
employees | am grateful for their efforts and the Company will
continue to provide the support and training reguired to develop
its people and create continued improvements in all its activities

2007 s a milestone in the Company's history as it celebrates

its 150th anniversary its employees and pensioners are nghtly
proud of its achievements Throughout its history, the Company
has maintained high quality water supplies and service by careful
forethought and long term forward planning | am confident
that it 15 well positioned for the future and that it will continue to
maintain high standards and performance going forward

T ok
)

T M Lazenby
Chairman
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Operating and Financial Review
Our Business

Portsmouth Water provides water to 297,000 homes and businesses in an area covering 868 square kilometres from the River Meon in
Hampshire to the River Arun in West Sussex The Company serves the cities and towns of Portsmouth, Chichester, Fareham, Gosport,
Havant and Bognor Regis On average, each day 1t supplies approximately 179 million litres of water through a network of over 3,200
kilometres of underground mains Water supplied, which 1s generally of high quality, 1s derved from the chalk of the South Downs
and is abstracted from wells, boreholes, springs and the River Itchen The table below shows the major sources used by the Company
durng the year The springs at Havant and Bedhampton, which provide between 30% and 35% of the total supply, are thought to be
the largest group of springs used for public supples in Europe

Source Actual 2006/07 Abstraction % of Supply % of Supply
(Million Litres) 2006/07 2005/06
Springs at Havant & Bedhampton 20,108 3 32
River Itchen 6,069 9 8
Boreholes, Wells & Adits 39,182 60 60
Totals 65,359 100 100

A map showing the Company’s area of supply and the location of its sources and treatment works 1s shown on page 22

Water from the springs at Havant and Bedhampton s treated at the Farlington treatment works and there are also treatment works
at the River ltchen and Lovedean, which accounts for approximately 3% of supplies Water from the remaining sources requires less
sophisticated treatment

Portsmouth Water's charges are the lowest in England and Wales, the average annual bill for water being £80 per household, the
equivalent of 22p per day In real terms, the price of water for household customers has fallen by 14% over the last 10 years This
compares with a real increase of 7 3% for the industry as a whole, as illustrated in the chart below, where the 1996/97 prices are
indexed at 100

Companson of Average Household Bills with Average Industry Tantfs

110
105
100

95

Index

90

85

1996/97 1997/98 1998/99 199900 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07

Company Average Industry Average

The water industry 15 subject to a range of UK and EU legislation Standards, particularly those relating to the environment, are being
tightened on a regular basis and require increasing levels of investment The standards of service prowded by Portsmouth Water are
monitored by three main regulators - the Office of Water Services (Ofwat) for customer levels of service, the Environment Agency (EA)
for environmental protection and the Drinking Water inspectorate (DWI) for drinking water quality Customers are represented by the
Consumer Council for Water (CCW), which monitors the quality of service prowided by the Company Portsmouth Water works closely
with these and other organisations interested in the services It provides

Ofwat 1s the water industry’s economic regulator, and 1ts principal duties are exeraised through the price-setting process Ofwat sets
price imits for Portsmouth Water every five years The last determination of prices was in December 2004 for the period 2005 to 2010
The price setting process is known as the Periodic Review and involves a senes of consultations between water companies, Ofwat

and the other regulators over a two year penod The review exarmines all aspects of the business and requires the Company to submit
a detailed Business Plan to Ofwat Water companies are allowed to increase pnices to customers annually by inflation (RPI) plus or
minus the price imit set by Ofwat The price imits for Portsmouth Water are shown in the table on page 18 and reflect the revenue,
which the regulator believes an efficient company needs in order to finance its operations and capital programme, after making an
assessment of potential future efficiency gains
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Operating and Financial Review
Our Business

Water companies are largely natural monopolies and, in recognition, the Government, following Ofwat’s advice and wide consultation,
15 cautiously apening up to competition the market for provision of water to large industnal and commercial customers Although
these customers have been able to switch supplier since December 2005, none have done 5o to date

Portsmouth Water 15 recognised as one of the most efficent water companies in England and Wales (Source - Water and Sewerage
Service Unit Costs and Relative Efficiency 2005/06 Report - published by Ofwat), and this has benefited customers through tower bills
over many years, as shown on page 7

Over the last twenty years, the Company has experienced falling demand for water, particularly fram commercial customers The
future, however, s expected to see nsing demand from domestic customers, with a significant house bullding programme planned in
the Company's area of supply A twenty five year Water Resources Plan 1s also produced at each Penodic Review The plan is reviewed
annually and enables the Company to balance supplies with forecast demand even at times of dry conditions Future plans incorporate
a twin-track approach of demand management and additional sources of supply

The Company 1s committed to sustainable development It must balance the prowision of water supply with the needs of the
environment and play a part in ensuning that the UK complies with European and National environmental legislation

The shaft section used on Hilsea Pipe Tunnef

Emergency Water Tank being filled in Soberton durmg World War i}
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Operating and Financial Review
Business Strategy

Mission Statement
"We aim to supply dnnking water of the highest quahty, providing high levels of customer service and excellent value
for money’

The Company has a well developed, focused strategy which will meet the demands of all its stakeholders The key objectives are

- To maintain services to customers at the highest level

- To balance the prowision of water supply with the needs of the environment
— To maintan the health and welfare of employees

- To ensure that customers continue to enjoy secure and reliable water supplies
- To meet present and future water quality obhgations

— To maintain 1ts leadership position at the water industry efficiency frontier

- To maintain the ability to finance 1its function

The strategy will be achieved by focusing on four key 1ssues

~ Having a well developed and frequently updated long term water resources plan, which will meet the needs of the customer,

through secure water supplies, whilst respecting the environment |
— Putting customers at the heart of everything we do, and ensuring that they continue to receive excellent value for money \
— Setting goals for efficiency which outperferm regulatory targets
- Maintaining a motated workforce, whilst ensuring that the health and safety of employees 15 given the tughest prionity

The progress of the Company against these objectives 1s measured by a number of key performance indicators (KPI) and these are
highlighted in the following section of the Review

Brockhampton Springs Head Office opens, 1967
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Operating and Financial Review
Current Development and Performance

Financial Performance

Profit before tax

Turnover for the year increased by 2 1% to £32 8m This reflected the 1 8% overall tanff increase implemented in July 2006, and
additional income of £0 2m from the bulk supply arrangement with Southern Water Although this arangement was established to
assist Southern Water at peak demand in dry years, the extent of the drought conditions in 2006 meant that 1t was operating for most
of the year

Operating costs, excluding depreciation and the FRS17 pension charge rose by £0 2m {1 1%) This was below the level of inflation
despite a 39% rise In energy costs from Novernber 2006 and in part was due to lower expenditure on addressing leakage which had
been higher than usual in 2005/06 The current service cost for the pension scheme was reduced by £1 0m to £1 1m due to a one-off
credit to the charge following a change in the rules of the scheme allowing retirees to commute mose of their pension to a lump sum,
which has the effect of reducing the ongoing pension hability

The Company sold three properties in 2006/07, generating proceeds of £1 2m and profit on disposal of £0 9m
An increase in other finance Income of £0 6m represents an increase in the expected return on Pension Fund assets

Interest payable at £5 3m (2006 - £5 1m) includes a £2 4m indexation of the toan prowided by Artesian Finance plc (2006 - £2 1m)
Interest on the capital sum amounted to £2 7m (2006 - £2 6m)

As a result of the above, profit before tax increased by 38% to £10 5m (2006 - £7 6m)

Taxation
Despite the higher profit, the tax charge for the year reduced by £0 2m to £2 5m manly as a conseguence of a major element of the
increase in pre tax profits being the result of a net gain on the return on pension assets which 1s not taxable

Dividends

Following the adoption of FR521, dividends are now reported on a paid basis The dividends paid duning the year amounted to

£4 471m (2006 - £3 755m), and include a special dividend of £0 3m which represents an element of the profit on the sale of one of
the properties Dividends are paid up to the parent company and largely used to service debt held by the group

Cashflow and Balance Sheet

Net cashflow from operations at £16 1m (2006 - £16 4m) reduced as a result of an increase in trade and other debtors Net cash
outlay on fixed assets at £11 8m (2006 - £6 1m) reflected an increase in activity for the investment programme determined at the last
periodic review Sale of properties and other assets added £1 2m to the cashflow

Net debt at £73 6m (2006 - £70 1m) increased during the year by £3 5m as a result of the relatively high caprtal programme At the
year end, net debt io regulatory capital value was 71 3% (2006 - 74 7%)

Interest Rate, Liquitdity and Credhit Risk
The majar financial nisks faced by the Company are interest rate, hgquidity and credit nisks The Company assesses these nsks on an
ongoing basis and its polictes for managing them remain unchanged from previous penods

The Company's exposure to Interest rate fluctuations 1s now limited by the fixed interest rate applicable to the index-linked loan drawn
in 2002, with inflation rsks on the cost of the loan being effectively hedged against regulated revenues which are also linked to the
Retall Prices Index Interest 1s charged at a fixed rate of 3 635% on the indexed amount of the loan The indexed value of the loan at 31
March 2007 was £75 7m (2006 - £73 3m)

The Company seeks to manage financial nsk, to ensure sufficient iquidity 1s available to meet foreseeable needs through an appropriate
borrowing structure and to invest cash assets safely and profitably on the short term market Short term hquidity is achieved through a
£15m working capital facility and an overdraft arrangement At the end of the year, £1 5m of this facility had been drawn (2006 - Nil),
while the overdraft arrangement remained unutilised

The Company’s exposure to credit nsk results from the continuing impact of bad debt on its ability to collect water revenues It seeks
to minimise this nsk by utibsing all available means, including the use of a dedicated debt recovery section, agencies for collecting
outstanding debt and following best practice guidelines

Accounting Policies
The accounts have been prepared in accordance with the accounting policies described in note 1 to the accounts on pages 35 to 36
and with UK GAAP
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Operating and Financial Review
Current Development and Performance

Under its licence of appaintment, Portsmouth Water Limited, a private company, 1s required to publish information about its annual
resuits as If 1t were a company covered by the Listing Rules of the Financial Services Authonty From Aprl 2005, listed groups are
required to prepare accounts in accordance with International Financial Reporting Standards (IFRS) Itis the Company's view that these
standards are not apprepnate for a regulated water business and 1t has been granted exemption, by Ofwat, such that it need only
adopt IFRS when non-listed companies are required by statute to do so

Pensions
The Company accounts for the Brockhampton Pension Scheme in which 1t s a participating employer, in accordance with FRS$17 The
latest actuanal valuation carried out for the purposes of FRS17 showed a surplus after deferred tax of £15 3m (2006 - £14 6m)

Key Financial Performance Indicators
Geanng (net debtiregulatory capital value) and cash interest cover are recognised as key indicators for the Company Performance in
2007 agatnst the target ratios 15 shown in the table below

KP1 - 11 Target Performance Performance
2006/07 2005/06

Gearng - Debt/RCV? <83% 71 3% 74 7%

Cash interest cover? >22 275 24

* Each KPl 1s defined in the Appendix on page 47
2 Definition of terms I1s contained in the Appendix on page 47

Customer Service
The Company measures its services to customers in three key areas

— The Overall Performance Assessment provided by Ofwat
- The DG indicators provided by Ofwat
- Dnnking Water Quahty

KPI -2  The Overall Performance Assessment
Target Performance 2005/06
To be in the upper quartile of performance for all water companies Placed 4th out of 22 companies

The Overall Performance Assessment for 2006/07 will be published by Ofwat after the Report and Accounts have been completed and
therefore the performance shawn above 15 for 2005/06

KPl-3 DG Service Indicators

The DG service indicators data shown below 15 as recorded by the Company for 2006/07 and will be reported to Ofwat in the annual
regulatory June Return

DG Service Indicator Target Performance Performance
2006/07 2005/06

DG2 No of properties at nisk of inadequate pressure =120 90 90
DG3 Unplanned interruptions to supply =03 023 019
DG4 Population subject to hosepipe bans Nil Nil Nil
DG6 Bihng contacts - answered within 5 days 100% 100% 100%
DG?7 Watten complaints - answered within 10 days 100% 100% 100%
DG8 Bills for metered customers - no recewving bill based on meter reading 100% 100% 100%
DGY Telephone contact - no of calls abandoned <25% 6 2% 4 3%

- alt hines busy =07% Nl Nil

In all categories Ofwat assessed the Company as having good performance for 2005/06 The Ofwat assessments for 2006/07 will not
be published until September, but the results recorded by the Company meet the critera for being assessed as good
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Operating and Financial Review
Current Development and Performance

KPi-4  Water Quakty

The Company carries out an exhaustive programme of testing to ensure that water of the highest quality 1s supplied to customers
The table below shows the percentage number of samples which pass the strict standards set out in the Water Supply (Water Quality)
Regulations

Water Quality Target Performance Performance
2006 2005
Complance samples passing standards 99 S0% 99 96% 99 97%

The water quality performance indicator relates to the calendar year

Operating Efficiency

Ofwat publishes a report each year which includes its assessment of the comparative operating efficiency of all water companies

in England and Wales using econometnc modelling Companies are put in bands A to E according to their performance for both
operating and capital maintenance efficiency, A being the top band The latest report published 1s for the financial year 2005/06, which
showed that Portsmouth Water was assessed in the top bands for bath operating and capital maintenance expenditure and the only
water company In England and Wales to have been placed in band A for both categones in each of the last five years In the medium
term this benefits customers through relatively lower prices and the Company intends to maintain its position in the efficiency rankings

KPI-5 Efficency

Target Performance 2005/06
To be ranked in Band A for Operating Efficiency Operating Efficiency Band A
To be ranked 1n Band A for Capital Maintenance Efficiency Capital Maintenance Efficiency Band A

Capital Investment
The Company made good progress with the five year capital programme agreed with the Regulator for the period 2005 ta 2010 which
included

Infrastructure Assets
- Renewal of 25km of mains each year

Water Quality

- Installation of membrane filtration plants at three treatment works, including at the River Itchen, to minimise the risk of
cryptosporidium

— Remedial work on trunk mains in the Company’s largest supply area to reduce the nsk of discoloured water incidents

— The installation of blending facilities at sources at nsk from increasing nitrate levels

Water Resources
- Commencement of planning for a winter storage reservoir which 1s required in 2020 This work will include envirenmental
investigation and should lead to a planning application by 2010

Securnity Measures
— The Company will implement a number of measures to increase security in response to advice from the Government

Optional Water Meters
— At the 2004 Periodic Review, 1t was anticpated that the Company would be required to install 2,200 new meters per annum for
domestic customers wanting to switch from an unmeasured to a measured supply

Gross capital nvestment during the year was £14 8m (2006 - £7 1m) and included £4 1m (2006 - £3 1m) on infrastructure renewals
After recenving capital contributions and infrastructure charges of £0 9m, net capital expenditure was £13 9m (2006 - £5 8m) The
chart below shows the level of net capital investment over a six year penod in outturn prices
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Operating and Financial Review
Current Development and Performance

Net Capital Expenditure

Work 1s nearing completion on the membrane filtration plant at the Rver lichen treatment works and this 1s scheduled to be
commussioned m June 2007 Expenditure during the year on this project was £3 6m, and at completion the total cost will have been
£4 6m

Remedal work on trunk mans in the area supplied by the Farlington treatment works was completed in the year, with £1 8m incurred
to March 2007

During the year, 26km (2006 - 21km) of mains were renewed at a cost of £4 1m (2006 - £3 1m) This brings the length of mains
renewed In this regulatory penod to 47km compared to 50km i the onginal plan The shortfall will be recovered in the coming year

The number of customers opting to change to a measured supply increased substantially and the Company installed 5,797 meters for
such customers (2006 - 3,578) This increase 1s believed to be the result of price increases announced by Southern Water, whose waste
water charges for measured customers are based on meter readings from Portsmouth Water The capital cost of installing meters was
£1 1m, compared to an allowance in the last deterrmination of £0 5m

Water Resources - Qutlook for 2007

As detalled on page 7, over 90% of water supplied to customers is from groundwater springs, boreholes and wells which abstract
from the underground chalk of the South Downs Groundwater levels are therefore critical to maintaining supplies to customers The
Company has for many years monitored the groundwater level at Idsworth Well, Rowlands Castle, which 1s unafiected by abstraction
and 1s representative of groundwater conditions in the South Downs chalk

Following two relatively dry winters, rainfall in the Autumn and Winter of 2006/07 was above the long term average as shown in the
chart below

Rainfall at Havant 2006/07
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As a result of this rainfall, the groundwater of the South Downs chalk, as measured at idsworth Well, receved significant recharge
during the winter and, at the end of April, was above the long term average This 1s outlined on the two year graph below, which
includes the thirty year long term average and the drought year of 1976, when the Company last imposed a hesepipe ban
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Water resgurces are therefare expected to be sufficient to meet peak demands in the summer of 2007 and a hosepipe ban I1s not
expected n our area of supply However, the Company has used its newsletter, website and press releases to stress to customers the
need to be conservative in their use of water

Long Term Resource Planning

The Company's twenty five year Water Resources Plan, which examines the likely key influences on the demand for water from
customers and on the Company's ability to meet that demand, was last updated in 2004 The plan also identifies the actions required
to ensure that the supply/demand balance 1s met A number of key assumptions were made

— The number of households in the Company’s area of supply will grow from 276,000 in 2005 to 310,000 n 2020 and over 340,000
by 2030 {(Source - Hampshire County Council)

— There will be a nise In average year per capita consumption from 156 Iitres/head/day 1in 2005 tc 188 htres/head/day in 2030 {(Source
- Company projections) The principal driver behind this movermnent will be the reduction of occupancy levels in households caused by
a number of demographic factors

— The peak demand during a dry summer is 1 4 times that of average demand

Projections show that, whilst at average demand the Company has sufficient resources and treatment capacity until 2030, there may
be insufficient capacity to meet summer peak demand by approximately 2020 To address this shortfall, the Company has developed a
twin track approach of demand management and addional sources of supply consisting of

- Maintaining leakage below its current target of 28 7Mi/d until 2015, when a leakage saving witiative wili be needed to further
reduce the tevel below 26 7MI/d This imtiative 1s expected to increase operating costs by £0 2m per annum

— Continued promotion of water efficency measures

— The development of a washwater recovery plant at its largest treatment works at Farlington This will be constructed in the period
2015 to 2020

— The construction of the Havant Thicket winter storage reservorr with commiss:oning expected n 2019 The reservoir will store surplus
winter water from the Company's springs in Havant and Bedhampton for use at peak demand in the summer It 1s anticipated
that the necessary planning permissions, design and construction will take fifteen years, and imitial work an the planning process,
including environmental assessments, has begun The Company already owns the 413 acre site on which the reservorr 1s planned to
be buillt The total cost of the reservoir is expected to be in the arder of £30m, much of which will be spent in the period 2015 to
2020

Leakage

Leakage for the year was recorded at an average of 29 2MI/d, which was within the leakage target of 29 7MI/d The leakage targets
were set out In the Company’s Business Plan for the last Peniodic Review and agreed by Ofwat as part of the Final Determination in
2004 Portsmouth Water had the sixth lowest leakage level of all the water companies in 2005/06

KPI -6 leakage
Target Performance 2006/07

Average leakage of 29 7MI/d Average leakage of 29 2Ml/d
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Employees

The Company employs 230 people and believes 1t recruits and retains the best people The Company are firmly committed to the
development of its employees and this 1s achieved through a medium of both further education and operational training Last year saw
27 employees undertake formal personal education including Degrees, HNCs, Management NVQs and IT skills Staff turnover, excluding
retirees, was 8 2% in 2007 (2006 7 8% ), which compares favourably with the national average which was 12 81 in 2005 (Source

- EEF Absence and Labour Turnover Survey 2006)

Total absence fell to 4 38 days per employee per year (2006 5 07) and is below the average for private companies of the same size at
7 2 (Source CIPD Annual Survey Report 2006)

Health and Safety

The heaith and safety of employees 1s fundamental to the success of the business and the Company 1s committed to achieving high
standards across the orgarisation it has implemented a number of campaigns and iniiatives, aimed at increasing staff awareness of
health and safety issues, and the benefits are shown in the chart below, which shows a reduction in the level of acadents over the last
5 years

Total Accidents

Reportable Accidents

The efforts of all employees were rewarded in March 2007, when the Company received a Gold Award for eccupational health and
safety from RoSPA {for the second successive year)
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Environmental Performance
The Company recognises tts impact on the environment and seeks to carry out its activities in a sustainable manner, which 1s
highhghted by the inihatives shown below

Conservation

The Company’s total licensed area of supply covers an attractive part of Southern England between the South Downs and the coastal
areas of Hampshire and West Sussex It includes the historic cities of Portsmouth and Chichester, and the popular holiday resorts of
Bognar Regis, Selsey and Hayling Island The harbours of Portsmouth, Langstone, Chichester and Pagham have a number of important
enwironmental designations under the EU Habitats Directive and are popular water actwty venues

Biodhversity Action Plan

The Company’s policy 1s tc conserve and enhance the natural environment of its land and water areas and to preserve historic bulldings
and equipment, so far as s consistent with the pnmary duty of providing a sufficient supply of wholesome water at reasonable cost
Where possible, the Company explores opportunities to encourage recreational use

Sustainable Procurement

In procuring goods and services, the Company has a policy which seeks to ensure that 1ts impact on the environment 1s minimised
This includes the use of low sulphur content diesel fuel, imber from replanted forests and predominantly recycled matenial for
reinstatement

Specific Environmental Projects

The Company has been involved in three environmental investigations into the impact of water abstraction on species identified by
the Habiats Directive The investigations at the River Itchen, Chichester Harbour and Langstone Harbour are covered in more detall on
page 19

Water Efficiency
The Company has continued, through various channels of communication such as its newsletter and website, to promote the need for
the efficient use of water, both by domestic and commercial customers Specific intiatives have included

Cistern Devices
Approximately 15,000 'Save-a-Flush’ bags were 1ssued to customers during the year

Measured Customers
All customers opting to install a meter receved a leaflet, *Saving Water at Home," to ensure that customers most likely to benefit from
water efficiency are reminded of the advantages, and each customer receives two savaflush bags

Commercial Water Audits
A leaflet entitled “Saving Water in Your Business’ 1s included on the Company website and a copy sent 1o every business in 2006

In-House Efficlency Study
A series of initiatives at the Company’s Head Office has resulted in an overall saving since 2004 of 50% of previcus water usage

Work in the Community

Amenities and Recreation

In 2005/06 Portsmouth Water launched a new partnership with the Sir George Staunton Country Park to deliver a water themed
learning programme to schools entitled "Water 1s Life’” The programme, which has been designed with the National Curnculum in
mind, 15 initially targeted at children aged between 5 and 11 1t 1s intended to educate them, both about the natural water cyde and
how we prowide public water supplies

This programme will challenge children to understand how the planat recycles its water and why both humans and all inhabitants of
the Earth need water to survive They will also be shown how we ensure that public water supplies are safe to drink and how it gets to
the tap

At the end of the learning experience, children will have an understanding of the key role water plays in all our lives and how important
it 1s to conserve this valuable, but renewable resource

[n 2006 over 500 children attended the programme through pre-arranged school trips
Charttable Trust Fund

Since 2004 the Company has been supporting a Chantable Trust Fund, which aims to provide assistance for customers who have
difficulty paying their bills
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Drinking Water Bottles

The Company has continued to promote the benefits to children of dninking water and, as part of our ‘Water for Health” initiative, has
offered for the last four years a free drinking water botile to every child in Jocal primary, infant and junior schools Many schools have
also replaced their water bottles at a subsidised cost of 15p per bottle A further 25,000 were delivered during 2006 The drinking
water bottle inthiative has seen nearly 130,000 water bottles delivered to local schools over the last four years

Communrty Talks
Employees continue to give community talks about the Company and water supply to local schools, colleges, clubs and groups, such as
Age Concern, Rotary and the Women's Institute

The Company again supported the Pnmary Schools Saience Fair, promoted by the Portsmouth and South East Hampshire Business and
Education Partnership

The new Laboratory, 1967 The Company’s first computer, 1967
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Cautionary statement regarding forward-looking statements

This section should be read in conjunction with the financial statements and notes thereto included elsewhere in this Annual Report
This Annual Report contains certain forward-looking statements with respect to the financial condition, results of operation and
business of Portsmouth Water

Statements that are not histoncal facts, including statements about Portsmouth Water’s beliefs and expectations, are forward-looking
statements Words such as ‘believes’, ‘anticipates’, ‘expects’, intends’, 'seeks’ and ‘plans’ and similar expressions are intended to
identify forward-looking statements, but are not the exclusive means of identifying such statements These statements are based on
current plans, estimates and projections and, therefore, undue reliance should not be placed on them Forward-looking statements
speak only as of the date they are made, and 1t should not be assumed that they have been revised or updated in the hight of new
information or future events

The Company will continue to focus on service delivery to customers It will aim to remain at the efficency frontier for operating and
capital maintenance expenditure and complete its AMP4 investment programme

Financial Performance will be influenced by the price mits set by the Regulator in 2004, which, for the five year period to 2010, are as
follows

2005/06 2006/07 2007/08 2008/09 2009/10
% increase above inflation 07 06 15 25 10

Capital expenditure in 2008 wilt be £16 3m (2007 - £14 8m), as the construction of membrane filtration plants at the River lichen,
Fishbourne and Soberton are completed Expenditure will reduce to £11 3m and £8 6m in the following two years

Energy costs represent 6% of total operating costs In November 2006 prices increased by 39% in an agreement which fixed prices
until October 2008

Codes of Practice are currently being developed to allow the Traffic Management Act 2004 to be enacted This will introduce fixed
penaity notices for offences under the National Roads and Streetworks Act and allow local authonties to 1ssue permits to utilities
for work in the highway As at the end of April, elements of this were scheduled to be introduced in October 2007 The full cost

of implementing the regulations are estimated to add 2% to operating costs During the process of consultation the Company has
expressed the concern that its customers will suffer the cost of this legislation which will not have a significant effect on congestion

As a result of these factors, the Company anticipates that debt will nse from the March 2007 level of £73 6m to £85 Om i 2009

before falling to £83 4m in 2010 The increase in debt will be met by existing loan facilites 1t 1s anticipated that, by 2010, net debt to
RCV will be approximately 77%

The River itchen Treatment Works (campleted in 1973) Highwood Reservorr (completed in 1982)
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The Company identifies risks under six main headings - Operational, Water Quality, Financal, Environmentai, Regulatory and

Health and Safety of Employees Individual risks facing the Company are identified and recorded in a nisk regisier For each nisk the
consequences, Impact and likelihcod of failure are identified, together with the management contrals in place The register also clearly
allocates management responsibility and whether any further actions are required to control the nisks

The Board reviews the risk register and the controls established to mitigate these nisks on an annual basis 1t also receives regular
reports on operational matters, including a monthly review of water quality matters directly with the Water Quality Manager and
a quarterly review of health and safety matters with the Personnel and Safety Manager The Directors also receive reports from
independent regulatory bodies, which eomment on the performance of the core water business

The Audit Committee meets at least three imes a year, momitors the effectiveness of the systems which are in place and reports to the
Board as a whole

The key operational risks facing the Company are the loss of a treatment works or part of the mains network, which woutd result
In a failure to supply water to customers To mitigate this risk, the supply network has been enhanced over several years to cannect
different supply areas, such that in most situations water can be transferred to compensate for a failure at a treatment works The
Company also has a fully documented Emergency Plan which 1s initiated n the event of an incident, impacting either its ability to
supply water to the public or resulting in a water quality 1ssue

Water quality 1s monitored by a comprehensive sampling regime in accordance with DWI standards Furthermore, a telemetry system
linked to all treatment works provides an alarm if there 15 a failure of equipment The Company also maintains two days’ starage of
treated water in service reservorrs to provide sufficient time for any water quality 1ssues at treatment works to be rectified before supply
to customers In addition, it has membrane filtration at two treatment works considered most at risk from cryptospondium being
present in the raw water and will commission additional plants at three more works by 2008

The nsk of financial loss 15 addressed through comprehensive insurance cover for a range of nisks, including damage tc property,
public and employee liability, fraud and terrorism A system of internal controls 1s In place to manage the risks, the details of which
are included in the Statement on Corporate Governance on pages 25 to 27 In 2007, the auditors conducted a special review of the
Company’s internal contro! systems The review did nat reveal any significant weaknesses A disaster recovery plan is also in place

to enable the Company to cperate 1n the event of an ncident disrupting Its computer systems At a remote site ten mules from its
Head Office, the Company has an additional mainframe computer, which 1s ‘backed up’ every evening, and several workstations for
employees to operate

The major environmental risk faced by the Company at the present time s a potential loss of abstraction licence resutting from
measures that may be required by the EA to allow the UK to comply with the European Habitats Directive Investigations have been
carried out into the impact of abstraction by the Company at a number of sites covered by the Habitats Directive

A study into the sustainability of abstraction from the River Itchen s complete and options have been reviewed with the EA and
Scuthern Water for mimimising the potential impact of abstraction en salmon migratien, southern damselfly and invertebrates

Chichester and Langstone Harbours are Special Protection Areas (SPA) under the Habitats Directive A comprehensive ecological and
hydrological study carned out by the Company examined ihe effects on Chichester Harbour and its wildhfe of operating the Company’s

Construction of Farlington Reservorr No 8, 1994 The remains of a ‘henge’found during mam laying at Lavant, 1996
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Fishbourne source within the existing abstraction licence The study has focused particularly on the significance of an adeguate
freshwater flow into the Harbour for wading birds and on maintaiming a habitat for the rare Desmoulins Whorl Snail Another
study conducted by the EA considered the importance of freshwater flows into Langstone Harbour from the Springs at Havant and
Bedhampton

The EA will shortly be announaing 1is deasions 1n respect of any changes deemed necessary to our abstraction licences in order to
safequard species and habitats relying on freshwater flows in the River ltchen and into Chichester and Langstone Harbours

The loss of licence could result in bringing forward some of the measures required to address the potential supply/demand imbalance
in 2020, identified in the Water Resources Plan on page 14

Regulatory nisk relates to decisions taken by Ofwat at the five yearly price review and the potential failure to meet the monitoring plan
agreed with Ofwat, containing targets for the penod 2005 to 2010 for the capizal programme, customer service and leakage Failure to
meet the monitoning plan targets could result in Ofwat taking action, induding financial penalties The last price review was completed
in 2004, for the peniod 2005 to 2010, and the next review will be 1in 2009, far the penod 2010 10 2015 The pnce review is conducted
in an open and transparent manner and the Company actively participates In the process The performance against the monitoring
plan 1s reviewed on a monthly basis by the Board or the Executive Directors The performance against the measures in the monitoring
plan are discussed on pages 11 t0 13

The health and safety of employees 15 taken very senicusly and a number of initiatives have been introduced over several years to reduce
the number of acadents and the impact of injury

These include

— A Health and Safety Committee

— A nsk assessment programme that has seen over 500 assessments produced

— A system of workplace inspection ensuring that all manned premises are Inspected at least twice per year
— Specific training for those at high risk of injury

— Alimited free physiotherapy service for employees to deal with injunes

1WA Ut

N J Roadnight N Smith
Managing Director Finance Director
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Area of Supply

Portsmouth Water has been supplying water to Portsmouth and the surrounding area since 1857 The area supplied by the Company
extends through South East Hampshire and West Sussex from the River Mecon in the West 1o the River Arun in the East encompassing

868 square kilometres

The Company provides high quality public water supplies to a domestic population of 638,000, as well as many important industries,
large defence establishments and varied commercial businesses




Directors’ Report

The Directors have pleasure in presenting thewr Report and
Accounts for the year ended 31 March 2007

Prinaipal Activity and Business Review

The Company 15 a water supplier operating under an Instrument
of Appaintment granted by the Secretary of State for the
Environment under the Water Industry Act 1991

Water is suppled to 652,000 domestic and commerciai
customers in an area of 868 square kilometres in Hampshire and
Woest Sussex through a mains network of 3,262 kilometres

The Company's Area of Supply 1s shown on page 22 of this
report

A detailed review of operations for the year is provided in the
Chairman’s Statement and the Operating and Financial Review on
pages b to 20

Finanaial Risk Management Objectives and Policies

A detailed review of the Company’s financial nsk management
objectives and the policies employed are set out in the Finanaal
Review on page 10 and in nate 18 to the accounts on page 41

Financal Results and Dividends

The Company's profit before taxation amounts to £10 495m
(2006 - £7 578m) After deducting £2 529m for taxation {2006
- £2 705m), a prohit of £7 966m has been transferred to reserves
(2006 - £4 873m)

The Directors are recommending the payment of a special
dividend of £0 143m and a final dividend of £1 644m (2006
- final £1 418m)

Fixed Assets

Capital expenditure on tangible fixed assets was £14 823m (2006
- £7 081m), including £4 117m on infrastructure renewals {2006
- £3 099m) Information relating to these and other changes in
fixed assets 1s shown in note 10 to the accounts on page 39

The Directors are of the opinion that the current market value
of the land and buildings included n tangible fixed assets is 1n
excess of the value shown in the balance sheet

As they are held for operational purposes, no professienal
valuation has been obtained and the excess has not, therefore,
been gquantified

Board of Directors
The Directors who held office at 31 March 2007, all of whom
served throughout the year, are shown on page 5

Mr T M Lazenby and Mr A R Neve, who retire by rotation,
offer themselves for re-election Mr A R Neve has a one year
service contract with the Company

The interests of the Directors in Group shares are detalled n the
Report on Remuneration on page 28

The Company maintains appropriate Directors’ indemmty
Insurance

Portsmouth Water Report & Accounts 2007 23

Creditor Payment Policy

The Cormpany does not intend to follow any specific code or
standard in relation te payment practice In the absence of
dispute, bills will be settled in accordance with the suppliers’
terms Where such terms are considered unreascnable, the
Company will seek to agree alernative payment arrangements to
suit both parties At 31 March 2007, the Company’s creditor days
were 28 (2006 - 12)

Substantial Shareholder
At 31 March 2007, Portsmouth Water Holdings Limited owned
the entire voting capital of the Company

Regulatory Accounts

A set of accounts for regulatory purposes is required by the
Director General of Water Services These accounts relate salely to
the regulated water supply business and copies may be obtained
on request from the Registered Office

Employees

Direct communication with employees 1s maintained through
the Company in-house newsletter In addition, Joint Consultative
Committees meet regularly and ensure effective communication
with employee representatives

The Directors consider health and safety to be an important 1ssue
within the Company, with the active particpation of employee
safety representatives taking place through the safety committee
During the year, a number of initsatives were undertaken, which
ensured that health and safety continues to maintain its high
profile throughout the organisation

The Company has, for the second consecutive year, submitted an
application to the ReSPA Occupational Health and Safety awards
scheme and has again received the Gold Award

The Company has adopted a policy which complies with the
Disability Discnimination Act 1995 Every consideration 1s given to
applications for employment from disabled persons, where the
Job requirements may be adequately covered by a handicapped
or disabled person Employees who become disabled duning
employment are given continued employment where posstble and
opportunities for training and career development are provided
for all disabled employees

The pension scheme to which the Company's employees belong
makes provision for retirement due to ill-health or disablement

Environment

The Company 1s most aware of its obligations to both customers
and the environment In recent years, 1t has adopted a more
active approach to environmental 1ssues and further information
15 set out in the Operating and Financial Review on pages 7 to 20

Donations

The Company actively supports the Water Industry chanty
WaterAid and, during the year, customers were Invited to make
donations to WaterAid at the time of paying therr water bills The
Company also makes donations to a Charitable Trust Fund, which
aims to provide assistance for customers who have difficulty
paying their bills Due to the fact that the Fund 1s in credit it was
not necessary to make any donations this year (2006 - £39,000)
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Licence Requirement

In accordance with its Instrument of Appointment under the
Water industry Act 1991, the Directors are of the opinion that the
Company 15 1in comphance with paragraph 3 1 of Conditien 'K’ of
that Instrument

Auditors

The Auditors, Saffery Champness, have expressed their willingness
te continue in office and a resolution providing for their
reappointment will be proposed at the Annual General Meeting

in so far as the Directors are aware

— there is no relevant audit information of which the Company’s
audrtors are unaware, and

— the Directors have taken all steps that they ought to have
taken to make themselves aware of any relevant audit
information and to establish that the auditors are aware of that
information

By order of the Board

N Srmuth
Secretary
Havant

25 May 2007




Corporate Governance

The Directors are committed to high standards of corporate
governance and support the principles set out in the Combined
Code, which was 1ssued in 2006 and replaces the original code
issued in 2003 This report and the Report on Remuneration
describe how the Company complies with those principles

COMPLIANCE
The Company has compiled throughout the year with the
provisions of the Combined Code, other than as indicated below

As the ultimate shareholders of the Company have representation
at Board meetings, 1t 1s not therefore considered necessary to
have a senior independent ron-executive Director (code provision
A33)

In accordance with the Company's Articles of Assoaiation, the
Managing Director 1s not required to retire by rotation and seek
re-election (code provision A7 1)

The remuneration package of the executive Directors does not
include a performance related element The Board does not
believe that this diminishes the incentive to perform at the
highest level to meet the needs of the Company and its customers
(code provision B 1 1}

In the year to March 2007 Mr T M Lazenby acted as Chairman
of the Remuneration Committee The Company recognises that
this does not meet the recommendations of the 2006 Combined
Code and, in May 2007, MrR L Sullivan was appointed
Charrman Mr T M Lazenby will continue as a member of the
Remuneration Committee {code provision 8 2 1)

DIRECTORS

The Board

The Board of Directors retains full and effective contral of the
Company and 15 collectively responsible for setting its strategy,
ensuring appropriate resources are in place to meet objectives
and monitoring performance

The non-executive Directors play a full part by constructively
challenging and contributing to the development of strategy
They are responsible for determining appropriate levels of
remuneration for the executive Directors and for recommending
new appointments to the Board

The members of the Board and the roles of each Director
are shown on page 5, together with biographical notes The
Chairman 1s Mr T M Lazenby and the Managing Director 1s
Mr N § Roadnight The Board has not appointed a senior
independent non-executive Director

The Board meets monthly and has a schedule of matters
specafically reserved to 1t for decision It has control of the
Company, but delegates the day to day conduct of business to
the executive Directors and therr senior management colleagues
However, there are a number of matters which must only be
decided by the Board as a whole, including sirategy, all contracts
over £150,000, dwvidend policy and certain regulatory matters

Commuttee membership, number of formal meetings held during
the year and attendance are shown in the following table
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Number of Number of
meetings meetings
held attended
Audit
T M Lazenby {Chairman) 3 3
R L Sullivan 3 3
R ] Tennant 3 3
Remuneration
T M Lazenby {Chairman} 1 1
R L Sullvan 1 1
R J Tennant 1 1
Full Board
J E Cogley 12 12
T M Lazenby (Chairman) 12 (K
A R Neve 12 12
N J Roadnight 12 "
N Smith 12 12
R L Sullivan 12 12
R J Tennant 12 12

The Nomination Committee did not meet duning the year

The Chairman talks with and holds meetings on an informal basis
with the other non-executive Directors without the executives
present The non-executive Directors meet without the Chairman
present annually to appraise his performance

There were no circumstances ansing during the year where it was
necessary to recard unresolved concerns in the Board minutes

Chairman and Managing Director
The roles of Chairman and Managing Director are separate with a
clear division of responsibilities between them

The Chairman is responsible far leading the Board and ensurning
its effectivenass He facilitates the contribution of the non-
executive Directors and the relatonship between them and the
executive Directors

Board Balance and Independence

The Board comprises a non-executive Chairman, four executive
Directors and two other non-executive Directors The non-
executive Directors bring a wide range of experience and
knowledge to the Board, which complements the expertise of
their executive Director colleagues They are all considered to be
independent of management

The Board considers that 1is structure achieves an appropriate
balance of authonty at the head of the Company, such that no
one individual has an unfettered power of decision

Appointments to the Board

The Nomination Committee, which did not meet during the

year, comprses the Managing Director, Mr N J Roadnight,

and the three independent non-executive Directors, Mr T M
Lazenby (Chairman), Mr R £ Sullvan and Mr R J Tennant Itis
responsible for recommending new appointments to the Board
Deaisions regarding the appointment of Directors are taken by the
Board as a whole

The terms and conditions of appointment of non-executive
Directors are available for inspection
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Information and Professional Development

Information 15 crculated to the Board in a timely fashion to
ensure that all Directors are fully briefed on all 1ssues ansing at
Board meetings They are free to seek any further information
considered necessary

All Directors have access to the services of the Company Secretary
and may take independent professional advice at the Company’s
expense In the furtherance of ther duties

Performance Evaluation

During the year, a formal performance evaluation of the Board,

its commitiees and its Directors was undertaken Each Director
was required to complete a questionnaire, the responses to

which were reviewed by the Board as a whole The non-executive
Directors also met without the executives to consider the
perfarmance of the Board and its committees, and without the
Chairman to appraise his performance The executive Directors are
subject to a formal appraisal of perfermance which 1s reviewed by
the Chairman The Chairman also meets with each non-executive
Director to review Individual performance The evaluation
concluded that the Board and its commuttees operated effectively,
and that each Director demonstrated commitment to the role and
performed effectively

Re-Election

In accordance with the Company's Articles of Association, all
Directors, with the exception of the Managing Director, are
required to retire by rotation and one third of the Board must
seek re-election each year All Directors are subject to election at
the first Annual General Meeting after thew appointment

REMUNERATION
Policy and practice in relation to Directors’ remuneration 1s dealt
with in full in the Report on Remuneratiors on pages 28 and 29

ACCOUNTABILITY AND AUDIT

Financial Reporting

The Board believes that the Annual Report and Accounts

play an important part in presenting a clear, balanced and
understandable assessment of the Company’s position and
prospects This 1s supparted by the Chairman’s Statement,
together with a more detalled analysis of operations and financial
matters in the Operating and Financial Review

Internal Controal

The Directors are responsible far the Company's system of
internal controf and for reviewing its effectiveness Such a system
I1s designed to minimise rather than eliminate the nisk of falure

to achieve business objectives and can only provide reasonable
and not absolute assurance against matenal misstatement or loss
There has been no change in the system of internal control durning
the year

The Board is of the view that there 1s an ongoing process for
identifying, evaluating and managing the Company’s significant
risks, that it has been in place for the year ended 31 March
2007 and up to the date of approval of the Annual Report and
Accounts, that it 15 regularly reviewed by the Directors and that
it accords with the internal control guidance for Directors in the
Combined Code

The key procedures, which have been estabiished with a view to
providing effective internal control, are as follows

QOrganisation

The Company’s activities are operated through a Board of
Directors with clearly defined reporting lines and delegation

of authority The Directors meet at least monthly to consider a
schedule of matters required to be brought to them for decision
A standing sub-commuttee of the Board meets fortnightly for the
purpose of ensuning that full and effective control 1s maintained
over appropriate financial, requlatory and operational issues

Budgetary Controf

Each year the Directors approve an annual plan preduced from

a comprehensive budgeting system Actual results are reported
against the approved plan on a monthly basis to provide a timely
and regular monitoring of performance

investment Apprasal

The Company has a clearly defined framework for assessing
capital expenditure needs and options Board approval 1s required
for any project exceeding a quantified expenditure level

Business, Operational and Comphance Risks

The Company assesses the nisks facing its business on an
ongoing basis and has identified them under six main headings
- gperational, water quality, financial, environmental, reguiatary
and health and safety of employees They are subject to regular
reporting to the Directors The Board reviews the controls
established to mitigate these risks and Its insurance requirerment
on an annual basis The Directors also receive reports from
independent regulatory bodies, which comment on the
performance of the core water business

At the Aprit 2007 Board meeting, the Directors carned out therr
annual assessment for the year to 31 March 2007, including
consideration of events since the year end

Audit Committee and Auditors

The Audit Committee comprises the three non-executive
Directors, Mr T M Lazenby (Chairman), Mr R L Sullvan and Mr
R J Tennant

In May 2007 MrT M Lazenby stepped down as Chairman of the
Audit Commuttee and was replaced by Mr R J Tennant Mr T M
Lazenby will continue as a member of the Audit Committee

It meets at least three times duning the year The purpose of

the Committee Is to ensure the preservation of good financial
practices throughout the Company, to monitor that controls are
In force to ensure the integnty of those practices, to review the
intenm and annual financial statements and to provide, by way of
timely meetings, a hne of communication between the Board and
the external auditors

The Commuttee has formal Terms of Reference, which deal

with 1ts authonties and duties [t has primary responsibility for
making a recommendation on the appointment, reappointment
and removal of the external auditors It also reviews annually
arrangements by which staff of the Company may, in confidence,
raise concerns about passible impropreties in matters of financial
reporting or other matters



Corporate Governance

The Committee reviews the independence and objectivity of the
external auditors This includes reviewing the nature and extent
of non-audit services supplied by the external auditors to the
Company, seeking to balance objectiity and value for money
The only non-audit services provided during the year were those
expected to be provided by the external auditors

The Committee does not consider that an internal audit function
15 required for the Company due to the size and nature of the
business This recommendation 1s reviewed annually

GOING CONCERN

The Directors are satisfied that the Company has adequate
resources to continue in operational existence for the foreseeable
future For this reasan, they continue to adopt the going concern
basis in preparing the financal statements
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Report on Remuneration

This report has been prepared in accordance with the Directors’ Remuneration Report Regulations 2002 and the Listing Rules of the
Financial Services Authonty

INFORMATION NOT SUBJECT TO AUDIT

Remuneration Committee

The Remuneration Committee met only once dunng the year to consider and approve, on behalf of the Board, the conditions of service
of the executive Directors of the Company It compnises the three independent non-executive Directors, Mr R L Sullivan {Chairman of
the Remuneration Committee), Mr T M Lazenby and Mr R J Tennant

The Level and Make-up of Remuneration

The objective Is to attract, retain and motvate high calibre serior executives through pay arrangements which are competitive and fair
and reasanabie for the responsibilities involved In addition to individual performance, reference 1s made to pay levels in companies of
similar size and within the same industry

The remuneration package of the executive Directors does not incdlude a performance related element

All four executive Directors have one year service contracts with the Company, which are in accordance with the Combined Code None
of the executive Directors serves as a non-executive Director for another company The non-executive Directors do not have service

centracts

Fees payable to the non-executive Directors are determined by the Board as a whole and reflect the time, commitment and
responsibilities of the role

No Director s involved in deciding his own remuneration

INFORMATION SUBJECT TO AUDIT

Directors’ remuneration 2007 2006
£000 £000
Total remuneration 531 516
Highest paid Director 147 143
Remuneration 1s analysed by Director below Total Total
Salary/Fees Benefits 2007 2006
£000 £000 £000 £000
Executive

J E Cogley 95 1 106 103
A R Neve 95 7 102 100
N J Roadnight 134 13 147 143
N Smith 100 14 114 11

Non-executive
T M Lazenby (Chairman) 24 - 24 23
R L Sullivan 19 - 19 18
R J Tennant 19 - 19 18
486 45 531 516

Fees paid in respect of Mr T M Lazenby are paid to Seamab Consuftancy Ltd
Benefits compnse company cars and medical insurance

Long-term incentive schemes
The Company does not operate any long-term performance linked bonus scheme

Share options

The Company does not operate an Executive Share Option Scheme

The Directors’ holdings of shares in South Downs Capital Limited, the ultimate parent undertaking, are detailed below and, in total,
represent 15% of the 1ssued share capital of that Company They have no interests in the shares of Portsmouth Water Limited

'C’ Ordinary Shares
E Cogley 30
R Neve . o 30
J Roadnight 48
)

J

A
N _ :
N Smith 42
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Pensions

The Company participaies in the Brockhampton Pension Scheme to provide defined benefits based prmarily on final pensionable pay
for 1ts employees, including the execute Directors The maximum pension payable under this Scheme 1s 23 of final pensionable pay
Benefits in kind relating to company cars are considered to be part of pensionable pay for all employees under the Scheme

The executive Directors have accrued pension benefits under the Brockhamptan Pension Scheme dunng the year as detalled below

Increase in Accumulated Accumulated

Accrued Pension Transfer Accrued Accrued

During Year to Value of Pension at Pension at

31 March 2007 Increase 31 March 2007 31 March 2006

£000 £000 £000 £000

J E Cogley 1 19 60 56
A R Neve 1 19 60 57
N J Roadmight 3 40 80 75
N Srmith 3 39 48 43

The accumulated accrued pension is the leaving service benefit to which the Director 1s entitled if he were to leave serice at the end of
the year

The increase in accrued pension excludes any increase for inflation

The transfer value has been calculated on the basis of actuanal advice In accordance with Actuanal Guidance Note GN11 The transfer
vatue of the increase is then reduced by the amount of each member’s contribution paid dunng the year

7
/> (Wﬁ
By order of the Board
T M Lazenby
Chairman

Havant
25 May 2007
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Statement of Directors’ Responsibilities

The Directors are responsible for prepanng the Annual Report and
the financial statements in accerdance with apphcable law and
United Kingdom Accounting Standards

Company law in the United Kingdom requires the Directors to
prepare financial statements for each financial year which give a
true and fair view of the state of affairs of the Company at the
end of the financial year and of the profit or loss of the Company
for that period In preparing those financial statements, the
Directors are required to

- select suitable accounting policies and then apply them
consisiently,

- make Judgements and estimates that are reasonable and
prudent,

- state whether applicable accounting standards have been
followed, subject to any matenal departures disclosed and
explamed in the finanaial statements, and

- prepare the financial statements on the going concern basis
unless 1t 1s Inappropriate to presume that the Company wall
continue In business

The Directors are responsible for

~ keeping proper accounting records, which disclose with
reasonable accuracy at any time the financial position of the
Company and which enable them to ensure that the financial
statements comply with the Companies Act 1985,

- safeguarding the assets of the Company and hence for taking
reasonable steps for the prevention and detection of fraud and
other irregulanties, and

- the maintenance and integnty of the corporate and financial
information included on the Company's website Legislation
in the United Kingdom governing the preparation and
dissermination of financial statements may differ from
legislation n other jurisdictions




Audit Report
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Independent Auditors’ report to the members of Portsmouth Water Limited

We have audited the financial statements of Portsmouth Water
Limited for the year ended 31 March 2007, which comprise the
profit and loss account, the statement of total recognised gains
and losses, the balance sheet, the cash flow statement and the
related notes These finanoat statements have been prepared
under the historical cost convention and the accounting policies
set out therein  We have also audited the information in the
Report on Remuneration that 1s described as having been audited

Respective Responsibihities of Directors and Auditors

The Directors’ responsibilities for prepanng the Annual Report
and the financial statements in accordance with United Kingdom
law and Accounting Standards (United Kingdom Generally
Accepted Accounting Practice) are set out In the Statement of
Directors’ Responsitilities

Our responsibility 1s to audit the financial statements and the
part of the Report on Remuneration to be audited in accordance
with relevant legal and regulatory requirements and International
Standards on Auditing (UK and Ireland)

This report 1s made solely to the Company's members, as a body,
in accordance with Section 235 of the Companies Act 1985

Our audit work has been undertaken so that we might state

to the Company’s members those matters we are required to
state to them in an Auditors’ Report and for no other purpase
To the fullest extent permitted by law, we do not accept or
assume responsibility to anyone other than the Company and
the Company’s members as a body, for our audit work, for this
report, or for the opinions we have formed

We report to you our opinion as to whether the financial
statements give a true and fair view and whether the financal
statements and the part of the Report on Remuneration to he
audited have been properly prepared in accordance with the
Companies Act 1985 and whether the information given in the
Directors’ Report i1s consistent with the financial statements
We also report to you if, in our opinion, the Company has not
kept proper accounting records, if we have not recewed all
the information and explanations we require for our audit, or
if information specified by law or the Listing Rules regarding
Directors” remuneration and other transactions is not disclosed

We also, at the request of the directors (because the Company
applies the Financial Services Authonty Listing Rules as if it were
a listed company), review whether the corporate governance
statement reflects the Company’s comphiance with the nine
provisions of the 2006 FRC Combined Code speafied for our
review by the Listing Rules of the Financial Services Authorty,
and we report if it does not  We are not required to consider
whether the Board's statements on internal control cover all
nsks and controls, or form an opinion on the effectiveness of
the Company’s corporate governance procedures or its risk and
control procedures

We read other information contained in the Annual Report

and consider whether it 15 conststent wath the audited financial
statements This other information comprises only the Directors’
Report, the unaudited part of the Report on Remuneration, the
Chairman’s Statement and the Operating and Financial Review
We consider the implications far our report f we become aware
of any apparent misstatements or material inconsistencies with

the financial statements Our responsibiities do not extend to any
other information

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 examination, on a test basis, of
evidence relevant to the amounts and disclosures in the financial
statements and the part of the Report on Remuneration to be
audited It also includes an assessment of the significant estimates
and judgements made by the Directors in the preparation of the
financial statements, and of whether the accounting policies are
appropriate to the Company’s arcumstances, 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 sufficent ewdence to give reasonahle
assurance that the financial statements and the part of the
Report on Remuneration to be audited are free from matenal
misstatement, whether caused by fraud or other rregulanty

or error In forming our opinion we also evaluated the overall
adequacy of the presentation of information in the financial
statements and the part of the Report on Remuneration to be
audited

Opimion

In our opinion

- the finanaial statements give a true and fair view, in accordance
with United Kingdom Generally Accepted Accounting Practice,
of the state of the Company’s affairs as at 31 March 2007 and
of its profit for the year then ended,

- the financial statements and the part of the Report on
Remuneration to be audited have been properly prepared in
accordance with the Companies Act 1985, and

- the information given in the Directors’ Report 1s consistent with

¢ financial statements for the year ended 31 March 2007

. (. —
atfery ChL’W
S

Chartered Accou
Registered Auditors
Lion House

Red Lion Street
London

WCIR 4GB

25 May 2007
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Profit and Loss Account
For the year ended 31 March 2007

Notes 2007 2006
£000 £600
Turnover 2 32,816 32,133
Cost of sales (16,406) (16.316)
Gross profit 16,410 15,817
Net operating expenses 3 (7,794) (8,768}
Operating profit 8,616 7,049
Profit/{loss} on sale of fixed asseis 912 (10}
Profit on ordinary activities before interest 9,528 7,039
Interest recewvable 5 3,612 3,573
Other finance income 28 2,688 2,042
15,828 12,654
Interest payable and similar charges & (5,333) (5,076}
Profit on ordinary activities before taxation 7 10,495 7,578
Taxation on profit on ordinary activities 8 (2,529) (2,705)
Profit for the financial year 20 7.966 4,873
The profit and loss account has been prepared on the basis that all operations are continuing operations
Statement of Total Recognised Gains and Losses
For the year ended 31 March 2007
Notes 2007 2006
£000 £000
Profit for the financial year 7,966 4,873
Actuanal (loss)/gain on pension scheme 28 (519) 4,527
Deferred tax relating to actuanal loss/(gain} on pension scheme 17 155 {1,358}
Total recognised gains and losses relating to the year 7,602 8,042

The accompanying notes form an integral part of these accounts




Balance Sheet
As at 31 March 2007
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Note 2007 2007 2006 2006

£000 £000 £000 £000
Fixed assets
Tangible assets 10 82,503 75,701
Investments 11 59,940 142,843 59,500 135,201
Current assets
Stocks 462 594
Debtors 12 1,776 1,415
Investments 13 4 4
Cash at bank and in hand 14 2,460 2,009

4,702 4,022
Creditors amounits falling due within one year 15 (16.747) {13,416)
Net current habilities {12,045) (9,394)
Total assets less current habilities 130,798 125,807
Crediters amounts faling due after more than one year 16 (74,282) {71,821)
Provisions for liabilities 17 {9,565) (9,455}
Net assets excluding pension asset 46,951 44,531
Pension asset 28 15,280 14,568
Net assets including pension asset 62,231 59,100
Capirtal and reserves
Calied up share capital 19 1,078 1,078
Share premium account 20 1,539 1,539
Caprtal redemption reserve 20 3,250 3,250
Profit and loss account 20 56,364 53,233
Shareholders’ funds 21 62,231 59,100

The accompanying notes form an integral part of these accounts

The accounts were authonsed for 1ssue and approved by the Board on 25 May 2007, and signed on its behalf by,

T Lﬂw‘v

T M Lazenby
Chairman
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Cash Flow Statement
For the year ended 31 March 2007

Notes 2007 2007 2006 2006
£000 £000 £000 £000

Net cash inflow from operating activities 22 16,136 16,422
Returns on investments and servicing of finance
Interest receved 3,156 3,575
Interest patd {2,.869) 287 {2,959) 616
Taxation
UK corporation tax paid (1,124} (935)
Payments for group relief (1,133} (2,257) (1,281} (2,216)
Capital expenditure and finanaal investment
Purchase of tangible fixed assets {12,748) (7.397)
Sale of tangible fixed assets 1,167 19
Capital contnbutions receved 945 (10,636) 1,270 {6,108}
Equity dividends paid (4,579) {4,220)
Cash (outflow)/inflow before management
of liquid resources and financing (1.049) 4,494
Management of iquid resources
(Purchase)/sale of short term deposits (50) 100
Finanang
New/(repayment of) loans 1,500 (4,500)
Increase in cash in the year 23 401 94

The accompanying notes form an integral part of these accounts
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Notes to the Accounts

1 Accounting Pohicies

The accounts have been prepared under the historical cost conventton and in accordance with applicable accounting standards and
company law, except for the treatment of capital contributions as detailed in note 1 {c)

In view of the licence conditions under which the Company operates as a water supplier, it has to publish information about 1ts
annual results as if 1t were a company covered by the Listing Rules of the Financial Sernices Authonity, except where it 15 considered
inappropniate to do so Earnings per share disclosures required by FRS 22 are not presented as the Company 1s a wholly owned
subsidiary

The prncipal accounting pohcies are as follows
(a) Turnover

Turnover, which excludes value added tax, represents the income recewable for goods and services provided to external customers in
the ordinary course of business It comprises the value of water supplied and other related charges Turnover from the regulated water
business includes amounts billed for the year Unmeasured income bills are based on the rateable value of properties Measured income
anses from customers who have meters fitted at their premises and amounts billed, therefore, are based on actual water consumption

(b) Fixed assets

() Infrastructure assets - mamns

Infrastructure asseis comprse a network of systems Expenditure on infrastructure assets relating to increases In capacity or
enhancement of the network and on maintaining the operating capability of the network in accordance with defined standards of
service 15 treated as an addition and included in tangible fixed assets at cost

The depreciation charge on infrastructure assets 1s the estimated level of annual expenditure required o maintain the operating
capability of the network, based on an independently certified asset management plan

() Other assets
Depreciation is provided on all other fixed assets with the exception of freehold land It is calculated to wnite off the cost of assets less
estimated residual values over their estimated useful economic lives using the straight line method Those lives are estimated as follows

Buildings and Reservoirs 100 years
Pumping Plant 15-25 years
Vehicles and Mobile Plant 5-7 years
Office Equipment 7 years

{c) Capital contnbutions

(1t Mains contributions

In certain arcumstances third parties make non-returnable contributions towards the cost of speaific infrastructure assets They are
treated as capHal contnbutions and the Directors consider it appropnate that, in order to present a true and fair view, they should be
deducted from fixed assets, as shown in note 10 to the accounts on page 39 In accordance with the Companies Act 1985 requirement
to Include fixed assets at cost, such contributions would normally be treated as deferred income and released to the profit and loss
account over the useful Iife of the corresponding assets However, the assets 10 which they relate do not have determinable finite lves
and, accordingly, no basis exists on which to recognise those contributions as deferred income

() Infrastructure charges

Infrastructure charges are made In respect of new connections in accordance with Condition 'C” of the Instrument of Appointment
These charges are treated as capital contributions and deducted from fixed assets, as more fully explained in note 1 {c)() above

{d) Investments

Investments are stated at the lower of cost or net realisable value

(e) Stocks

Stocks of raw matenals are valued at the lower of cost or net realisable value In accordance with established practice in the water
industry, no value 1s placed upon the water in reservoirs, mains or 1 the course of treatment
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Notes to the Accounts

(f) Deferred taxation

Deferred tax Is recognised on all timing differences where the transactions or events that give the Company an obligation to pay more
tax in the future, or the night to pay less tax in the future, have occurred by the balance sheet date  Deferred tax assets are recognised
when 1t 1s more likely than not that they will be recovered Deferred tax 1s measured using rates of tax that have been enacted or
substantively enacted by the balance sheet date

The deferred tax balances have been discounted using a post-tax yield to maturity that could be obtained at the balance sheet date on
gavernment bonds with maturity dates similar to those of the deferred tax habilities

{g) Leases

All leases are regarded as operating leases Operating lease payments are charged to the profit and loss account on a straight line basis
over the pencd of the lease

{h) Pension costs and other post retirement benefits

Portsmouth Water Limited 1s the participating employer in the Brockhampton Pension Scheme This scheme 1s a defined benefit
scheme The assets of the scheme are held in a separate trustee administered fund

Pension scheme liabilities are measured on an actuarial basis using the projected unit method and are discounted to their present value
using the AA corporate bond rate

Pension scheme assets are valued at market value at the balance sheet date The pension scheme surplus is recognised in full on the
balance sheet

The deferred tax relating to a defined benefit asset Is offset against the defined benefit asset and not included with other deferred tax
habilities

Detalled information regarding the surplus and actuarial positron of the scheme 1s given in note 28 to the accounts on pages 44 and
45

(1) Financial instruments

The Company’s financial instruments consist of loans and receivables, financial assets at fair value through profit or loss, available-for-
sale financial assets and held-to-matunty investments

The Company has adopted the disclosure and presentation requirements of FRS 25 and the measurement requirements of FRS 26
When a financial asset or liability 1s recognised inrtially it 1s measured at its fair value plus or minus transaction cosis The Company
subsequently categonises financial instruments as follows

Fixed asset investments consist of loans to Group undertakings, which earn interest based on London Interbank rates and are classified
as loans and recewvables in accordance with FRS 26 They are measured at amortised cost using the effective rate method

Other financial assets consist of short term bank deposits and are classified as financial assets at fair value through the profit and loss
account in accordance with FRS 26 They are measured at far value

The Company’s financial labilities consist of fixed rate borrowings in the form of perpetual debentures and an index linked loan
These instruments are classified as financial habilities and are measured at amortised cost There are also vanable rate loans which are
measured at fair value
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2 Turnover 2007 2006
£000 £000
Unmeasured supplies 20,720 20,808
Measured supplies 9,490 8,943
Bulk supply to Southern Water Services 940 751
Chargeable work 1,666 1,631
32,816 32,133

Turngver 1s wholly attnbutable to water supply and related actvities in the United Kingdom
3 Net operating expenses 2007 2006
£000 £000
Adrministrative expenses 7,955 8,968
Other operating income (161) (200)
7,794 8,768

4 Directors and employees

2007 2006
Employment costs £000 £000
Wages and salaries 5,484 5,300
Social security costs 435 429
Pensigns management charge - 20
Qther pension costs (note 28) 1,153 2,147
7,072 8,077
Transferred to capital schemes (106) {122)
Net employment costs 6,966 7,955
2007 2006
Average numbers employed dunng year Number Number
Operations 154 153
Administration 71 68
225 221
2007 2006
Directors’ remuneration £000 £000
Total remuneration 531 516
Highest paid Director 147 143

Further detalls relating to Directors’ remuneration are set out In the Report on Remuneration on pages 28 and 29 The information set

out in that Report which 1s subject to audit forms part of these financial statements

5 Interest receivable 2007 2006
£000 £000

Loan to Group company 3,532 3,468
Interest on short term deposits 61 63
Other interest receivable 19 42
3,612 3,573

6 Interest payable and similar charges 2007 2006
£000 £000

£66 5m loan - Interest _2,725 2,643
- indexation _ 2,404 2,060

- amortisation of fees 57 57

- administration expenses 22 27

5,208 4,787

Other bank loans and overdraft 105 269
Debenture stocks 10 10
Other (nterest payable 10 10
5,333 5,076
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Notes to the Accounts

7 Profit on ordinary activities before taxation 2007 2006
£000 £000
Profit on ardinary activities 1s after charging
Depreciation - infrastructure assets 3,527 3,842
- non (nfrastructure assets 2,694 2,440
Rates 2,214 2,158
Water abstraction charges 1,668 1,606
Audrtors’ remuneration
Audit services - statutory audit 28 33
Non-audit services - regulatory reporting 17 16
- reporting on internat controls 13 -
- taxation 1 2
Fees in respect of the Brockhampton Penston Scheme i
) _ - statutory audit* 2 4
Hire of plant and machinery o S a ~ 61
Other operating leases 345 345
* These fees are not paid by Portsmouth Water Limited
8 Taxation 2007 2006
£000 £000
Current tax
United Kingdom corporation tax at 30% (2006 - 30%) 1,938 2,512
Adjustment in respect of pnor periods 21 (28}
1,959 2,484
Deferred tax
Ongination and reversal of timing differences 664 165
{Increase)/decrease in discount {554) 87
Difference between pension cost charge and pension cost relief 460 (31}
570 221
Tax on profit on ordinary activities 2,529 2,705
The tax charge for the year 1s lower {2006 - higher) than the standard rate of corporation tax in the UK of 30% The difference is
explained as follows
2007 2006
£000 £000
Prcfit on ordinary activities before tax 10,495 7,578
Profit on ordinary actmities multiphed by standard rate of corperation tax in the UK of 30% (2006 - 30%) 3,149 2,273
Effect of
Expenses nat deductible for tax purposes 12 76
Depreciation for the penod in excess of capital allowances 477 845
Revenue items charged to capital (966) (713)
Rolled over chargeable gains (274) -
Difference between pension cost charge and pension cost relief (460) 3
Adjustments to tax charge in respect of prior penods 21 (28)
Current tax charge for year 1,959 2,484
9 Dividends 2007 2006
£000 £000
Equity Ordinary/'A’ Ordinary
Interims paid 2,715 2,188
Fnal paid 1,418 1,567
Special paid 338 -
4,471 3,755

The Directors are proposing the payment of a special dividend of £0 143m and a final dividend of £1 644m for the year ended

31 March 2007 These diwdends have not been accounted for within the current year financial statements, as they have yet to be

approved
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10 Tangible fixed assets Freehold land, Vehicles, mobile
bulldings Pumping plant & office
& reservoirs Mains plant equipment Total
£000 £000 £000 £000 £000
Cost
At 1 Apnl 2006 40,471 91,105 22,763 8414 162,753
Additions 1,637 6,077 5,565 1,544 14,823
Disposals {186) (217) (668) {190) (1,261)
At 31 March 2007 41,922 96,965 27.660 9,768 176.315
Depreciation
At 1 Apnl 2006 6,128 52,137 6,979 5618 70,862
Charge for year 383 3,527 1,473 838 6,221
Disposals during year (29) (217) (381) {179) (806)
At 31 March 2007 6,482 55,447 8.071 6,277 76,277
Net book value
At 31 March 2007 35,440 41,518 19,589 3,491 100,038
At 31 March 2006 34,343 38,968 15,784 2,796 91,891
Capital contributions
At 1 Apnl 2006 - 16,190 - - 16,190
Received during year - 945 - - 945
At 31 March 2007 - 17,135 - - 17,135
Net book value after deducting capital contributions
At 31 March 2007 35,440 24,383 19,589 3,491 82,903
At 31 March 2006 34,343 22,778 15,784 2,796 75,701
11 Fixed asset investments Loans to Group
undertakings
£000
At 1 Apnl 2006 59.500
Addition 440
At 31 March 2007 59,940
12 Debtors 2007 2006
£000 £000
Trade debtors 1,095 930
Amounts owed by Group companies 51 51
Prepayments and accrued income 243 225
QOther debtors 387 209
1,776 1,415

All of the above amounts fall due within one year
13 Current asset investments
Unlisted mvestments £4,000 {2006 - £4,000)

14 Cash at bank and in hand

Of the total amount shown of £2 460m, £1 408m (2006 - £1 355m} 15 held specfically for the payment of the next half yearly loan

interest charges
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Notes to the Accounts

15 Creditors amounts falling due within one year 2007 2006
£000 £000

3% Perpetual debenture stock 60 60
312% Perpetual debenture stock 185 185
4% Perpetual debenture stock T 39 39
Bank loan 1,500 -
Payments received on account 1,390 1,484
Trade creditors 2,143 698
Amounts owed to Group companies 3,646 3,777
Corporation tax 478 752
Social secunty and other taxatian 201 198
Other creditors 1,967 1,178
Accruals 403 o337
Water rates in advance 4,735 4,698
16,747 13,416

The £1 5m bank loan is part of a five year £15m working capital faciity, which s secured upon the assets of the Company and bears
interest at London Interbank rates

16 Creditors amounts falling due after more than one year 2007 2006
£000 £000

In five years or more )
Bank loan 75,733 73,329
Less deferred arrangement costs 1,451 1,508
74,282 71,821

The thirty year £66 5m index-linked loan was issued on 26 June 2002 and 15 secured upon the assets of the Company The capital
value of the loan 1s adjusted by the change In the Retail Prices Index from year to year The fees associated with the loan issue of
£1722m are amortised over the lfe of the loan The amount owing on the loan 1s stated net of the unamortised Issue fees

The loan interest 1s calculated by adjusting the value of the loan by the Retail Prices Index and then charging interest on this inflated
amount at 3 635% per annum

17 Prowvisions for habilities 2007 2006
£000 £000

Deferred taxation

At 1 Aprl 2006 9,455 9,203

Provided during the year In profit and loss account 110 252

At 31 March 2007 9,565 9,455

The total deferred tax balance before the effect of discounting 15 £15 512m (2006 - £14 847m ) The amount provided for deferred
taxation represents tming differences caused by the excess of tax allowances over depreciation

2007 2006

£000 £000
Deferred tax excluding that relating to pension asset
Accelerated capital allowances 9,565 9,455
Pension asset {note 28) 6,549 6,244
Total prowsion for deferred tax 16,114 15,699
At 1 Apnil 2006 15,699 14,120
Deferred tax charge in profit and loss account (note 8) _ 570 221
Deferred tax charged to the statement of total recognised gains and losses (155) 1,358
At 31 March 2007 16,114 15,699

No provision has been made for deferred tax an gains recagnised on the sale of properties where potentially taxable gains have been
rolled over into replacement assets Such tax would become payable only If the property were sold without 1t beng paossible to claim
rollover relief The total amount unprovided for1s £0 781m (2006 - £0431m ) At present it i1s not envisaged that any tax will become
payable in the foreseeable future
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18 Financial instruments

The Financial Review on page 10 provides an explanation of the objectives and policies for helding financial instruments The
numercal disclosures in this note deal with finanaial assets and habiities Short term debtars and creditors have been excluded from all
disclosures The fair value of all financial instruments 1s not matenally different to the book value

Financial assets

The financial assets of the Company are detalled below The fixed asset investment earns interest based on London Interbank rates
Cash at bank and in hand includes a sterling cash deposit of £1 400m , which 1s placed on the money market at a six monthly rate and
is held specifically for the payment of the next half yearly loan interest charges The remaning cash balances on bank accounts receve
Interest at commercial rates

Financial habilities

The Company has no foreign currency contracts  The interest rate profile of its financial labilities at 31 March 2007 1s detailed below

Sterling 2007 2006
£000 £000
Assets
Fixed asset investment 59,940 59,500
Current asset investments 4 3 4
Cash at bank and in hand 2,460 2,009
62,404 61,513
Sterling Fixed Fixed Floating Floating
Rate Rate Rate Rate Total Total
2007 2006 2007 2006 2007 2006
£000 £000 £000 £000 £000 £000
Liabilities
Bank loans and overdraft 74,282 71,821 1,500 - 75,782 71,821
Debenture stock 284 284 - - 284 284
74,566 72,105 1,500 - 76,066 72,105
Fixed rate Weighted Weighted Weighted Weighted
Average Average Average Period  Average Period
interest Interest for which for which
Rate Rate  Rate 1s Fixed Rate 1s Fixed
% % Years Years
2007 2006 2007 2006
Sterling 36 36 25 26

Interest on the floating rate financial fiability 15 based on London interbank rates
The maturity profile of the Company’s financial liabilties at 31 March 2007 1s detailed below

2007 2006

£000 £000

In one year or less 1,784 284
In more than five years 74,282 71,821
76,066 72,105

The Company had undrawn committed borrowing faclities at 31 March 2007, in respect of which all conditions precedent had been
met, as follows

2007 2006
£000 £000
Expinng in one year or less 2,000 2,000
Expining in more than two years 13,500 15,000

15,500 17,000

41
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19 Called up share capital 2007 2006
£000 £000

Authorised

Equity

6,000,000 Ordinary Shares of 10p each 600 600

10,500,000 ‘A Ordinary Shares of 10p each 1,050 1,050
1,650 1,650

Non-equity

3,250,000 Redeemable Preference Shares of £1 each 3,250 3,250
4,900 4,900

Allotted, called up and fully pad

Equity

4,265,177 Ordinary Shares of 10p each 427 427

6,509,162 ‘A Ordinary Shares of 10p each 651 651
1,078 1,078

The Ordinary and ‘A’ Ordinary Shareholders are entitled to receive dmidends pan passu according to the amount paid up or credited as

paid up on their shares The Ordinary Shares are the only class of share to carry voting rights

In a distribution on the winding up of the Company, the Ordinary and ‘A" Qrdinary Shareholders are entitled to share the balance of any

surplus assets pan passu according to the amount paid up or credited as paid up on their shares

20 Reserves Share Capital Profit
Prermium Redemption and Loss

£000 £000 £000

At Apnl 2006 ) 1,539 3,250 53,233
Profit for the financial year - - 7,966
Dividends - - (4,471)
Actuanal loss on pension scheme - - (519)
Movement on deferred tax relating to pension scheme - - 155
At 31 March 2007 1,539 3,250 56,364
21 Reconcihation of movements in shareholders’ funds 2007 2006
£000 £000

Profit for the financial year 7,966 4,873
Didends {4.471) (3,755)
3,495 1,118

Actuarial {loss)/gain on pension scheme (519} 4,527
Movement on deferred tax relating to pension scheme 155 {1,358}
Net addition to shareholders’ funds 3131 4,287
Opening shareholders’ funds 59,100 54,813
Closing shareholders’ funds 62,231 59,100
22 Reconcailliation of operating profit to net cash inflow from operating activities 2007 2006
£000 £000

Operating profit 8,616 7,049
Other pension costs 1,153 2,147
Depreciation charge 6,221 6,282
Decrease in stocks 132 41
(Increase)/decrease in debtors (345) 552
Increase in creditors 359 351
Net cash inflow from operating activittes 16,136 16,422
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23 Reconciliation of net cash flow to movement in net debt 2007 2006
£000 1000
Increase in cash in the year 401 94
Cash outflow/(inflow} from increase/{decrease) in hquid resources 50 (100)
Cash (inflow)/outflow from (increase)/decrease in debt (1,500) 4,500
Change n net debt resulting from cash flows (1,049) 4,494
Non cash movement (2,461) (2,117)
Movemnent 1n net debt in the year __(3,510) 2,377
Net debt at 1 Aprl 2006 (70,092) {72,469}
Net debt at 31 March 2007 (73,602) (70,092}

The Company includes as iquid resources term depasits of less then one year and current asset equity investments
24 Analysis of changes in net debt At Cash Non cash At
1 Apnl 2006 Flow Movements 31 March 2007
£000 £000 £000 £000
Cash at bank and in hand 659 401 - 1,060
Debt falling due within one year (284) (1,500) - (1,784)
Debt falling due after one year (71,821) - (2,461) (74,282)
{(72,105) {1,500) (2,461) (76,066)
Short term deposits 1,350 50 - 1,400
Current asset equity Investments 4 - 4
1,354 50 - 1,404
(70,092) (1,049} (2,461) (73,602)

The non cash movement relates to the annual indexation of the ican and the amortisation of the 1ssue fees

25 Caprtal commitments 2007 2006
£000 £000
Contracted for but not provided in these financial statements 5,532 12,209

The Company has a further commitment under aperating leases relating to computer hardware and associated software of £0 345m

per annum (2006 - £0 345m ) which expire as set out below

2007 2006
£000 £000
Within two to five years 345 345

26 Contingent habilities

There were no reportable contingent liabilities at 31 March 2007 or at 31 March 2006

27 Ultimate parent undertaking

Portsmouth Water Limited 15 a wholly-owned subsidiary of Portsmouth Water Holdings Limited and has, therefore, taken advantage of
the exemption under FRS 8 Related Party Disclosures not to provide information on related party transactions with other undertakings
within the Group The ultimate parent undertaking 1s Seuth Downs Capital Limited and 15 the largest and smallest company for which

Group accounts are prepared Copies of these accounts can be obtained on request from the Registered Office
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28 Pensions

Brockhampton Holdings Limited is the principal employer and its subsidiary undertaking, Portsmouth Water Limited, 1s the participating
employer in the 8rockhampton Pension Scheme This scheme provides defined benefits based primanly on final pensionable earnings
The assets of the scheme are held in a separate trustee administered fund

The formal actuarial valuation as at 31 March 2005 was updated to the accounting date by an independent qualified actuary 1n
accordance with FRS 17 As required by FRS 17, the value of the defined benefit liabilities has been measured using the projected unit
method

The key FRS 17 assumptions used for the scheme were as follows

2007 2006 2005

% per annum % per annum % per annum

Price inflation 32 30 29
Discountrate . _ _ . 312 , 49 . . 54
Pension increases (RPI} 32 30 29
Salary growth 595 575 565

On the basis of the assumptions used for ife expectancy, a male pensioner currently aged 60 would be expected to live for a further
26 7 years {2006 - 26 6 years) Allowance 1s made for future improvements in life expectancy

The fair value of assets in the scheme, a breakdown of the assets into the main asset classes, the present value of the FRS 17 liabihities
and the surplus of assets aver the FRS 17 habilities (which equals the gross pension asset) are set out below

2007 2007 2006 2006 2005 2005

Expected Fair Expected Fair Expected Fair

Return % Value Return % Value Return % Value

per annum £000 per annum £000 per annum £000

Equities 78 76,283 74 77,020 77 61,604
Bonds 45 27,670 42 23,583 47 21,953
Other 54 4,758 45 4,296 47 4,427
108,711 104,899 87,984

2007 2006

£000 £300

Total farr value of scheme assets 108,711 104,899
FRS 17 value of scheme liabilities 86,882 84,086
Gross pension asset 21,829 20,813
Related deferred tax liability 6,549 6,244
Net pension asset 15,280 14,569

Under FRS 17, the scheme 15 represented on the balance sheet at 31 March 2007 as an asset of £21 829m (2006 - £20 813m), which
amounts to £15 280m net of deferred tax (2006 - £14 569m)

The Company remains on a contrtbution holiday at the present time This position will be revisited in the light of the results of the
31 March 2008 actuaral valuation Members were also on a contribution holiday untl 1 October 2006 but have now restarted the
payment of contributions (at a reduced rate for the first year)
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The post retirement surplus under FRS 17 moved over the period as follows

2007 2006

£000 £000
Surplus in scheme at start of year 20,813 16,391
Current service cost {2,326} (2,148}
Contributions 51 1
Other finance ncome 2,688 2,042
Past service credit 1,122 -
Actuanal (foss)ygain (519) 4,527
Surplus in scheme at end of year 21,829 20,813
The following amounts have been included within operating profit under FRS 17

2007 2006

£000 £000
Current service cost (employer’s part only) i ) ) 2,275 2,147
Past service cost (1,122) -
Total operating charge 1,153 2,147
The following amounts have been included as other finance income under FRS 17

2007 2006

£000 £000
Expected return on pension scheme assets 6,804 5,897
Interest on post retirement liabilities 4.116) (3,855)
Net return 2,688 2,042

The following amounts have been recognised within the statement of total recognised gains and losses (STRGL) under FRS 17

2007 2006

£000 £000

Actual return less expected return on scheme assets (535) 13,587

Experience gains arising on schemne hatwiiies - 65

Gain/{loss) due to changes In assumptions underlying the FRS 17 value of scheme habilities 16 (9,125}

Actuanal {loss)/gain recognised n the STRGL (519} 4,527
The history of experience gains and losses 15

2007 2006 2005 2004 2003

Actual return less expected return on scheme assets (£000) {539) 13,587 3,565 14,123 (29,941)

Percentage of scheme’s assets 0% 13% 4% 17% (46%)

Expenence gains anising on scheme’s liabilities (£000} - 65 61 207 3,571

Percentage of the FRS 17 value of the scheme's liabilities - - - - 6%

Total amount recognised in the STRGL (£000) (519) 4,527 2,237 (7,694) (28,518)

Percent:age of the FRS 17 value of the scheme's liabilities 0% 5% 3% {12%) {49%)
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Notice of Meeting

Notice Is hereby given that the Annual General Meeting of Portsmouth Water Limited will be held at the Company’s Registered Office,
PO Box 8, West Street, Havant, Hants, at 11 00 am on Tuesday, the 24th day of July 2007, on the following business

1 To receive and consider the Directors’ Report and Accounts for the year ended 31 March 2007 and the Auditor's Report thereon
2 Tore-elect Mr T M Lazenby a Director of the Company
3 Tore-elect Mr A R Neve a Director of the Company

4 To reappoint Saffery Champness as Company Auditors and to authonse the Directors to fix their remuneration

Registered Office

PO Box 8

West Street Havant By order of the board
Hants PO9 1LG N Sruth
25 May 2007 Secretary
Notes

1} Debenture holders are reminded that the holding of debenture stack does not entitle them to attend or vote at the meeting

ny Shareholders are reminded that no voting rnights attach to the ‘A’ Ordinary Shares ‘A’ Ordinary Shareholders are not entitled to
attend the meeting

) A proxy form 1s enclosed for Shareholders entitled to vote at the meeting

w} To be valid proxies must reach the Company's Registered Office not later than forty-eight hours before the time fixed for the
meeting
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KPI -1 2007 2006
a) Geanng - Debt/RCV £000 £000
(1) Debt
Bank loan (note 16) 75,733 73,329
Bank loan {note 15) 1,500 -
Debenture stock (note 15) 284 284
Cash at bank and in hand (2,460) (2,009}
75,057 71,604

For the purposes of this ratio, debt excludes the deferred arrangement costs of £1 451m (note 16} and the current asset investrment of

£0 004m {note 13}
{1 Regulatory Capital Value {RCV)

Value established by Ofwat in Final Determination in 2004

One of the elements considered by Ofwat In assessing revenues required by the Company is a return on the capital investment in the
business The value of the capital base of each company for the purposes of setting price limits 1s the RCY The RCV 15 widely used by
the (nvestment community as a proxy far the market value of the regulated business For Portsmouth Water the RCV 1s a key element of

its bond covenants

2007 2006

£000 £000
Regulatory capital value indexed to 31 March 105,341 95,831
() Gearing - Debt/RCV ratio (1} — () 71 3% 74 7%
b) Cash interest cover
This ratio represents the number of times cashflow of the business covers interest payments
() Cashflow before interest paid 15 derved from the cashflow statement on page 34 and 15 calculated as follows

2007 20086

£000 £000
Net cash flow from operating activiiies 16,136 16,422
Interest received 3,156 3,575
Taxation (2,257) (2,216}
Capital expenditure (10,636) (6,108}
New/f{repayment of) borrowings 1,500 {4,500)

7,899 7,173
{n) Interest paid 2,869 2,959
() Cash interest cover ratio {1} — (n) 275 242

KPI - 2 and 3 Customer Service Measures

indicators are based on information supplied to Ofwat and confirmed in the Ofwat publication "Levels of Service for the Water Industry

in England and Wales Report’

KPI1 - 4 Water Quality

This indicator 1s based on figures reported to the DWI

KPI - 5 Efficiency

The results for this Indicator are prowded by Ofwat in its publication "Water and Sewerage Unit Costs and Efficiency’

KPl - 6 Leakage

This indicator 15 based on figures suppled to Ofwat and confirmed n its report "Secunity of Supply, Leakage and the Efficient Use of
Water' The figures for 2006/07 have been supplied to Ofwat, but will not be confirmed in the Ofwat document unul later in 2007




