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NARRATIVE

New Issues This Month

1)   FULL YEAR FORECAST
 
The target is to absorb the Azurix Corp share option costs and additional costs of the Global Insurance Policy, yet still achieve the £ sterling Net Income budget of £39.7M.

 Because of the recent weakening in sterling we have forecast an exchange rate of 1.40 for the remainder of the year, rather than the 1.43 used last month, which with the average rate for the first 5 months of 1.448 gives 1.419 for the full year. As a result the net income forecast in US dollars of $56.4M is below the budget of $56.8M (based on a rate of 1.43).   

2)   BILLING JOINT VENTURE

      Progress has been made on the administrative, legal and service issues associated with the JV with Bristol Water for joint billing. The JV should commence on 1st July.

3) ENGINEERING JOINT VENTURE

The short list of potential partners has been reduced to the final 3.

Update on Prior Issues

1) FOOT AND MOUTH DISEASE - The operating restrictions caused by this disease continued through May, and have not yet been fully lifted. 

2) SWISS COMBI AND WWE ( Membrane Technology ) - The future of both of these activities was raised with Stan Horton on his visit this month.

3) AZURIX CORP SHARE OPTION PAYMENTS

The year to date figures include the cost of the payments to holders of Azurix Corp share options. These costs were not in the budget. The cost was $751K (£529K) pre tax or $525K (£371K) post tax.












Current Month Income Statement Variance To Budget

Turnover was £1.2M above budget. Regulated measured income was strong in the month, and Water and Waste combined generated a result £0.5M above budget. There were also positive variances from WWSL unregulated activities (rechargeable works and sewer deficits) and from Swiss Combi.

O&M expenses were £0.9M higher than budget. £0.8M of this increase related to the additional turnover from Swiss Combi and unregulated activities and £0.1M to the regulated activities of WWSL. As a result Swiss Combi did not show a positive variance to budget at operating profit level.

G&A expenses of £1.7M were in line with budget. 

Depreciation and amortization expenses of  £5.7M were £0.2M above budget, and Interest payable of £3.5M was £0.1M lower than budget. 

Profit before tax as a result of the above was £0.2M above budget and Taxation was in line with budget. Net Income of £3.3M in May was £0.2M above budget.

Current Month Income Statement Variance To Last Year

Turnover was £1.4M above last year. The increase is a combination of WWSL unregulated income being £0.6M higher than last year, Wessex Water Enterprises (which did not exist last year) had £0.6M of turnover, and a small positive variance of £0.2M from WWSL regulated income.

O&M expenses were £1.5M higher than last year, of which £0.7M can be explained by the Wessex Water Enterprises activities, £0.2M on WWSL unregulated activities, and the remaining £0.6M were additional operating costs of the new processes in the regulated business.

G&A expenses were £0.1M higher than last year.

Depreciation and amortization expense was £0.3M higher than last year due to the impact of the ongoing capital investment programme.

Interest payable of £3.5M was £0.4M higher than last year. Most of this increase results from the increased borrowings of Wessex Water Group as anticipated by the budget and 5 year plan. There is no interest rate variance.

Pre tax profit was £0.9M lower than last year because of the above variances, and therefore Taxation was £0.2M lower than last year and Net Income £0.7M lower.









Cash Flow 

Cash balances at 31 March were £80.1M, being the £80.0M in the AEL Debt Service Reserve Account and £0.1M bank balance. 

Debt at 31 March was £886.3M, comprising bank overdraft of £4.4M, Wessex Water borrowings of £557.4M and AEL borrowings of £324.5M. Of the AEL borrowings £133.3M has been lent on to affiliates.


Current Forecast (changes to future estimates)

A detailed full year forecast was prepared following the period 3 results, the next detailed forecast will be at period 6.

Although the sterling net income forecast is unchanged from budget at £39.7M, due to the weakening exchange rate the US dollar forecast is $56.4M compared with the budget of $56.8M.

RISKS AND OPPORTUNITIES

The significant factors that will effect the results this year are;

Length of the Foot and Mouth Disease outbreak
Weather patterns in the Wessex area - we assume a "normal" summer
Take up of new meters by customers
The future of Wessex Water Enterprises
Number of months trading of Swiss Combi before disposal
Sterling to dollar exchange rate



CAPITAL EXPENDITURE in Wessex Water, excluding Swiss Combi has been budgeted as £151.5M for 2001, and £56.3M of expenditure has been incurred in the first 5 months. The period 3 forecast was that the expenditure for the year would fall to £143M.


