WATER | NDUSTRY ACT 1991 SECTI ON 13
PROPOSALS BY THE DI RECTOR GENERAL OF WATER SERVI CES FOR THE
MODI FI CATI ON OF THE CONDI TI ONS OF APPO NTMENT OF
THAMES WATER UTI LI TIES LTD

The process

Any representation about, or objection to, these proposal s nust
be in witing and sent to the Director GCeneral of Wter
Services, Centre Cty Tower, 7 Hll Street, Birm ngham B5 4UA
(Fax 0121 625 3606) so as to be received by himnot |ater than
5.00pm on 5 January 2001. Please quote reference LEG 34/1/8/1.

EXPLANATI ON OF THE PROPOSED MODI FI CATI ONS AND THE REASONS FOR
THEM

Thames Water Uilities Ltd (Thanmes Water) is a wholly owned
subsidiary of Thames Water Plc (Thanmes). Thanes has been
acquired by @BV GCesellschaft fur Beteiligungsverwal tung nbH
(&BV), a wholly-owned subsidiary of RWE AG (RWE), a GCernman
conpany which is listed on the German Stock Exchanges.

Whenever a conpany such as Thanmes Water becones part of a
| arger group, the Director GCeneral of Wter Services (the
Director) seeks nodifications of its conditions of appointnent
as a water and a sewerage undertaker. They are designed to
preserve its viability as a conparator with the other |icensed
conpanies, to preserve the independence of action of its Board
when conducting the <core business and to fornmalise the
commtnment of the parent conpany to facilitating the proper
performance of its functions. Thanes Water has consented to
t hese proposed nodifications.

Mai nt enance of conparisons wth other water and sewerage
undert akers

The Director considers that the nodifications are necessary to
enable himto continue to gather information about how Thanes
Water carries out its statutory functions and the costs which
it incurs, after Thanmes becones part of the RWE group.

To that end, the Director proposes nodifications of Thanes
Water’'s Conditions of Appointnment, which wll require it to
operate at armis length fromits G oup.



The nodi fications wll -

1 (a) prohibit paynent to any Associated Conpany in respect of
any Charging Year, of any anpunt on account of services
recei ved by Thames Water fromits Associ ated Conpany which
exceeds-

i) the prices ascertained from market testing carried
out by the Conpany in accordance wth arrangenents
previ ously approved by the Director and which have no
prejudicial effect on the proper carrying out of
Thames Water’s functions; or

iit) if, in the opinion of the Director, market testing is
not appropriate, then such proportion of the costs
(including a reasonable return) actually incurred by
the Associated Conpany as the Director agrees is
appropriate and

(b)require Thanmes Water to obtain from the Associated
Conmpany information required by the Director about the
| atter's costs.

Ri ng-fencing of the assets of Thanmes Water and its ability to
act separately from its parent conpany, RWE, and all other
conpanies in the G oup.

At the sane tine, the Director wishes to ensure that Thanes
Water’s |icensed business is ring-fenced from other activities
of the RAE Group. Thames Water nust not, whether through its
i nvol venent in those other activities or by its dividend
policy, put at risk its ability either to carry out its
functions as a water and a sewerage undertaker or to finance
them Further nodifications will therefore -

2 prohibit the transfer of any asset from Thanmes Water to
any Associ ated Conpany except with the Director's consent
and in conpliance with his requirenents concerning the
val uation of the asset and its treatnent in Thanes Water’s
accounts;

3 prohi bit Thames Water from -
(1) giving any guarantee of any liability of any conpany
wi thin the RW\E G oup;
(i1) making to any such conpany any | oan;

(tiit)continuing or assum ng any commtnent which includes
a cross-default obligation (whereby Thanes Water’s



financial liabilities are increased or accelerated
because of default el sewhere within the RWE G oup) -

in each case without the Director's consent and

4 require that Thanes Water’s dividend policy will not, in
the opinion of the Director, inpair its ability to finance
the proper carrying out of its functions.

The Directors of Thanes Water are already required to certify
annually to the Director that it has adequate financial and
managenment resources. Further nodifications will require -

5 (i) Thanes Water to informthe Director as soon as its
Board becones aware of any circunstance which causes
the Board to believe that its nobst recent annual
certificate of the adequacy of its financial and
managenment resources could not be repeated in the
| i ght of those circunstances;

(ii) that every annual certificate referred to in (i)
shall be acconpanied by a report prepared by Thanes
Water’s Auditors and addressed to the Director,
stating whether they are aware of any inconsistencies
between, on the one hand, that certificate and the
statenents submtted with it and, on the other hand,
any information which they obtained during their work
as Thanmes Water’s Auditors; and

(tiit)that the Dorectors record their opinion that al
contracts entered into with any Associated Conpany
include all necessary provisions and requirenents
concerning the standard of service to be provided to
Thames Water to ensure that it is able to neet all
its obligations as a water and a sewerage undert aker.

Al t hough Thames Water is a subsidiary, it has its own duties as
the water wundertaker and the sewerage undertaker for those
respective areas. The Director considers it inportant that
Thames Water should, in carrying out those functions, behave as
if they were substantially its sole business and it were a

separate public limted conpany. Further nodifications wll
require -
6 that Thanmes Water shall, at all tinmes, conduct the

Appoi nted Business as if it were substantially its sole
busi ness and Thanmes Water were a separate public limted
conpany. In doing so, Thanes Water should have particul ar
regard to the foll ow ng: -



(a) the conposition of its Board should be such that its
directors, acting as such, act independently of the
parent conpany or controlling shareholder and act
exclusively in the interests of Thanmes Water;

(b) it nust ensure that each of its directors nust
disclose, to it and to the Director, conflicts
between their duties to Thanmes Water and other
duti es;

(c) where potential conflicts exist between the interests
of Thames Water as a water and a sewerage undertaker
and those of other conpanies in the RAE G oup, Thanes
Water and its directors nmust ensure that, in acting
as directors of Thanmes Witer, they have regard
exclusively to its interests as a water and a
sewerage undertaker;

(d) no director of Thanmes Witer should vote on any
contract or any arrangenent or any other proposal in
which he has an interest by virtue of other
directorships. This arrangenment should be reflected
in Thanmes Water's Articles of Association;

(e) Thanmes Water should informthe Director w thout delay
when:

i) a new director is appointed;

ii) the resignation or renoval of a director takes
effect; or

iii) any inportant change in the functions or
executive responsibilities of a director occurs.

Thames Water should notify the Director of the effective date
of the change and, in the case of an appointnent, whether the
position is executive or non-executive and the nature of any
specific function or responsibility;

(f) the dividend policy adopted by Thanes Water in the
i ght of proposal 4 (above); and

(g) the principles of corporate governance which are from
time to tine recognised by the Listing Rules of the
Fi nanci al Services Authority;

7 that Thanmes Water wll publish the annual interim and
final financial results information which would be
required, were it subject to those Listing Rules;



8 that Thanmes Water wll mintain a bond and use all
reasonabl e endeavours to retain the listing of that bond
on the London Stock Exchange and

9 that Thames Water wll wuse all reasonable endeavours to
ensure that its corporate debt retains investnent-grade
credit rating throughout its life (being a rating awarded
by reputable credit-rating agencies in the UK).

The role of BV and RAE as owners of Thanmes Water

Thames Water shoul d have the active co-operation of GBV and RWE
in conplying with the conditions of its Appointnment and in the
proper discharge of its functions as a water and a sewerage
undertaker. Further nodifications wll -

10(a)require Thanes Water to obtain from each of those parent
conpani es a | egally-enforceable undertaking in its favour
and in a formspecified by the Director, that it wll -

i) refrain from any action which would be likely to
cause or require Thanes Water to breach any of its
obligations under the Water Industry Act 1991 or the
conditions of its Appointnents as a water and a
sewer age undertaker; and

ii) ensure that Thanes Water's Board contains not |ess
than three i ndependent non-executive directors, being

persons of standing who shall «collectively have
rel evant experience, | ocal know edge and
understanding of the interests of Thanmes Water’s
cust oners.

(b) require the terns of that undertaking to apply to al
ot her conpanies within the RAE G oup;

(c) require that the undertaking remain in force for so |ong
as Thanes Water holds its Appointnents as a water and a
sewer age undertaker and remains a nenber of the RAE G oup
and

(d) require the undertaking to be delivered to the D rector
not later than one nonth after this nodification cones
into force;

11 require Thanmes Water to -
(i) produce to the Drector the original of the
undertaki ng under 10 above and provide him with any
certified copies which he requires and



12

(ii) inform the Director imediately in witing, if it
becones aware that the undertaking has ceased to be
| egal | y-enforceable, or that there has been any
breach of its terns; and

prohi bit Thames Water (except with the Director’s consent)
from maki ng any contract with a nenber of the RWE G oup
which is not one of Thanmes Water’s subsidiaries, for so
|l ong as the above undertakings have not been given or
there is an unrenedi ed breach of any of them



