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December 6, 1999 

FEDERAL EXPRESS 
Ms. Blanca Bay0 
Director, Division of Records 
and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, FL 32399-0850 

99 1 lw i,, - 6 

Re: Application of United Water Florida, Inc. for Transfer of Majority 
Organizational Control of its Corporate Grandparent, United Water 
Resources, Inc. to Lvonnaise American Holding. Inc. 

Dear Sir: 

Enclosed are the original and five copies of the Application of United Water Florida, 
Inc. for Transfer of Majority Organizational Control of its Corporate Grandparent, United 
Water Resources, Inc. to Lyonnaise American Holding, Inc. The required Notices are 
being mailed and published this week. Affidavits regarding notice will be late-filed exhibits. 
AIS enclosed is the $6,000 filing fee for this application covering both water and 
walewa te r uti I i t ies . 

--. _- >x 
_ _ I  ;-= J ?!$ I ~ ~ O U  have any questions, please contact me at (904) 630-5342. _- 

- -  ,g 
' ' A  Sincerely , 

Daniel D. Richardson 

I 
DDR:dtw 
Enclosures 

, .L DOCIJMpi'r ' -DATE 



Ms. Blanco Bay0 
Director, Division of Records and Reporting 
December 6, 1999 
Page 2 

cc: without attachments: 
John D. Williams 
Billie B. Messer 
Stephanie A. Clapp 
Richard Redemann 
D. Tyler Van Leuven, Esq. 

137602 



In re: Application of United Water ) 

Organizational Control of its 1 

American Holding, Inc. ) 

Florida, Inc. for Transfer of Majority ) DOCKET NO. qf3/ 6 (crl ~1 3 5 

Corporate Grandparent, United ) DATE SUBMITTED FOR FILING: 
Water Resources, Inc. to Lyonnaise ) December 7, 1999 

1 

BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

APPLICANT 

United Water Florida, Inc. 
1400 Millcoe Road 

Jacksonville, Florida 32239 

Persons to contact concerning Application 
Daniel D. Richardson or 
Mallory Gayle Holm 
LeBoeuf, Lamb, Greene & MacRae, L.L.P. 
50 North Laura Street, Suite 2800 
Jacksonville, FL 32202 
(904) 354-8000 
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BEFORE THE FLORIDA PUBLIC SERVICE COMMISSION 

In re: Application of United Water 1 
Florida, Inc. for Transfer of Majority 
Organizational Control of its 
Corporate Grandparent, United ) 
Water Resources, Inc. to Lyonnaise ) DATE SUBMITTED FOR FILING: 
American Holding, Inc. ) DECEMBER 7,1999 

DOCKET NO. y/fs 3- 1cds 

TO: Director, Division of Records and Reporting 
Florida Public Service Commission 
2540 Shumard Oak Blvd. 
Tallahassee, Florida 32399-0850 

The undersigned hereby makes application for the transfer of the majority 

organizational control of United Water Resources, Inc., the corporate grandparent of 

United Water Florida, Inc., the utility operating under Water Certificate No. 236-W and/or 

Wastewater Certificate No. 179-S located in Duval, Nassau, and St. Johns Counties, 

Florida, and submits the following information: 

PART I APPLICANT INFORMATION 

A) The full name (as it appears on the certificate*), address and telephone number of 
the seller: The "Seller" is the holder of the publicly held shares of United Water 
Resources, Inc., the corporate grandparent of the utility. The jurisdictional utility is: 

United Water Florida, Inc. 
Name of utility 

(904) 721-4601 904 721-4658 
Phone No. Fax No. 

1400 Millcoe Road 
Office street address 

Jacksonville Florida 32239 
City State Zip Code 

Post Office Box 8004 Jacksonville Florida 32239-8004 
Mailing address if different from street address 

* United Water Resources, Inc. holds no Florida certificates. Certificates are 
held in the name of United Water Florida, Inc. 



B) The name, address and telephone number of the person to contact concerning this 
application: 

Daniel D. Richardson (904) 354-8000 (904) 353-1 673 
Name Phone No. Fax No. 

50 N. Laura Street, Suite 2800 
Street address 

Jacksonville FL 32202 
City State Zip Code 

C) The full name (as it appears on the certificate*), address and telephone number of 
the buyer: 

Lvonnaise American Holdina, Inc. ("LAH") 
Name of utility 

/201) 767-2851 (201 ) 784-7067 
Phone No. Fax No. 

2000 First State Boulevard 
Office street address 

Wilminaton DE 19804-0507 
City State Zip Code 

same as street address 
Mailing address if different from street address 

n/a 
Internet address if applicable 

* Certificates from the Florida Public Service Commission are held in the name 
of United Water Florida, Inc. 

D) The name(s) and address(es) of all of the buyer's corporate officers, directors, 
partners and any other person(s) who will own an interest in the utility. 

100% of the outstanding capital stock of the buver is held bv Suez Lvonnaise des 
'taux. A list of directors-and officers of the buver is attached hereto as Annex I)-1 
paaes 9-10 of this ADPI ication. 

PART II FINANCIAL AND TECHNICAL INFORMATION 

A) Exhibit A - A statement by the buyer indicating how the transfer is in the public 
interest, including a summary of the buyer's experience in water and/or wastewater 
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utility operations, a showing of the buyer's financial ability to provide service and 
a statement that the buyer will fulfill the commitments, obligations and 
representations of the seller with regard to utility matters. See pages 11 -1 5 of this 
Application. 

List the names and locations of other water and/or wastewater utilities owned by the 
buyer and PSC certificate numbers, if any. See Exhibit B, "About UWR, SLDE, and 
LAH", pages 16-1 8 of this Application. 

Exhibit C - A copy of the purchase agreement. See bound draft Proxy Statement 
marked Exhibit C to this Application with Purchase Agreement 
included as Annex A therein. 

Exhibit D - A statement of how the buyer is financing the purchase. See Exhibit 
D which is page 19 of this Application. 

Exhibit E - A list of all entities, including affiliates, which have provided or will 
provide funding to the buyer, and an explanation of the manner and 
amount of such funding, which shall include their financial statements 
and copies of any financial agreements with the utility. This 
requirement shall not apply to any person or entity holding less than 
10 percent ownership interest in the utility. See Exhibit D which is 
page 19 of this Application. Financial Statements are in the SLDE, 
LAH and United Water, Florida, Inc. 1998 Annual Reports which are 
marked as bound Exhibits E l ,  E2 and E3. 

Exhibit F - A statement from the buyer that after reasonable investigation, the 
system being acquired appears to be in satisfactory condition and in 
compliance with all applicable standards set by the DEP. See Exhibit 
F which is page 20 of this Application. 

If the system is in need of repair or improvement, has any outstanding Notice of 
Violation(s) of any standard(s) set by the DEP or any outstanding consent orders 
with the DEP, the buyer shall provide a list of the improvements and repairs needed 
and the approximate cost to make them, a list of the action taken by the utility with 
regard to the violations, a copy of the Notice of Violation(s), a copy of the consent 
order and a list of the improvements and repairs consented to and the approximate 
cost. See Exhibit F which is page 20 of this Application. 

PART 111 NOTICE OF ACTUAL APPLICATION 

A) Exhibit G - An affidavit that the notice of actual application was given in 
accordance with Section 367.045(1)(a), Florida Statutes, and Rule 
25-30.030, Florida Administrative Code, by regular mail to the 
following: 

3 



the governing body of the municipality, county, or counties in which the 
system or the territory proposed to be served is located; 

the privately owned water and wastewater utilities that hold a certificate 
granted by the Public Service Commission and that are located within the 
county in which the utility or the territory proposed to be served is located; 

if any portion of the proposed territory is within one mile of a county 
boundary, the utility shall notice the privately owned utilities located in the 
bordering counties and holding a certificate granted by the Commission; 

the regional planning council; 

the Office of Public Counsel; 

the Public Service Commission's Director of Records and Reporting; 

the appropriate regional office of the Department of Environmental 
Protection; and 

the appropriate water management district. Copies of the Notice and a list 
of entities noticed shall accompany the affidavit. THIS WILL BE A 
LATE-FILED EXHIBIT. 

B) Exhibit H - An affidavit that the notice of actual application was given in 
accordance with Rule 25-30.030, Florida Administrative Code, by 
regular mail or personal delivery to each customer of the system 
being transferred. A copy of the Notice shall accompany the affidavit. 
THIS WILL BE A LATE-FILED EXHIBIT. 

C)l Exhibit I - Immediately upon completion of publication, an affidavit that the 
notice of actual application was published once in a newspaper of 
general circulation in the territory in accordance with Rule 25-30.030, 
Florida Administrative Code. A copy of the proof of publication shall 
accompany the affidavit. THIS WILL BE A LATE-FILED EXHIBIT. 

PART IV FILING FEE 

Indicate the filing fee enclosed with the application: 

$3,000 (for water) $3,000 (for wastewater). 

PART V OTHER 

A) Exhibit J - Evidence that the utility owns the land where the utility treatment 
facilities are located. If the utility does not own the land, a copy of the 
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agreement which provides for the long term, continuous use of the 
land such as a 99-year lease. The Commission may consider a 
written easement or other cost-effective alternative. See Exhibit J 
which is page 24 of this Application. 

B)I Exhibit K - The original and two copies of revised tariff sheet(s) reflecting the 
change in ownership. See Exhibit K which is page 25 of this 
Application. 

C) Exhibit L - The utility's current certificate(s). If not available, an explanation of 
the steps taken to obtain the certificate(s). See Exhibit L which is 
page 26 of this Application. 

5 



PART VI AFFIDAVIT 

I ,  Gary R. Moseley, do solemnly swear or affirm that the facts stated in the forgoing 
application and all exhibits attached thereto are true and correct and that said statements 
of fact thereto constitutes a complete statement of the matter to which it relates. 

By: 

Gary R. Moselev 
Applicant's Name (Typed) 

Vice Pres id en t-Ge ne ra I Ma nag e r 
United Water Florida, Inc. 

Applicant's Title 

Subscribed and sworn to before me this 3 O k d a y  of the month of- 

in the year of 1999, by Gary R. Moseley, who is personally known to me 

---- --------- ---- ------- or produced the following identification 

(Type of Identification Produced). 

Print, Type or Stamp Commissioned Name 
of Notary Public 
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STATE OF NEW JERSEY ) 

COUNTY OF BERGEN ) 
1 ss.: 

JOSEPH V. BOYLE, being duly sworn, deposes and says that he is the Vice President - 

Fjnance and Treasurer of Lyonnaise American Holding, Inc., he has read the foregoing 

Application and knows the content thereof, and that the same is true to his own knowledge, 

information and belief. 

Sworn to before me this 
J'fSaday o f h d u -  , 1999. 
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STATE OF NEW JERSEY ) 
1 

COUNTY OF BERGEN ) 
ss.: 

DONALD L. CORRELL, being duly sworn, deposes and says that he is the Chairman, 

President and Chief Executive Officer of United Water Resources Inc., he has read the foregoing 

Application and the content thereof, and that the same is true to his own knowledge, information 

arid belief. 

Donald L. Correll 
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ANNEX D-I 

Directors and Executive Officers of LAH 

Set forth below are the (i) name, (ii) current business address, (iii) present principal 
occupation or employment, (iv) material occupations, positions, offices or employments for 
the past five years and (v) citizenship of each director and executive officer of LAH. 

Name and Current Business Address 

Jerome Monod 
c/o Suez Lyonnaise des Eaux 
1, rue d'Astorg 
75008 Paris, France 

Philippe Brongniart 
c/o Suez Lyonnaise des Eaux 
1, rue d'Astorg 
75008 Paris, France 

Jean Michel Brault 
c/o United Water Services 
200 Old Hook Road 
Harrington Park, New Jersey 
07640-1 799 

P r e s e n t  P r i n c i p a l  O c c u p a t i o n  o r  
Employment; Material Positions Held During 
the Past Five Years; Citizenship 

Director and Chairman, LAH (1980- 
present); Chairman of the Supervisory 
Board, SLDE (1 997-present); Chairman of 
the Board, Lyonnaise des Eaux (1980- 
1997). French citizen. 

Director and President of LAH (1993- 
present); Member of the Executive Board, 
SLDE (1 997-present); Executive Vice 
President, Lyonnaise des Eaux (1 993- 
1997); Director, H\\2\\0 Acquisition Co. 
(1 999-present); President, LEO Holding 
Company (1 999-present). French citizen. 

Director and Executive Vice President, 
LAH (1 997-present); Vice President-North 
America, SLDE (1 994-present); Vice 
Chairman and Chief Executive Officer, 
United Water Services LLC (1997- 
present); Chairman and Chief Executive 
Officer, United Water Services Canada 
L.P. (1 997-present); Chairman and Chief 
Executive Officer, United Water Services 
Mexico LLC (1 997-present); Director and 
President, LAH Acquisition (1 999-present); 
Vice President--Business Development, 
GTM International (SLDE subsidiary) 
(1 992-1 994). French citizen. 
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Thierry Bourbie 
c/o Suez Lyonnaise des Eaux 
1 , rue d'Astorg 
75008 Paris, France 

Joseph V. Boyle 
c/o United Water Services 
200 Old Hook Road 
Harrington Park, New Jersey 
07640-1 799 

10 

Director and Vice President, LAH (1998- 
present); Director, United Water 
Resources Inc. (1 996-present); President 
of the International Water Division, SLDE 
(1 996-present); Director of French Water 
Water Operations Lyonnaise des Eaux 
(1 994-1996); Chief Executive Officer and 
Chairman, Lyd lnformatique (SLDE 
subsidiary) (1994-1996); Chief Executive 
Officer and Chairman, Apic Syst (SLDE 
subsidiary) (1 991 -1 995), Director, 
Sociedad General de Aguas de Barcelona, 
S.A. French citizen. 

Director, LAH (1997-present); Vice 
President-Finance and Treasurer, LAH 
(1 994-present); Vice President, United 
Water Services LLC (1 997-present); Vice 
President, LAH Acquisition (1 999- 
present). United States citizen. 



EXHIBIT A 

Transfer of the majority organizational control of United Water Resources, Inc. 

(IIUWR'), a New Jersey corporation and the grandparent corporation of United Water 

Florida, Inc., to Lyonnaise American Holding, Inc. (IILAHII), a Delaware corporation and the 

current owner and holder of 30.1 % of the outstanding common stock and 98.1 % of the 

preference stock of UWR (for purposes of this Application, the "Buyer"), is in the public 

interest. 

Pursuant to an Agreement and Plan of Merger dated as of August 20, 1999 (the 

"Agreement"), by and among UWR, the Buyer, LAH Acquisition Co., a Delaware 

corporation and a wholly-owned subsidiary of the Buyer ("LAH Acquisition"), and Suez 

Lyonnaise des Eaux, a societe anonyme organized and existing under the laws of the 

Republic of France and the parent corporation of the Buyer (IISLDE'I), UWR has agreed 

to merge with LAH Acquisition, with UWR as the surviving corporation. This merger will 

cause UWR to become a wholly-owned subsidiary of the Buyer; Buyer will thus increase 

its ownership of UWR to 100%. See the following Annexes attached hereto which explain 

and depict the subject transaction: Annex A-I, diagram of the pre-merger corporate 

organization of UWR, and Annex A-2, post-merger corporate organization of UWR. By 

virtue of the subject transaction, no change will occur in the ownership of UWR's indirect 

subsidiary, United Water Florida, Inc. ("UWF"), nor in its rates, conditions of service, or 

operations. See Proxy Statement with Agreement, Exhibit C. 

As a result of the proposed transaction, UWR, the second largest water utility 

holding company in the United States, will become a wholly-owned subsidiary of the Buyer, 

which is itself a wholly-owned subsidiary of SLDE. See Exhibit B, "About UWR, SLDE and 
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LAH". Following the merger, the resulting company will continue to operate as United 

Water Resources, Inc. In keeping with its international business policy of allowing 

successful national firms to maintain their well-established national character, SLDE has 

announced that the management decision center for UWR will remain in Harrington Park, 

New Jersey which has been UWR's corporate headquarters for many years. No changes 

have been aiinounced with respect to the operation of UWR's indirect subsidiary, UWF, 

or UWF's water or wastewater facilities as a result of the merger. Florida customers 

should continue to experience the same high quality of service that they have come to 

expect from UWF. All of the management expertise, experience, and strength of UWR will 

be retained. That management expertise, experience, and strength will be enhanced, 

however, by the world-wide strength of the Buyer and SLDE. 

From a management and corporate point of view, the proposed transaction will 

significantly enhance UWF's position. As an indirect subsidiary of the Buyer, UWF, 

together with the other direct and indirect subsidiaries of SLDE, will have improved access 

to substantial financial, operational and technological resources. Those resources will 

allow UWF to continue to pursue the emerging opportunities for utility acquisitions and 

public/private partnerships in water and wastewater in Florida. UWF will be able to 

leverage the combined resources of UWR, the Buyer, and SLDE to meet the growing 

needs of its Florida municipal and industrial customers. UWF's access to greater financial 

resources will allow it to serve the public interest in Florida more effectively than ever 

before. 

Another of the benefits of the proposed transaction that attracted UWR to the Buyer 

and its parent, SLDE, was the opportunity for more direct access to the advanced water 

quality expertise and world class research for which SLDE is famous. For instance, UWR 

12 



and its subsidiaries have already benefitted from new technology developed by SLDE, 

including DNA chip technology for water testing, ultraviolet light disinfection, prefiltration 

and ultrafiltration, water recycling and iron removal. This transaction will further increase 

the capability of UWR and its subsidiaries to continue to provide high quality service and 

cutting edge technology to existing and new communities. SLDE's annual budget for 

research and development exceeds $60 million annually. 

SLDE has vast experience in the successful planning and management of large 

capital projects. That experience will benefit the existing customers of UWR's wastewater 

and water utilities. It will also enhance UWR's capabilities which will be offered to future 

projects in Florida as the opportunities for growth present themselves. 

The proposed transaction does not seek any changes in the rates charged by UWF 

to its customers, or in any of its policies with respect to service, employees, operations, 

financing, accounting, capitalization, depreciation or other matters affecting the public 

interest or utility operations. UWF will continue to maintain its books in accordance with 

the Uniform System of Accounts prescribed by the Commission. All commitments, 

obligations, and representations of UWR and UWF with regard to utility matters will 

continue to be fulfilled. 
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ANNEX A-1 

Ownership of United Water 
(Before Merger) 

Suez Lyonnaise des Eaux 
V'SLDE") 

Lyonnaise American Holding, Inc. 
("LAH") 

Ownership 
of UWR 

United Water 
Resources, Inc. ("UWR")ai 

100% 
Ownership 

of uww 

United Waterworks, Inc. 
("rrww ") 

100% 
Ownership 

of UWF 

United Water Florida, Inc. 
("UWF") 

Florida Customers 
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ANNEX A-2 

Ownership of United Water 
(After Merger) 

Suez Lyonnaise des Eaux 
("SLDE") 

100% 
Ownership 

of LAH 

Lyonnaise American 
Holding, Inc. ("LA€€") 

100% 
Ownership 

of UWR 

100% 
Ownership 

of uww 

United Waterworks, Inc. 
("uww") 

100% 
Ownership 

of UWF 

United Water Florida, Inc. 
("UWF") 

Florida Customers 
15 



EXHIBIT B 

ABOUT UWR, SLDE, AND LAH 

United Water Resources Inc. (UWR) 
200 Old Hook Road 
Harrington Park, New Jersey 07640 
(201) 784-9434 

UWR is a holding company primarily engaged in water-related businesses. As the 

second largest investor-owned water services company in the United States, UWR 

provides water and wastewater services through its regulated utilities and nonregulated 

contract operations (some of which are owned jointly with the Buyer) to over 7.5 million 

people in more than 400 communities in 19 states. UWR also has investments in joint 

venture companies providing water services in Canada and Mexico, in which the Buyer is 

a majority owner, and has an investment in a water services company in the United 

Kingdom made in partnership with SLDE. In addition, UWR owns and manages real estate 

investments through a wholly-owned subsidiary. UWR has been listed on the New York 

Stock Exchange since 1889 and has paid cash dividends on its common stock 

continuously since 1886. See 1998 Annual Stockholder's Report. 
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Suez Lyonnaise des Eaux (SLDE) 
1 , rue d'Astorg 
75008 Paris 
France 

SLDE, a societe anonyme organized and existing under the laws of the Republic 

of France, operates private infrastructure services in more than 120 countries, providing 

electricity and natural gas, waste services, communications services, and water services 

and maintains interests in construction and capital investments. SLDE was formed from 

the 1997 merger of Compagnie de Suez (builder of the Suez Canal) and Lyonnaise des 

Eaux. SLDE's registered office is located at 72 Avenue de la Liberte, 92022 Nanterre 

Cedex, France, and the principal address of SLDE's water division is 18 Square Edouard 

VII, 75316 Paris Cedex 09, France. See 1998 Annual Stockholder's Report. 
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Lyonnaise American Holding, Inc. (the Buyer) 
2000 First State Boulevard 
Wilmington, Delaware 19804-0507 
(20 1 )767-285 1 

The Buyer is a Delaware corporation. Its principal business is as a holding 

company of (i) its ownership interest in UWR, (ii) 50% of the voting interest in United 

Water Services LLC, a Delaware limited liability company which provides services in the 

water and wastewater industries to municipalities in the United States, (iii) majority 

interests in United Water Services Canada L.P., an Ontario, Canada limited partnership, 

and United Water Services Mexico LLC, a Delaware limited liability company, which 

provide services in the water and wastewater industries to municipalities in Canada and 

Mexico, respectively, and (iv) a 49% interest in Technologia y Servicios De Agua, S.A., a 

Mexican company which provides certain water services to the city of Mexico City, Mexico. 

On November 12, 1999, LAH acquired all of the Common Stock of Nalco Chemical 

Company ("Nalco"), through a newly created, wholly owned merger subsidiary for 

approximately 4.1 billion dollars. Nalco, based in Napezville, Illinois, is one of the world's 

largest providers of water treatment and process chemicals, services and systems. 

All of the issued and outstanding shares of capital stock of the Buyer are owned 

beneficially and of record by SLDE. The principal business mailing address of the Buyer 

is c/o United Water Services LLC, 200 Old Hook Road, Harrington Park, New Jersey 

07640, and the address of its principal office is 2000 First State Boulevard, Wilmington, 

Delaware 19804-0508. Annexed is the Consolidated Financial Statement for LAH for 1997 

and 1998. (Exhibit E2.) 
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EXHIBIT D 

STATEMENT OF HOW THE BUYER IS FINANCING THE PURCHASE 

Under the terms of the Agreement, which has been approved by the Board of 

Directors of both companies, United Water Resources, Inc. will receive $35.00 in cash for 

each United Water Resources, Inc.'s share held. The transaction values all of the issued 

common shares of United Water Resources, Inc. at $1.36 billion ($0.90 billion for 67%). 

Suez Lyonnaise des Eaux will assume approximately $0.80 billion in net debt and 

preferred stock. The Agreement permits United Water Resources, Inc. to increase its 

regular quarterly dividend and to pay a special dividend at closing for an aggregate 

dividend increase of 48 cents per share. The total cash to be paid to United Water 

Resources, I nch  shareholders is $35.48, including the dividend increases, representing 

a premium of approximately 54% to United Water Resources, 1nc.k price of $23.06 on 

August 12, 1999. The transaction is expected to close during the first half of 2000. 

Suez Lyonnaise des Eaux anticipates funding the United Water Resources, Inc.'s 

transaction from internal resources and existing bank facilities. Rothschild, Inc. and 

Rothschild & Cie have acted as financial advisors to Suez Lyonnaise des Eaux. Morgan 

Stanley Dean Witter and Co. acted as financial advisor to United Water Resources, Inc. 
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Suez Lyonnaise des Eaux sponsors 
an exhibition of Monet's Water Lilies 
at the Orangerie Museum in Paris 
(organized by the Reunion des musees nationaux) 

Claude Monet's trail-blazing "Nympheas" or water lilies 

cycle marked a seminal moment in 20th century painting. 

He displayed the creativity and bold innovative spirit Suez 

Lyonnaise des Eaux seeks to promote in its own businesses, 

namely energy, water, waste services and communications. 

As in the wo rl d of the water lilies, where the beholder must 

look for the truth beneath the surface, where the fragile 

cycle of life first takes form, so, at the heart of life, Suez 

Lyonnaise des Eaux conceives, finances, builds and operates 

the world over. 

Suez Lyorlnaise des Eaux has produced an entertaining yet informative CD-Rom to take you on a "journey to the heart of life." 

Ca ll freephone number (0800 177 177 in France) fo r yow' copy of th is CD-Rom. 




SUEZ LVONNAISE DES EAUX 
AT THE HEART OF LIFE 

Energy, water, waste services, communications: 
Suez lyonnaise des Eaux has chosen to focus its 
development on four services crucial to humanity's 
fundamental needs. Rapid urban growth, increasing 
demands for environmental protection and higher 
standards of service, market deregulation, growing 
recourse to private management, technological 
innovation-all these factors playa part in the massive 
upheavals occurring in our businesses at present, 
creating outstanding global opportunities for us. 

Suez Lyonnaise des Eaux is transforming itself 

rapidly in order to respond to those challenges. 

It is turning itself into a worldwide group to provide 

the services customers demand . Today it is Europe's 

number one private electricity generator and world 

number three private energy producer; it is a world 

leader in the water management businesses; 

Europe's number one in waste management; 

the leading cable operator in France and Belgium. 

In all these sectors, Suez lyonnaise des Eaux 

is confirming its position as a front rank player. 

Having set out to generate 50 percent of its sales 

outside France and Belgium by 2002, the Group's 

ambition is to become the world leader in private 

infrastructure services, and to boost net cu rrent 

income per share to 8.54 euro (FRF 56 per share). 

Revenues: 

billion euro 

(FRF 205.7 billion) 

+ 8 percent 

Capital expenditures: 

billion euro 

(FRF 101. 7 billion) 

employees 

in countries 

Group net income: 

billion euro (FRF 6.6 billion) 

+ 64.3 percent 

Group net current income: 

billion euro (FRF 5 billion) 

+ 25.2 percent 
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MESSAGE FROM THE CHAIRMAN 

AND FROM THE CEO AND PRESIDENT 

JEROME MONOD 

C HA IR,vIAN OF 

·II-lf. SUP ERI%ORY BOA RD 

Dear shareholder, 

N ineteen ninety-eight was the Suez 

Lyonnaise des Eaux Group's first fuJI 

financial year. 

wnen Compagnie de Suez and Lyonnaise 

des Eaux merged, in June 1997, we set ourselves 

a highly ambitious goal, which was to create a world 

leader in private infrastructure services. 

At that time, we set ourselves three strategic 

alms: 

· to re-center and streamline the Group around 

four core businesses, namely energy, water, waste 

services and communications; 

· to make each of these businesses a global player; 

· to reconcile growth with profitability in order 

to create value more pro-actively, our clear 

commitment being to double net current income 

per share by 2002. 

GERARD MESTRALLET 

C.E.O. AND PRESIl1F~T 


O F THF. E XECUJ 11'1'. BOARD 


We are pursuing this industrial project faithfully, 

rigorously, and with determination. 

The results of the first two years confirm the 

Group's dynamism and potential, and have borne 

out the wisdom of the strategy you chose when you 

approved the merger. 

Suez Lyonnaise des Eaux has accelerated 
its transformation into a truly industrial 
Group. 

In the space of 24 months, the Group has 

definitively divested itself of its banking, financial 

and real estate activities in France. It now retains 

only a stable 21 percent stake in Fortis, Europe's 

tenth largest financial services group. Cross equity 

holdings with Saint-Gobain and Axa have been 

unwound, meanwhile. 



OF THE SUPERVISORY BOARD' 

OF THE EXECUTIVE BOARD 

All of these transactions took place on excellent 

terms. The Group thus now enjoys substantial 

additional leeway, and the capital gains realized have 

boosted its earnings capacity. With 15.5 billion euro 

(FRF 10l.7 billion) in investments and 6.5 bil­

lion euro (FRF 42.6 billion) in asset disposals in the 

past two years, Suez Lyonnaise des Eaux now ranks 

among France's foremost investors. Its cash flow 

3.65 billion euro (FRF 24 billion in the 1998) has 

given it the means to reinforce its industrial 

capabilities. 

Its core businesses now account for 68 percent 

of Group revenues and 73 percent of its capital 

employed. 

Suez Lyonnaise des Eaux has established 
itself as a major worldwide player in its 
private infrastructure services businesses. 

A number of significant acquisitions left their 

mark on 1998, notably BFI's international activities in 

waste services, and Gerasul, southern Brazil's number 

one electricity generator, in the energy sector. 

The Group consolidated its positions in Europe 

and continues to conquer world markets. 

In the energy sector, the Group has become the 

world's number three independent energy producer 

thanks to Tractebel. In Water, Suez Lyonnaise 

des Eaux is intensifying its business development, 

winning several new contracts. The successful 

integration of BFT's assets in 1998 and the 

acquisition in 1999 of the OTTO group, Germany's 

number three operator, have made us the leading 

waste services operator in Europe, Asia, and Latin 

America . 

With a 65 percent increase in international 

operations, the Group's core businesses have again 

confirmed their growth potential. The proportion 

of core businesses' sales generated outside France 

and Belgium rose from 27 percent to 37 percent, 

in line with our 50 percent target set for 2002. 

As a front-rank player in each of its businesses , 

Suez Lyonnaise des Eaux intends to leverage 

its strengths and expertise in order to expand 

in these fast-growing markets, and to take advantage 

of the trend to outsourcing of municipal services 

to specialist operators. 

Finally, Groupe GTM continued to build up its 

concession operating and services activities relative 

to its construction business, achieving first-class 

results in the process. It thus confirmed its robust 

profitability and strong international presence. 

1998 earnings significantly exceeded 
our forecasts, confirming the performance 
and profitability targets set at the time of 
the merger. 

This earnings performance points to strong 

future growth . At one billion euro (FRF 6.6 billion), 

net income, Group share, has been multiplied by 

three in two years. Net current income, the Group's 

key indicator, has grown by 25 percent in 1998 

to 763 million euro (FRF 5 billion), having risen by 

50 percent in the past two years. 
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" The resu Its of t he f i rst two yea rs 


confirm the Gro up1s vitality and potential, 


and the wisdom of the strategy 


you voted for when approving t he merge !'. " 


We are fully confident in the solidity of these 

prospects. Visibility over the next 1:\"'0 years is 

strong, thanks to recurring earnings in our core 

businesses and capital gains from disposals already 

concluded. 

Profitability and value creation are our 
priorities. 

'vVe confirm our target of doubling net current 

income per share to 8.54 euro (FRF 56) by 2002. 

As pledged in 1997, we now have in place a series 

of indicators to analyze Group profitability. 

The overriding criterion is return on capital 

employed after tax, our medium-term objectives 

being to exceed the weighted average cost of capital 

plus three percentage points . This objective 

has indeed been incorporated into the formula 

used to calculate the remuneration of the Group's 

top managemen t. 

Our clearly-stated ambition is to turn our 

Group into one the market's top performers, a truly 

global Group in terms of its 'workforce, its markets, 

and its culture; to create a more coherent, more 

mobile and more dynamic Group, built upon 

a powerful, profitable presence in Europe. 

We have reorganized our businesses in order to 

strengthen them. 

In the Energy sector, the Group is preparing for 

market liberalization and radical changes impending 

in Europe, the United States and Latin America . The 

disposal of Elyo to SGB marked the first stage in tJ~e 
construction of a unified energy arm with Tractebel 

as its industrial focal point, in a drive to build a 

world-class energy business. That is our major 

industrial project for the coming months, as "\Ie start 

to create an operation covering the spectrum of 

electricity, gas, and heating technologies. 

In the Water sector, our know-how lies in the 

management and operation of large-scale integrated 

drinking water distribution and waste water 

treatment systems. \II/e intend to consolidate our 

world leadership in this industry. 

In Waste Services , we have achieved our stated 

aims of growth and profitability. 

In Communications, the Group is now the 

leading shareholder of TPS. It is accompanying the 

vigorous development of M6, and is positioning 

Lyonnaise Cable on the new digital and multimedia 

markets. 

We have organized the Group along more 
forceful lines, worl<ing through more tightly­
Imit management teams. 

Training, human resources management, and 

new, more modern , more international working 

methods ... we have set in motion several programs 

to ada pt the Group rapidly and effectively to 

globalization and the new demands made by its 

markets . For example, \,ve have set up an international 

university, to provide training of a standard and 

dimension to match our ambitions. 



" Vis ibility over the next two yeal's 

is st l'on9, thanks to recurr ing earnings 

in OUI' core busi nesses and cap ital gains 

from disposa ls al ready concluded. " 

We wanted to bring the interests of our 
employees and shareholders full into line by 
giving our staff a stronger stal<e in the develop­
ment of the Group, through our employee 
shareownership plans. 

Suez Lyonnaise des Eaux also completed its 

reviev" of its values this year. Professionalism, 

partnership, teamwork, value creation, protecting 

the environment, and ethics: those are the 6 values 

that unite our 201 ,000 employees around the 

"vorld , and to which they are committed. 

At the dawn of the 21st century, Suez Lyonnaise 

des Eaux was born with high ambitions, namely to 

imagine, finance , build and operate what is at the 
heart of humans' most fundamental needs the 
world over. 

JI 


Designing rational, efficient energy systems, 

supplying water to all, managing urban waste 

services while respecting the environment those are 

some of the major challenges facing businesses and 

local governments. The Group has the skills and the 

resources to meet those challenges. Each of its 

employees is well aware of this ambition and strives 

to earn the confidence, customers and shareholders 

have placed in him or her. 

VVe hereby renew our pledge to work for these 

objectives. 

Very sincerely yours. 

' /'\ 

r~~ -
JEROME MONDO GERARD MESTRAlLET 
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CORPORAl GOVERNANCE 

Suez Lyonnaise des Eaux rigorously and vigilantly applies the principles of corporate 

governance. In addition to the necessary compliance with the rules laid down 

by the financial marl<ets supervisory authorities, the Group is careful to respect each 

of its shareholders, seel<ing to provide full and clear disclosure of all relevant information. 

SUPERVISORY 

Jerome MONOD 
68, Chairman of the Supervisory 

Board, Chairman of the Board 

(1997-2001). 

French. 


Jean GANDOIS 
68, Vice Chairman of 

the Supervisory Board, 

Former President of the CN PF 

(French employers' confederation). 

Vice Chairman of the Board 

(1997 -2001). 

French. 


Gerhard CROMME(l) 
55, Chairman of the Executive 

Board, THYSSEN I(RUPP AG 

(1997-2001). 

German. 


Et ienne DAVIGNON 
66, Chairman, 
SOCIETE GENERALE DE 
BELGIQUE (1997-2001) . 
Belgian . 

BOARD 

Paul DESMARAIS Jr(l) 
44, Chairman of the Board 
and Co-Chief Executive, 
POWER CORPORATION 
OF CANADA (1998-2001). 
Canadian. 

Reto DOMEN ICONJ(l) 
62, Former Executive Vice 

President, N ESTLE SA 

(1997 -2001). 

Swi ss. 


lucien DOUROUX 
65, Chief Executive Officer, 

CAISSE NATIONALE DE 

CREDIT AGRICOLE 

(1997-2001). 

French. 


Jean DROMER (t) 
69, Chairman, 

Fondation de France 

(1997-1998) . 

French. 


Pierre FAURRE 
56, Chairman, SAG EM 
(1997-2001) . 
French 

Ricardo FORNESA RIBO 
67, Chairman, SOCIEDAD 
GENERAL DE AGUAS DE 
BARCELONA SA (1997-2001). 
Span ish. 

Albert FRERE (Z) (3) 

72, Chairman, 
GROUPE BRUXELLES 
LAMBERT (1997-1999). 
Belgian. 

Frederick HOLLIDAY 
63, Chairman, NORTHUMBRIAN 
WATER GROUP (1997-2001). 
British. 

Philippe JAFFRE(l ) 
53, Chairman and Chief 
Executive Officer ELF 
AQUITAINE (1997-2001). 
French. 

From left to righ t: Front rOV; : Lucien Douroux, Jean Gandois, Jerome Monod, Albert Frere, Jean Syrota. Middle row: Cl aude Pierre­
Brossolelle, Jean Peyrelevade, Etienne Davignon, Freder ick Holliday, Gerhard Cromme. ~ Reto Domeniconi, Jacques Laga rde, 
Pierre Faurre, Bernard Mirat, Philippe MaiN. ~ Paul Desma rai s Jr. , Ricardo For nesa-Ribo, Philippe Jaffre, An dre Jarrosson. 

Andre JARROSSON 
68, Honorary Chairman, 
Groupe GTM (19971-2001). 
French. 

Jacques LAGARDE(l) 
60, Adviser to the Chairman, 

THE GILLETTE COMPANY 

(1997-2001). 

French . 


Philippe MALET(2) 
73, Honoral'y Chairman, 

COMPAGNIE DES SALINS DU 

MIDI ET DES SALINES DE L'EST 


(1997-1999). 

French. 


Bernard MIRAT(l) (2) 


71, Former Deputy Chairman 

and CEO, SOCIETE DES 

BOURSES FRAN~AISES 


(1997-1999). French. 


Jean PEYRELEVADE 
59, Chair man, 
CREDIT LYONNAIS 
(1997-2001) . 
French. 

Claude PIERRE-BROSSOLETIE(2) 
70, Chairman, 

CAISSE DE REFINANCEMENT 

HYPOTHECAIRE (1997-2000). 

French 


Jean SYROTA 
61, Chairman, 
COGEMA (1997-2001). 
French. 

Patrick Billioud is Secretary 
to both the Supervi sory Board 
and the Executive Board. 

(1 ) Independen t member: 
unsal ar ied, be ing neither 
an offi cr r 01 Suez i.yonnaise 
des Eaux nO r of a Group compa ny, 
nor li nked to one Or more 
signil icant shareholders Or Cli stomary 
partners of the Group or 01 a Group 
company. 

(21 Having due regard to the 
statulory age lim it, the statutory 
limit of a term being 4 years. 

(3) Mandate to be put fo rwa rd for 
renewal 1999. 
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The 20-member Supervisory Board is designated by the 


Shareholders' General Meeting and met 6 times in 1998. 


The Supervisory Board of Suez Lyonnaise des Eau x is one of 


the most international in Europe, with 7 non-French members. 


Six out of the 20 members are "i ndependent" (1). 


The company by laws require each member of the Supervisory 


Board to hold at least 400 shares. A total of 523,662 euro 


(FRF 3,435,000) was paid in Directors' fees in 1998 to members 


of the Supervisory Board and of the three sub-committees. 


The Supervisory Board has established three sub-committees: 


Audit, Ethics, Nomination and Compensation. You may consult 


the reports of Committees of the Supervisory Board on page 154. 


BOARD SUB-COMMITTEES : 

The Audit Committee, chaired by Claude Pierre-BI·ossolette, 

met 3 times in 1998. The Suez Lyonnaise des Eau x Audit 

EXECUTIVE 

Appointed for 4 years, 

the 3-member Executive Board 

consists of: 

Gerard MESTRALLET, 
President of the Executive 

Board 

Philippe BRONGNIART, 
Member of the Executive Board 

Fran~ois JACLOT, 
Member of the Executive Board 

STAFF MANAGERS 

Valerie BERNIS: 
Senior Vice President, Financial 

Communications 

Thie.rry CHAMBOLLE ; 
Senior Vice President, 

Environment and Technology 

Alain FABRY; 
Senior Vice President, 

International Affairs 

Dominique FORTIN : 
Senior Vice President, Human 

Resou rces 

Didier RETAil: 
Senior Vice President, Finance 

Gerard LAMARCHE; 
Senior Vice President, Strategic 

Planning and Control 

BOARD 


I 


Committee performs two main functions. The first is to submit 

the half-yearly and annual financial statements to detailed 

scrutiny in order to enlighten the Supervisory Board as to their 

content and their presentation to the public. The second is to 

be apprised of internal and external control procedures, in 

order to ensure that they appropriately cover all areas at risk . 

The Ethics Committee, chai red by Jacques Lagarde, met 

4 times in the course of the year. It enforces compliance with 

the individual and collective values that underpin the activities 

of the Group, and the rules of conduct which each individual 

employee is requi red to apply. 

The Nomination and Compensation Committee, chaired by 

Jean Gandois, met twice in 1998. It submits recommendations 

to the Supervisory Board regarding the nomination and 

remuneration of members of the Supervisory Boal·d and the 

Executive Board. 

Gerard Meslrallel Philippe Brangniarl Fran~ais Jaclal 

Jacques LAMBERT; 
Senior Vice President, Corporate 

Sales 

Vincent de LA VAISSIERE: 
Senior Vice President, Corporate 

Communications 

Philippe de MARGERIE ; 
Vice PreSident, General Counsel 

Henry MASSON : 
Senior Vice President, Corporate 

Internal Audit 

Jean-Pierre STANDAERT: 
Senior Vice President 

Legal and Tax 

MANAGEMENT OF DI RECT 

Michel BLEITRACH: 
Chairman and Chief Executive 

Officer, Elyo 

Jean-Louis BRAULT: 
Chairman and Chief Executive, 

Officer, Groupe GTM 

Alain HELLEQUIN : 
Chairman and Chief Executive 

Officer, Lyonnai se Cable 

Christian MAURIN: 
Chairman and Chief Executive 

Officer, Degremont 

Xavier MORENO: 
Chairman and Chief Executive 

Officer, Suez Industrie 

Bernard PRADES, 
Executive Vice President, 

assisted by Valerie Alain, 

Director Corporate Relations 

Patrlel< BUFFET, 
Executive Vice President , 

responsible for Strategy and 

Development 

Valerie BERNIS , 
Special Advisor to the 

President of the Executive 

Board 

SUBS I DIAR I ES 

Christine MORIN-POSTEL: 
Chief Executive Officer, Chairman 

of the Management Committee, 

SGB 

Gerard PAYEN: 
Executive Vice President, 


Water Division 


Jacques PETRY: 
Executive Vice President Sita 
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SHAREHOLDERS· DIARY 


There were 147.7 million Suez Lyonnaise des Eaux shares in issue at December 31, 1998, 
at a price of 175 euro (FRF 1,148). The public float represents 68 percent 
of the shares, and the average daily trading volume on the Paris Bourse was 
430,000 shares. The Group's marl<et capitalization exceeded 26.5 billion euro 
(FRF 174 billion) on April 6, 1999, when the price stood at 179.5 euro (FRF 1,177). 
The share price has gained 108 percent since the merger. 

SHARE PRICE 
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Suez LyonnJise des Eaux's shJre price has followed In upward 

trend since the merger. apprecia ting lOS percent. versus a 

57 percent rise in the CAe 40 index of leading French stocks over 

the same period (19/06/1997 to 0610411999), Suez Lyonnaisc 

des Eaux was the fifth-best performing share in 1998, 

The share price rise was attrib utable to a series of major 

developmen ts accom pi ished by the Grou p in 1995. as 

announced at the time of the merger in June 1997, These 

developments comprised recentering on the energy. water. 

waste services and communications businesses; accelerat ing 

the pace of international development; and improving 

eilrnings in eJch of the Group's businesses, 

As a defensive grO\vth stock. Suez Lyonna ise des Eaux has 

successfully weathered the recent bouts of stock market 

instability. confirming the fa vorab le view taken of it by the 

markets , 

SHARE DATA 

• Suez Lyonnaisc des Eaux shares are listed in: 

Paris (mon thly settlement market). Brussels. Geneva, 

Luxembourg, It is also traded on the Mone p (Paris traded 

options market), 

Sicovalll ticker: 12052 

Reu ter ti cker : LYOEPA 

Bloomberq t icker: LY FP 

• Suez Lyoonaise des Eaux and EURO STOXX 

Suez Lyonnaise des Eaux forms part of the Dow Jones EURO 

S l'C)G'{ index, the broad euro index of 320 large cap stocks 

selected throughout the euro zone. ranking second in the 

"Util ities" subdivision. 

• 1998 dividend 

A dividend of 2,70 euro (FRF 17.71 ) per share, milking a gross 

dividend of 4,05 euro (FRF 2656) including tax credit, up IS 

percent over the previous year' s dividend. will be proposed to 

the General Meeting of Shareholders on Mal' 2S'h. 1999. 

Our commitments 

• To double net current income per share in 5 years to 8,54 euros (FRF 56) per share in 2002 . 

• To distribute a net dividend (excluding tax credit) representing between 40 and 50 percent of Group net income, 



STOCI( MARI{ET DATA 

1998 199 7 

P"ice at 31/12 175 euro FRF 1, 148 101.5 euro FRF 666 

Number of sllares in issue at 31/12 147,767,737 126,235,772 

Market capitali zation at 31/12 26 bil lion FRF 170 bi llion 13 billion FRF 84 billion 

ellro euro 

Consolidated net Income per share 7.4 furo 48.6 FR F 4.9 CUI'O FRF 32.3 

Net dividend 2,70 euro 17.7 FR F 2,29 euro FRF 15.0 

Gross dividend 4,05 euro 26.6 FRF 3.43 euro FRF 22. 5 

Tota l yield 2,31 percent 3 .38 pe t'cent 

• Per share data 

P;:n val ue: 10 elll'os 

NIJmber of shares in issue at December 31, 1998: 147,767,737 

Group net current income: 5.6 euros (FRF 3686) 

Group net Income per share: 7. 4 euros (F RF 4861) 

SHAREOWNERSHIP AT 29/01/1999 


SHAREOWNERSHIP 

France 4b% 

Belgium 18% 

Rest of world 3b% 

French ions 36% 

1% 

French individual investors 9% 

Belgian individual investors 4% 

Foreign corporations 50% 

A WIDE DIVERSITY OF INDIVIDUAL 
SHAREHOLDERS 
Because of its position and outlook, Sue7. Lyonnaise des 
Eaux's shares attract a wide diversity of investors . 
Its 300,000 individual shareholders hold nea rly 13 percent 
of its capital, representing an investment of more than 
3.36 billion euro (FRF 22 billion), 
• Average holding: : 52.41 shares, representing an average line 
of 9,507.20 euro (FRF 62,363), a ri se of 58,1 percen t over the 
average holding in 1997. 

• Geographic location: 67 percent of shareho lders live in th.: 
provinces. 

• Sex: 44 percent of shareholders are male, 32 percent female, 
and 24 percent hav.: joint accounts. 

• Representativeness of French shareownership: the 
Group's French shareowncrship has two origins (stemming 
from privatization in the Cdse of Compagnie de Sue/., and 
Lyonnaise des Eaux's status as a blue-chip stock handed 
down from generation to generation ). Consequently, the 
Group's individual shareholders cover 8 wide variety of 
profiles, comprising small investors (30 percen t hold fewer 
than II shares) and holders of larger portfol ios (11 percent 
hold mOre thCln 100 shares, representing a line exceeding 
19,400 euro or FRF 127,000. 

According to a surve), by La Tribunc/Sofres in July 1998 on a 
represen tative sample of 511 individ ual shareholders: 
·47 percent of them intend to hold onto their Suez Lyonnaise 

des Eaux shClres; 
·45 percent want to buy Suez Lyonnaise des Eaux shares, 
· 8 percen t plan to sell. 

They view Su ez Lyonnaise des Eaux as an attractive 
investmen t: 

·30 percent consider the company's high protlle is its main 
asset, 

· 18 percent think its profitability and ea rnings make it a so lid 
group, 

· 15 percent appreciate its gwwth potential. 

""" IJ L\lh , Al- L~I " I ~t .. 

http:9,507.20


CREATING VALUE 

Together with recentering, growth and development, value 


creation has been a priority right from the birth of Suez 


Lyonnaise des Eaux. 


It is an integral part of the Group culture. Today, it is a state 


of mind shared throughout all Group subsidiaries. 


It guides the Executive Board in its strategic decisions, 


and shapes the efforts of every member of Group personnel. 


Each ),ear, in Junc, each 

subsid iar)' d rmvs up its own 

fi ve-yectr plan. This is whcn 

the)' reaffirm their growth 

strategy and spell out how 

they intend to achie ve their 

goals. The aim of each plan 

is to increase the subsid iary's 

contribution to Group ea rn­

ings and optimi ze its use of 

resources. 

The medium-term plans 

dr(1wn up by the subsidiaries 

are then synthesized in th e 

action plans for each operat­

ing divi sion. 

At the beginning of each 

year divisional managers 

define a target for return on 

capital employed (ROCE) 

in consultation with the 

Executive Board, and the 

Group has put in place a 

system of remuneration 

indexed on how successful 

these managers are in 

achieving their targets. 

Similar systems are gra­

dually being introduced in 

the various subsidiaries. 

At the same time, the 

number of beneficiaries of 

the stock options program 

was expanded in 1998. 

Divisional manage rs th us 

have a st<1ke in results along­

side the Executive Board , and 

this is allowing shareholders 

in Suez Lyonnaise des Eaux 

to rea p the full benefits of the 

Group 's policy of recentering 

on its core businesses. 

The outcome of this approach 

was a 12.3 percen t return on 

equity in 1998, compared with 

8.5 percent in 1997. Group net 

current income, mean while, 

8dva nced 25 percent, with a 15 

percent rise on a per share 

basis. This pace of growth is 

consistent with th e Group's 

goa l of doubling this figure 

over the period 1997-2002. 

'''lith recentering practically 

completed , the Group is now 

co ncen trating on faster, 

profitable growth in its core 

businesses, as ill ustra ted by 

the acquisition by Sita of 

BFT's non-North American 

operations, and those of 

Gerasul by Tractebel. 

The challenge to Suez 

Lyonnaise des Eaux and to 

each of its subsidiaries is to 

combine rapid growth with 

value creation, and to do so in 

businesses characterized by 

long payback times on 

investments made today. 

The key to the Gro up's 

capacity to create value fo r 

its sharehold ers li es in its 

pledge to: 

maintain its pol icy of 

improvin g margins an d 

op timize returns on capital 

employed, 

. select investments rigorously, 

preserve its finan cial flexi­

bility thanks to a strong 

balance sheet, leaving the 

Group free to seize all 

investment opportunities if 

the y are benefi cial to 

shareholders. 

Improving operating 
margins and 
optimizing returns on 
capital employed 
T he Group pursued its 

efforts to improve its 

operati ng margins in '1998. 

In the wa ter sector, in 

France, a cost-cutting and 

purchasing opt imiza tion 

program was la unched 

which is expected to achieve 

gross annual savings of 

aro und FRF 400 million 

by 2002. 

[n Europe, in the waste 

services sector, Sita is seeking 

to achieve it gross operating 

margin of FRF 200 milli on 

by 2000, by maximizing 

synergy between the former 

BFI units and its own 

subsidiari es. 

Other action plans have been 

im p lemented conc urren til' 

in the wa ter sector in Britain 

Jnd Argentina, and in elec­

tricity in Belgium. 

The Group's approach 
to investment 
selection 
Rigorous selection of invest­

ment projects is the share­

holder's best guaran tee of an 

ap preciating investment in 

Suez Lyonnaise des Eaux. 

The inves tment sel ect io n 

com mittee, which is chaired 

by th e Executive Board , 

ap proves a new project only 

after it has assured itself that 

the expected return is 

commensurate with the 

resources invested and a 

global assessment of the 

attendan t risks. 

The "shareholder's targe t 

rate of return" takes account 
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RETURN NOPAy(l) . CAPITAL 

ON CAPITAL (in euro billion) EMPLOYED 

EMPLOYED 1998 (in eurg billion) 

10% Core businesses 2.11 21.04 

10.8% Energy 1.3 2 12.20 

9% Water 0.56 6.25 

10.9% Waste service 0.27 2.4 4 

na Comm unications (0.04) O.J 5 

7.5% Other businesses 0.57 7.62 

9% of wh ich Constl'uction 0. 14 1. 50 

9.3% Group total 2.68 28.66 

<11 NOPtlT : Net Operati ng Profit After Tax 

I 

Thanks to recentering, 73 percent of capital employed in 1998 
was concentrated on the core businesses. 

Waler 21 .8% 


Waste services 8.5% 


Communications 0.5% 


Construction 5.2% 


Financ ia l services 10.2% 


Energy 42 .&% 

of the cost of the fund s 

aJiocated by the Group to th e 

project and the premiums 

required to remunerate the 

country risk, additional risks 

associated with the planned 

debt le verage, and any 

gua rantees that the Gro up 

may be required to give. 

The Exec utive Board further 

seeks to spread its geo­

grap hic risks and the ca pital 

committed by the Group 

am ong its different busi­

nesses. It also hedges its 

investments aga inst currency 

risk wherever necessary. 

This responsibility is shared 

not only by each of the 

members of the Executive 

Board, but also by each 

project leader. 

O nce a project ha s been 

se lected , it is included in 

the budget for the follow­

ing year, and the compen­

sa tion package of the 

manager concerned is ad­

justed accordingly. 

Finally, the Group regularly 

monitors its interna tional 

projects to ens ure that 

expec ted cont ributions to 

ea rnings, and the planned 

o ptimi za tion of Gro up 

resources upon which th e 

decision was made, effec ­

tively materi al ize within the 

stipulated time fram e. 

Preserving adequate 
financial flexibility 
With a debt- equity ratio of 

59 percent, Suez Lyonnaise 

des Eaux has the leeway it 

needs to take advantage of 

new investment opportu­

niti es in its core businesses. 

At the same time, however, 

the structure of this debt has 

altered substantially: thanks 

to its policy of recentering, 

the Group has significan tly 

reduced the debt of its main 

companies, repaying high 

interest bank loa ns. 

Converse ly, the subsidiar ies 

have optimized their balance 

sheets in order to close the 

ga p between their debt and 

their cash flow. 

The Group has increasingly 

sought to replace "corporate" 

debt by "project" deb t. 

The decision to ca lJ the 

6.5 percent 1990 conver tibl e 

bonds was one ou tcome 

of this reasoning. The sche­

duled launch of a new zero 

coupon FRF 5.2 billion bond 

issue co nvertible into AXA 

shares will further lower the 

Gro up 's cost of capital. 

At the same time as making 

its public exchange offer for 

SGB, the Group ret ired the 

securities released by th e 

unw indin g of its cross­

shareh olding with Saint­

Gobain. This two-way 

transact ion helped to boost 

the accretive impact of the 

opera tion for holders of 

Suez Lyonnaise des Eaux 

shares. 

Finally, the Group's policy of 

repurchasing and retiring its 

shares has provided it with 

the wherewi thal to optimize 

its profitability and boost its 

earnings per share. 

To conclude, this strategy has 

placed the Group in a 

position to pursue its drive to 

maximize its re turn on 

capital employed in it<; core 

businesses. 

Today, these core businesses 

are generating rates of return 

of between 9 and 11 percent, 

yieldi ng an average rate of 

return for the Gro up of 10 

percent, which exceeds its 

weighted ave rage cost of 

capital. 

In pursuit of faster external 

grow th , Suez Lyonnaise 

des Eaux is confident in 

its capacity to en hance 

sh areho lder va lue, and 

has set it self the target 

of exceeding its average cost 

of capita l by 3 percent. 

'UI' I .YU".~Alq IJl ~ I \U\ 
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SUEZ LVONNAISE DES EAUX 
( v FIGURES 

A profitable strategy, now proving successful beyond its original commitments. 

This strategts three I(ey goals in 1998 were: growth, recentering, and value creation. 


Growth: revenues in our core business were up 17 percent in 1998. 


International revenues grew Vet'y strongly, rising 65 percent to 


8 billion euro (FR F 52.6 billion). 


Recentering: the Group's 4 core businesses now account for 68 percent 


of total revenues, 73 percent of capital employed, and 77 percent of 


EBITDA. 


Value creation: 


- return on capital employed (the benchmark for all investments) in the 


Group's core businesses was 10 percent after tax in 1998. 

- Group net in come has tripled in 3 years, from 0.3 billion euro 

(FRF 2 billion) in 1996 pro forma, to 1 billion euro (FRF 6.6 billio n) 

in 1998. 

SIGNIFICANT REVENUE GROWTH 

Revenues grew 8 percent relative to 1997, totaling 31.36 billion euro 

(FRF 205.7 billion) in 1998. At the same time, the co re businesses 

increased their shal'e of total revenues by 17 percent to 21.4 billion 

euro (FRF 140.5 billion, mainly thanks to the Group's continuing 

international expansion. Core business revenues outside France and 

Belgium rose 65 percent in 1998 and now account for 37 percent of 

total revenues generated by the core businesses (versus 27 percent in 

1997) . These results are in line with the Group's object ive of boosting 

core businesses' international revenues to 50 percent of the total in 

2002. All businesses are achieving significant organic growth, 

pa rticularl y the core businesses, which registered a 6.4 percent advance 

in 1998. 

Geographic breakdown of core business revenues, 1998. 
Total: 21.42 billion euro (FRF 140.5 billion) 

Domestic mar'kets (63%) 

Rest of Europe (21%) - -- ­

North America (4%) 

South America (6%) 

Airi", 

and Middle Cast (2%) 


Asia Pac i fic (4%) 

In L UtO~ 7 .4 1 

4.92 

2. 7 \le I dlvldfnd 

• Nel II1comc per >hal'" 2.29 

1998 

1997 

Another year of dividend growth: +18 percent over 1997. 

Group earnings once more permit a furthet' increase in the dividend fOI' 

1998 to 2.70 euro (FRF 17.7), versus 2.29 euro (FRF 15) in 1997. 

The net payout thus represents 52 pel'cent of Group current net income. 

Core businesses increase their share of total revenues 

In C!Uf::l b;lI ion 31.36 

• Foer'lY 

• Watr,29.039. 76 5.12[I ,",lr" • Waste 5erv'(o,26.41 ~ 12
63% . U Communications14.73 _0.41 

• Conltr JcUun '"[ I "" IJn~;l ~ 0 ", 
4.34 J 01 Othrr!!!l l,Q6 6. 04 
0.32 

- 6 .88 4.07 1998 

A.l ;'! 1997 


1996 

Pro forma 

Total 1998 EBITDA: 6.12 billion euro 

Energy (47 .5%) ---------~ 


Wate r(18.8%) ---- ­

Waste :;ervi ces (10.4%) 


Communications (0.6%) 


Constnrctlon (7.2%) ~,.I' 


Others (15.5%) ---- --' 
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I MPROVED PROFITABILITY AND A STRONG F1NANC IAL 

FLEX IBILIT Y 

EBITDA totaled 6.12 billion euro (FRF 40.2 billion) in 1998, of which 

4.73 billion eul'O (FR F 31.1 billion), or 77 percent, was provided by 

our core businesses. EBITDA in our core bu sinesses rose 9.3 percent 

relative to the previous year. 

Group net income rose 64.3 percent over the year before to 1 billion 

euro (FRF 6.6 billion), having been multiplied by 3.3 in the past two 

years. 

Net current income, meanwhile, advanced 25 percent to 763 million 

euro (FRF 5 billion). On a per share basis, the increase works out to 

15 percent after accounting for the increase in the number of sha res in 

issue (SGB public tender offer, which entailed the issuance of 

25 million shares, and retirement of 4.8 million shares) . 

Group return on equity (ROE) has improved from 8.5 percent in 1997 

to 12.2 percent in 1998. 

The Group's debt-equity ratio was 59 percent at the end of 1998, with 

an interesVEBITDA cover of 7.5. 

INVESTMENT: 15.5 Bl LLI ON EURO (FRF 101. 7 BILLION) 

INVESTED IN 2 YEARS (1997/1998) 
The Group has invested more than 15.5 billion euro (FRF 101.7 billion) 

in the space of 2 years (1997 and 1998). 

Capital expenditures, together with acquisitions and equity investmen ts, 

totaled 10.89 billion euro (FRF 71.4 billion) in 1998. Core businesses 

accounted for nearly 80 percent of thi s figure. 

Of this figure, capital expenditures accounted for 3.15 billion euro 

(FRF 20.7 billion), and acquisitions and equity investments 3.76 billion 

euro (FRF 24.6 billion), plus 3.93 billion euro (FRF 25.8 billion) for 

the SG B publ ic exchange offer. 

At the same time, the Group has continued to se ll off non-strategic 

assets. Disposals over the last two years (including operations begun in 

1998, notably Sofinco and La Henin Vie) total 4.38 billion euro 

(FRF 28.8 billion) . 

Cash flow, excluding the financial sector, totals 3.65 billion euro 

(FRF 24 billion). Core businesses generated 90 percent of this figure. 

Th is serves to finance capital expenditures (investment in plant 

modernization, and in measures to boost productivity and efficiency 

within the Group's industrial operations. 

ALL SUEZ LYONNAlSE DES EAUX FINANCIAL INFORMATI ON IS 
A VALLA BLE 0 N: http://www. finance .suel -Iyonnaise.com 

Group net income tripled in 3 years 

in eut"Q billion 1.00 

0.76 

0.61 

0.52 

0.30 

1998 1998 
1997 1997 

1996 1996 

Group ,urr.nt Group net income 
net income 

Standard & Poor's rating 
Suez Lyonnai se des Eaux's short-term paper is rated A-I by Standard & Poor's, 

and its long term bonds are rated A+, by virtue of its "s trong positi ons 

in severa l high cash-flow markets and its solid balance sheet". These rates are 

for its "strong pOSitions in several high cash flow markets and its solid 

balance sheet". 

1997 and 1998 investment: 15 billion euro* (FRF 101.7 billion) 

in euro bill ion 10.9 

--+ SGB publi c exchange offer 

4.4 3.a --+ of whi ch: BFl, Gerasul 

4.6 
Acquisit ions 

1.6 • c.' pi tal expendltllra 

• Disposals 

1998 

1997 • including opera ti ons now in the pipeline 

Substantial cash flow helping to finance the Group's 
vigorous growth 

In etJl'O bi ll io' 3.65 

3.60 3.15 
Capital expenditure 

3.39 3.00 

• Casfl flow 
(excil idinq financia l sector) 

2.27 
1998 

1997 

1996 

Pro forma 

:---;,;0 !H'N""I ;t [If i::.J.ll:< 

http:i::.J.ll
http:Iyonnaise.com
http://www.finance.suel
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SIGNIFICANT EVEN s 


Suez Lyonnaise des Eaux 

continues to implement 

the strategy defined in 

1997, the year of the 

merger between Suez and 

Lyonnaise des Eaux: 

streamlining, improving 

profitability, and 

internationalizing its core 

businesses. 

Recentering, streamlining, 

and profitability 

January 

• Disposal of Suez Industrie's 

27.7 percent shareholding in Prat 

Edit ions. 

• Disposa l of residual 24.4 percent 

shareholding in SEV 

April 

• Public buyback tender offer for Elyo. 

• Disposa l of 100 percent shareholding 

in Banque Sofinco to Credit Agricole 

lndosuez in I:\.,TO stages (70 percent in 

1999 and 30 percent in 2000). 

• Disposal of 3 office build ings, 

including former NlvlPP headquarters. 

May 

• Unwinding of cross shareholding 

with Sa int-Gobain and an nouncement 

of retirement of 6.2 million Suez 

Lyonnaise des Ea ux sbares. 

• Public exc hange offer by Suez 

Lyonnaise des Eaux fo r Societe 

Generale de Belgique, and public 

exchange offer by Fortis AG for 

General e de Banque. 

June 

• Disposa l of IS1vl by Credi suez. 

• Disposa l of Societe Hoteli ere 

"Les Domaines du Soleil" by 

Credisuez. 

July 

• DisposaJ by SGB of 55 percen t 

shareholding in Recticel. 

• Disposal of Banque La Henin 

Epargne Credit by Credisuez. 

September 

• Disposal of la Fonciere de J' Arcade 

by Credisu ez. 

October 

• Lyo nnaise Cable disposes of its 

minority shareholdings in spec ial 

interest channels. 

• Retirement of 4.8 million Suez 

Lyonnaise des Eaux shares out of the 

6. 2 million announced. 

December 

• Early redemption of Suez Lyonnaise 

des Ea ux 6.5 percent June 1990/ 

January 2000 convertible bonds. 

January 1999 

• Disposa l of La Hen in Vi e. 

• Elyo Group restructures territorial 

orga ni zation in France. 

April 

• SG B acquires Suez Lyonnaise 

des Ea ux's entire shareholding 

(100 percent) in Elyo. 
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Core businesses pursued their international 
development 

ENE RGY 

January 

• Trigen (54.4 percent subsidiary of 

Elyo) takes over Pow'er Sources Inc 

(PSI), acquiring biomass ex pertise, 

• Tractebel acquires electric power 

stations in Massachusetts, New Jersey, 

and California (640MW ), 

february 

• Lu xembourg: Electrabel wins contract 

to build and operate a 350MW 

combined gas-s team turbine electric 

power station at Esch-sur-Alzette, 

April 

• Portugal: Elyo inaugurates 

trigenerat ion power stati on at the site 

of the Lisbon World FaiL 

May 

• Tractebel and Electrebel acq uire 

Scandic Energy, an energy trading 

company in Norway and Sweden , 

August 

• Tractebel signes concession project 

for the Ca na Brava hydroelectric power 

station in Brazil (450MW, 35 years, 

start -up date: 2002), 

In 1998, Tractebel acquired a 68 percent 

shareholding in Gerasul, the largest electricity 

producer in Southern Brazil. 

Elyo built a trigeneration plant for the last 

Universal Exposition of the century, in Lisbon 

(Portugal), 

September 

• Brazil: Tractebel acquires a majo ri ty 

shareholding in electric power 

producer Gerasul (4,628MW), 

• Poland: El yo signs 12- )Tear contrac t 

to design, upgrade, operate hea ting 

plants for the City o f Poznan, 

November 

• Mexico: Tractebel wi ns 30-year 

renewable concession to d istribute 

natural gas in the Queretaro region, 

• Elyo acq uires 75 percent contro ll ing 

interes t in Petrol Company, an energy 

management operato r on the Italian 

market 

January 1999 

• Tractebel rai ses its shareholding in 

Gerasul , Brazil (68 percent ), 

WATER 

January 

• United \"'ater Services signs waste water 

trea tment contract wi th Milwau kee, 

USA (28 municipal governments, 

1.2 million inh abitants, 10 yea rs), 

• Degremont world no , 1 in membrane 

ultrafiltration, signs contract with City 

of Del Rio (Texas, USA) to build an 

ult rafi ltration plant; new drinking 

Ivater plant fo r La usanne (Swi tzerl and), 

March 

• Lyonnaise des Ea ux es tablishes global 

wa ter technology research and 

development network : 2 new resea rch 

centers established in the United 

Kingdom (NITRC) and Asia Pacific 

(ASTRAN), 

• China : Lyonnaise des Faux wins 

contract to su pply water to the Ci ty 

of Zhongshan: extension work and 

operati on of 2 drinking wa ter 

production plants for 22 years, 

• San Antonio (Texas, USA): United 

Water Services signs lO- yea r contract 

to build and operate a drinking water 

plant us ing ultrafilt ra tion technology. 

April 

• Degremont acqu ires water trea tment 

specialist Hager + Elsasser in Germany­

This company notably specializes in 

ult ra pure water for the microelectronics 

and pharmaceutica l industries, 

• Malaysia: Degremont wins contract 

to build the KOla Tingg i sta tion to 

suppl y drin king water to Singapore, 

~lHJ J Y'C ' ..... HI '.1 III." J\II "<! 



May 

• R0 l118nia: 25 -ycar BOT (Bui ld , 

Operate, Transfer) co ntr8ct with 

Bucharest, to build and operate it wa ter 

treatment plant (1 milli on inhabitants). 

• Indonesia: I.yonnaise des Eaux 

acquires 100 percent of CDS, which 

manages rhe water supply for western 

Jakarta . 

June 

• United Wa ter Services wins IO -)rea r 

waste \-I'a ter management contract for 

the City of Gary, !nd ian a (USA) 

• Aeroport de Paris (Paris Airport 

Authorit),) awards contracts to build 

and operate the Roiss),-Charles-de­

G:llI ll e airport rainwater trea tm ent 

plant to a consortium consisting of 

Lyonn aise des Eaux , Degremont, 

Gro upe GTM and Safege. 

• Gnited States: Degremont wins 

two sludge incinerat ion contrac ts 

for Northwest Bergen County 

( ~ew lersey) and Cincinnat i (Ohio). 

July 

• Degremont wins 9-),e8 r renewal 

of con trac t to operate the sludge 

treatmen t plant for ;vl arseiJles 

(Fra nce ). 

• Slovenia: L),onna ise des Eaux and 

Degrell10nt sign con tract to build 

and ope rate 3 waste water treatment' 

station at Maribor (150,000 inhabitants) 

for 25 years. 

Scale mode l of Cai ro's future waste water 
treatment plant (Gabal el Asfar). 

September 

• Uzbekistan: Degremont and Safege 

sign contract to supply wa ter 

trea tment equipment to th e 

Sam8rka nd \>\',Her Company 

(400,000 inhabitants). 

• Hungary: Suez L)'onnaise des Eaux 

completes financing of acquisition of 

25 percent shareholding th e Budapest 

\Vater Co mpany. 

• China: Suez Lyonnaise des Eaux 

opens representa tive office in Beijing. 

• China: signature of contract for 

construction by Degremont of a was te 

water trea tment plant for Shanghai. 

October 

• A USD 155 million investment 

compan), (LYLAW: Lyonnaise Latin 

America Water Corporation) formed 

with a pool of financial partners, 

to provide joint equity finance for 

the Group's Latin American projects 

in the production, treatment and 

distribution of wa ter. 

• Suez L),onnaise des Eaux and Agbar 

incre8sed their shareh olding in Aguas 

Argent inas, Aguas de Santa Fe, and 

Aguas Cordobesas. 

• lvlex ico: Degremon t activ<Jted 

the Ciudad juarez BOT (b uild, 

operate, transfe r) contract 

fo r the construction and operation 

of two municipal waste wa ter 

treatment plants. 

November 

• Atlanta (USA) : United Wa ter Services 

(a 50/50 subsidiary of Suez Lyonnaise 

des Eaux and United Water Resources) 

won the biggest-ever delegated 

management drinking water contract 

signed in the United States (20 yea rs, 

1.5 million inhabitants). 

December 

• Egyp t: Degremont won the contract 

to build phase 3 of the Gabal cl Astin 

waste water treatment plant for the 

Cairo con urbati on. 

January 1999 

• Ital),: Suez Lyonnaise des Eaux won 

a 25-year contract to manage water 

supplies and waste wa ter treatment 

for Mezzo (3 syndica te of 

27 munici pal govefl1ments in Tuscany; 

350,000 inhabita nts ) 

• Jordan: Lyonnaise des Eaux won 

a 4-yea r contrac t water managemen t 

and treatment contract for Amman 

(16 million inhabit8nts, with World 

Bank financing). 

April 1999 

• Chin a: Suez L)'onnaise des Eaux Ivo n 

two new wa ter contracts for \>\fanzhou 

and Changtu (plants to be built by 

Degremont; Suez L)'onnaise des Eaux 

to operate them for 30 years). 

WASTE SERVICES 

February 

• Signature of definitive contract to 

acquire all Browning-Ferris Industri es 

(BFT) operations outsid e North 

America by Sita, representing a toral 

inves tment of FRF 1.26 billion eufO 

(FR F8.25 billion ) 

The shareholders of Si ta are Suez 

Lyonnaise des Ea ux (5 1. 5 percent), 

BF! (19.2 percent), and the genera l 

public (29.3 percent"). Sita is thus now 

the leading waste serv ices company in 

Europe, Latin America , and Asia. 

The operation has allowed Sita to 

Jchieve critical mass in Germany and 

the Netherlands. 



May 

• Disposal to Faune of Sita's 49 percent 

shareholding in Grange SA, France's 

no. I manufac turer of domestic refuse 

trucks. 

August 

• Grea t Britilin: Tr8ctebel acquired A&J 

Bull, one of the largest waste services 

contractors in London . 

December 

• The waste serv ices activities of North­

umbrian Envi ronment M8nagement 

(NEM ), a subsidiary of Northumbrian 

Water Group (1\.f'I'VG), were merged with 

those of Sita Holding UK. 

The merger of the activities of NEM with those 

of Sita Holding confirmed Sita's no. 1 ranking 

on the UK waste services marl<et (shown here, 

waste services worl<ers in Bristol). 

March 1999 

" Sita holds 100 percent of the German 

OED Group. 

COMMUNICATIONS 

Lyonnaise Cable acquires 11 Absat 

channels for broadcilsting on its own 

network. 

y 

The Mediametrie Audicabsat ratings 

ranked Cinestar, Cinetoile and 

Teletoon, broadcast by TPS, top of 

their respective theme-based channel 

Ciltegories (in cumulative audiences). 

Suez Lyonnaise des Eaux strengthened 

its communications sector 

organization. Alain Hellequin was 

named Cha irman and CEO of 

Lyonnaise Cable il nd Senior Vice 

President of Suez Lyonnaise des Eaux, 

Multimedia and Cable Networks. 

A communications sector steering 

ilnd development committee, chai red 

by Gerard Mestrallet, was formed. 

TPS il nd Absat sign a distribution 

and marketing agreement. 

J!ugu 

The French Telecoms regulator issues 

a second ruling on the marketing of 

Internet access via cable in Paris. 

The 1.3 million Paris homes ready for 

connection in Paris Ciln now enjoy the 

comfort and quality of broadband 

Internet access viil Cybercable. 

ltcr 
TPS subscribers round the 500,000 

mark. 

O--r 

Lyonnaise Cable sells off its minority 

holdings in spec ial interest channels 

(Planete, Cine-Cinema and Ca nal 

Jimmy) and nlises its shareholding in 

Paris-Premiere. 

After having been present at the start­

up of special interes t broad casting in 

France in the early 19905, Lyonnaise 

Clble is now concentrating on 

development multiservice offerings on 

its cable networks . 

• TPS and Thomson Broadcast Systems 

introduce "statistical multiplexing" 

for the first ti me in the Europe. This 

new broadcas ting technology offers 

a 30 percent improvement in the digital 

quality of the image. 

Nearly 700,000 homes have signed up to TPS 

satellite broadcasting system since its end-199b 

launch 

('1 :1 

TPS and Lagardere are selec ted by 

the Centre Na tional d'Etudes Spatiales 

(French national space research center) 

and the Ministry of Education, 

Research and Technology, to broadcast 

multimedia educational services by 

sa tellite to 250 pilot sites. 

TPS launches "Espace Annonces, " 

the fi rst in teractive small ad channel. 

Lyon nai se Cable launch es its new 

interac tive program guide for the 

J00,000 subscribers on its 25 cable 

nel,vorks. 

Suez Lyonnaise acq uires the City of 

Paris' 23 percent shareholding in Paris 

TV cable. 

TPS celebrates its second anniversary. 

TPS subscribers roLlnd the 700,000 

marle 

Mb was the only major national TV channel to 

gain ground in the under-50 age group in 1998, 

with a 17.8 percent audience share. 

";'u;.( h·n..... x.v',1 P!c, f "u '\ 
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PRESENT IN 


Suez Lyonnaise des Eaux does 

business in 120 countries, with a 

powerful presence in Europe. 

The Group pursued its international 

expansion in 1998, and core 

business revenues rose 65 percent, 

accounting for 37 percent of total 

revenues, versus 27 percent in 1997. 

Suez Lyonnai se des Eaux se lected data: 

• 125 district heating systems in Europe (Elyo) 

• 55 cities of more than 200,000 inhabitants served by Lyonnaise des 

Eaux 

• 71 world capitals equipped by Degremont 

• 200,000 profess ional clients served by Sita 

• 200 infrastructu res in 67 cities built by Les Parcs GTM 

International revenue growth 

In ~uro bIllIon 21.42 

18 .32 International core 
bus;ness revenues 

15 .4 1 
• TOIDI co... busi".;s ,,,,,,,ruleS 

4 .87 

19983.46 

1997 


1996 

Pro forma 


Share of international operations 
in the three main core businesses in 1998 

In ellro billion 

10.77 

5.12 5. 12 

International ",venues 

2.77 2.81 2.43 
• Towl revenues 

Energy Water Waste services 

120 


~ 

/' 


• Energy 

• Water 
• Waste services 

• ConstructIOn 

EUROPE 

COUNTRIE 


, ......evenues ~ 
(t~orth America): 

t 

€ 0.96 billion 

Netherlands, Sweden, Finland 
Municipal waste co ll ection and 

management (Sitd), construct ion 

of an underwater rail tu nnel 

linkin g Denmark and S"'eden 

(D umez-GTM). 

Germany 

Wa ter manageme nt in Potsda m 

and Ros tock (Lyonnaise des Faux), 

water treatment (Deg"; l11ont ). 

Great Britain 
NO rlbumbrian Group wa ter 
companies (Iyonnaise des Eaux), 
wa ter treatment (Degremont), 
waste service, (Sita and Fabricolll )' 
operation of the Severn link 
(Groupe GTM ), construction of 
high -speed ra il infrastructures 
(Dumez-GTMJ, road building and 
maintenance (Entreprise Jea n 
Lefebvre) . 

Revenues 

(Latin America ): 

€ 1.22 billion 

(FRF 8 billion) 


, 

(FRF 6.3 billion) 

Q 

.. 
Spain 
Waste services (Sita) and Aguas de 
fiarcelona 's W<lter companies 
(t\ gba r, Lyon n<lise des Eau x) , water 
treatment (Degnimont), 
cogeneration (Elyo), and 
roadworks (Probis<l, Entreprise 
Jean Lefebvre). 
Portugal 
Cogeneration (flyo), water 
treat men t (Degnimon t). 
Italy 
Cogen eration (Tractebel), energy 
management (EJyo) , wa ter 
treatment (Degremont) . 
Hungary 
Management of w,ltcr distribution 
in Budapest, Pecs and Kaposva r 
(Lyonnaise des Eaux), building 
consLTuction (Dum ez-GTJ'vJ), 
energ)' producti on (Tractebel) . 
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Revenues (France and ". ... ­
,.Belgium): € 13.4 billion 

(FRF 87.9 billion) 
Revenues (Rest of 
Europe): € 4.43 billion 
(FRF 29.1 billion) 

Czech Republic 
Water management and waste 

water trea tment in Brno, Ostrava, 
and Kilrlovy Vary (Lyonnaise des 

Ea ux), public work s ( Entreprise 

Jean Lefebvre) , operation of 

parking lo ts (Groupe GTM). 

Greece 
Construction of th e Rion-Antirion 

in the Straits of Corinth 

(Dumez-G D1) 

Turkey 
Water mal1<lgement in Antalya 

(I.yonnaise des Ea ux), water 

treatme nt" (Degremont). 

THE AMER I CAS 
Argentina 
Water management for Buenos 

Aires and Cordoba, and in the 

province o f Santa Fe (L)'o nnaise 

des Eaux , Agbar), gas di stri bu tio n 

in the province of Santa Fe 

(Tractebel ) 

~evenues (Asia-Pacific): 

€ 0.99 billion 

(FRF 6.5 billion) 
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Brazil 
En ergy production (Tractebel), 

\·"a ter management in Limeira 

( Lyonnaise des Faux), waste r 

services (Sita). 

Colombia 
Const ruction and operatio n of th e 

sewerage pla nt, Bogota (Lyonnaise 

des Eaux, Degremont) , water 

management in Paunira (Lysa). 

Venezuela 
Const ructio n o f high tension 

power lines (GTM H) . 

Chile 
Energy production (Tractebel). 

Mexico 
Gas distributio n in the Gueretaro 

region (Tractebel), water 

management for part o f Mexico 

City ( Lyonnaise des Ea ux). wa ter 

treat m ent for Ci udad Juarez 

(Degre.nont). airport operation 

(Gro upe GTM ) 

,. /' 
United States 
I·Vater management in 14 states . 

including India napolis. Milwaukee 

and Atlanta (Lyonna ise des Eaux). 

wa ter trea tment (Degrel11ont), 

cogenera tion and energy 

man age ment (Trac tebel ,md EJro), 

roadworks (Entreprise Jea n 

Lefebvre). 

Canada 
Operation of the Confede rati o n 

Bridge (Gro upe GTM), 

co nstruction of a to ll ro ad (Du mez­

GTM ), road works (Entreprise jea n 

Lefebv re ). 

A FRICA 
Morocco 
Distributi on of water a nd 

e lectricity) waste water treatment 

(Lyonnaise d es Eaux , Agbar, El yo). 

Senegal 
Water tre,Hment (Degremont). 

roadworks (Entreprise jean 

Lefebvre). 

Nigeria 
Assembly of o il platforms " nd 

layin g of oil p ipelines (ETPM) . 

erection 0 [" gas infrast ructures 

(E ntrepose) . 

Gabon 
Roadworks (Entrepri se Jean 

Lefebvre) . 

Angola 
Ass embly and in s ta llati o n of 

offsho re p latforms a nd laying 

of oi l pipelin es (E'rPM), 

se rvi ces to o il compani es 

(GT tvIH) . 

South Africa 
Suppl y o f drinkin g wa ter to the 

provinces o f Ea st ern Cape and 

Northern Province (Northumbrian). 

erec tion of electr ic power lines 

(GTMH) 

ASIA-PACIFIC 
India 
Energy production (Tractebel ), 

water treatment (Degremon t) . 

Kazal{hstan 
Energy production and 

distribution, ope ration of gas 

tra nsm ission Jin es (Tractebel) . 

China 
O peratio n of drinki ng water plants 

in 5 c ities (Lyo nn aise des Eaux), 

construction of hydroelec tric 

structures (Dumez-GTM) , waste 

services in H o ng Kong (S ita), water 

and electricity n1:1Jlagemen t in 

M acao (Lyonnaisc des Eaux, Elyo). 

Indonesia 
Water man agem ent for West 

jakarta (Lyonnai se des faux). 

Malaysia 
O peratio n of drinking water plants 

in 3 cities (lyonn aise des Eaux). 

Philippines 
\-,Ta ter ma nagement .' nd waste 

wa ter treatm ent for ''''estern 

Manila (Lyon naise des Ea ux ) 

Singapore 
Waste se rvices (Sita). bu ilding 

constructi on (Dumez-GTM ). 

Australia and New Zealand 
Supply of drinking water to 

Sydn ey (Lyo rlnaise des Eaux) , 

waste servi ces (Sita) . 

South Pacific 
NeVI Ca ledonia. Vanu atu . T" hiti. 

Walli s & Futul1a: di stribulion of 

water and electricity (Ide) . waste 

serv ices (S ita). (Lyol1naise des 

Faux, El yo). 

"Ul,- I H}' -.uu~[ IJI~ l "u;t. 
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BRIEF GUIDE TO SUEz-LvONNAISE 


Tractebel (51 'Yo) 
Pages 22 to 27 

Elyo (100%) 

Water 

Businesses 
_ El ectricity production, transmission and distribution, 
trading, project engineering 
_ Gas transmission and distribution 
_ Faci lities opel'ation and maintenance 
_ District heating and coo ling systems 
_ Heat production 
_ Cogeneration 
_ Waste-to-energy 

.......,....,• • . 1 ,,....,..,,.,.,. ,.. .._ 

Lyonnaise des Eaux 
Pages 28 to 33 

Degremont (100%) 

Businesses 
_ Water management and treatment 
_ Water treatmen t process engineering 

Businesses 
_ Collection, sorting, recycling, treatment, bio 

Pages 34 to 39 
Sita (51%) 

Tractebel ' 

recycling, waste-to-energy production, and storage 
of household and industrial waste 
_ Municipal and industrial was te serv ices 

•Ions I 
uSlnp ~r 
Te rrestrial TV broadcasting 

6 <34 
Di gital sate lli te bl'Oadcasti ng 
Multiservices on cable 

Pages 40 to 45 t'PS (25 
I.rect interest <.wd 25"~ Vid (1116) 

TV shopping 
Sales of derivative products 

~ 

Concession mana ement constructio 

BusinessesGroupe GTM (50%) Cofi route, Les Pal'cs 

Pages 46 to 49 	 _ Concessi onary operation of to ll roads, bl' idges,
GTM " DlIlllez-GTIVI, Elltt'epl'ise Jean Lefebvre, car parks, airports) 

ETP lVI, GTIVI H, Entrepose 	 _ Construction and public works 
_ Roads 

_ Industrial construction and contracti ng 

Finanrr:ial and ind 	 activities 

Fortis B" (22%) Union Miniere (25%) 	 Businesses 

Pages 52 to 53 	 _ Savings products 
Life insurance 

_ Development capita l 
Recticel (70 "10 ) Coficem/Sagem (20 %) 	 _ 

Suez Industrie ClOO % ) Non- fel'rous metal s 
_ Polyurethane foam 

* 99.41% control via the Societe Generale de Belgique Group 
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ES AUX BUSINESS SECTORS 


Key facts and figures 
.10.77 billion euro (FRF 70.6 billion) in revenues in 1998 

Strategy 
• Double revenues between 1997 and 2002 
_ Rank among the world's top international independent cogeneration 
operators and electricity distributors 

_ No. 1 private-sector electricity producer in Europe 
_ No. 3 private-sector energy producer worldwide 

_ Develop electricity and gas systems in Europe, Latin America, and the _ More than 40,000 MW of electricity and 103 billion cm3 
United States of gas supplied worldwide 
_ Prepare to take advantage of the European trend to deregulation, and 
take advantage of electricity-gas convergence thanks through its unified 
division based in Belgium 

Develop integrated multiservices projects (cogeneration, electricity/gas) _ 
and outsourcing) 

Key facts and figures 
.5.12 billion euro (FRF 33.6 billion) in revenues in 1998 

Strategy 
_ Double revenues between 1997 and 2002 
_ Consolidate wOt'ld leadership in water management 

_ Supplying drinking water to 77 million people worldwide - control resources and entire water cycle; 

_ Supplying waste water services to 52 million people worldwide - delegated management services in major cities; 

_ Drinking water plants and sewerage plants in more - water treatment technologies 

than 100 countries _ Our markets: developed and emerging countries 
- development vehicles: Northumbt'ian Water Group, Agbar, United Water 

Services 

_ No.1 international player in water-related businesses 

- major references: Buenos Aires, Casablanca, etc. 

Key facts and figures 
_ 5.12 billion euro (FRF 33.6 billion) in revenues in 1998 

Strategy 
_ Double revenues and net earnings per share between 1997 and 2002 

_ Leader in waste services in Europe, Latin America and Asia 	 _ Enter attractive markets to give the Group critical mass and a 
strong competitive position 
_ Strengthen European leadership and continue to expand in a small 
number of emerging countries with strong growth (Asia and Latin 
America) 

Key fa and figl.1r r 
_ 041 billion euro (FRF 2.7 billion) in revenues in 1998 Become leading provider of digital multiservices on cable 

_ Build on success of M6 

_ 13.5% audience share for Mb in France Successfully develop TPS 

_ More than 700,000 1 PS subscribers 

o 1 cable operator in France 

Key facts and figures Strategy 
_ 6.88 billion euro (FRF 45.1 billion) in revenues in 1998 _ Increase share of international operations 
_ A worldwide presence _ Balance business portfolio 

_ Develop concessionary management activities, roads, and industrial 
and electrical contracting activities 

I<ey facts and figures 
_ 3.06 billion euro (FRF 20.1 billion) in revenues in 1998 

<"' lltJ·b-f1_"';"~\' , ll~l , r .... ll j 



No. 1 
private electricity 

producer 

in Europe 

No. 3 private 

sector producer 

of energy 

worldwide 

1999, FORMATION OF A UNIFIED 

ENERGY DIVISION CENTRED ON 

TRACTEBEl, TO BUILD A WORLD­

CLASS ENERGY BUSINESS 

40,000 
MW installed, 

of which 

22,000 outside 

France 

and Belgium 

3103 billion cm 

of gas transmitted 

each year 

10.77 billion euro 

(FRF 70.6 billion) 

in revenues 

(+ 10.3 percent 

from 1997) 



I n the space of just a few years, 

the energy market has experienced no 

less than a technological and legislative 

revolution. The United States and 

Europe have thrown open their gas and 

electricity markets. New businesses 

have emerged, and new players have 

entered the production, transportation 

and distribution sectors. Public mono­

polies have been privatized. 

Environmental constraints have become 

tougher. Altogether, these conditions 

are promoting the emergence of major 

global players, and Suez Lyonnaise 

des Eaux has decided to move fast 

to establish a front-ranl< international 
position, in order to seize the 

opportunities afforded by deregulation. 

The single energy sector centred on 

around Tractebel has set out to 

become one of the world's foremost 

players in the main electricity and 

gas systems (in Europe, the United 

States, and Latin America). 

Energy is the Group's main line of 

business, and through Tractebel and 

Elyo, the Suez Lyonnaise des Eaux 

Group spans every segment of the 

energy business: electricity production, 

transmission and distribution; 

gas trading, project engineering, 

transmission and distribution; 

operation and maintenance of facilities; 

district heating and cooling systems; 

heat production; cogeneration; 

and waste-to-energy. 

:j.ULI lIu.,~....t'l Dt \ l .o\.u.\ 

"Monet introduced into 
painting a vision of light so 
violent that all forms are 
dissolved in it. We can now 
experience this liberation 
without having to display 
the same asceticism." 

Camille Bryen 



KEY FIGURES ENERGY, THE GROUP 'S MAIN LINE OF BUSINESS 
(contribution of energy sector to consolidated revenues) 

in billion FRF FRF l UIEur" 

C:ontribution of ent'l'g}' sector 
Energy accounts for l/3

to consolidated revenues 70.6 1!J.n 64 \J .i(i· 
of total revenues 

Contribut ion of energy sector 


to Croup net current inco11le 1. 3 11.1 Y U.l) I! . I~ 


35% 

EN ~ctebel 

JEAN - P I ERRE H A NSEN 

( 11.\ m, L\ :-; Clt· I II L E\.l.o· 11 \"1. 

CO\ I\IITTII , T I(.\C I "'" I 
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, , We are entering 

a period when it is 

important to be a significant 

player in the major 

electricity and gas systems. 

Tmctebel is one of those, 

on the world scene. , , 

Tractebel is a global power and services company. Its core businesses 
are electricity and gas, through Electrabel and Distrigaz in Belgium, 
and in the rest of the world. As an integrated company, Tractebel is able 
to supply directly bundled services combining project engineering, 
technical installations, waste management , and communications. 
Revenues totaled 11.07 billion euro (Belgian francs 446.68 billion) in 1998. 

A I<ey competitive 
advantage through 
mastery of electricity 
and gas technologies 
Energy in all its forms plays 


a vita l role in industri al 


processes, ligh ting, heating, 


and transportation. 


Tractebel' s energy 8ctivities 


cover the prod uction, 


transportation and 


distribution of electricity, 


the transportation and 


distribution of ga s, an d 


energy trading. The 


company operates a multi­


fu el electricity production 


capacity of more than 


3 7 ,000 MW, s erv in g 


customers a II over the world. 


The (~roup also operates 


a gas transmission capacity 


exceeding 100 billion cubic 


meters per year. 


Tractebel is a highly efficient 


electri ci tjr producer thanks 

to its expertise in natural 

ga s, currently the most 

econom ical fuel, while 

respecting the environment. 

The combinat ion of 

electrici ty with gas gives 

Tractebel a key competitive 

advantage. 

Marl<et deregulation 
is creating new 
opportunities to 
develop our electricity 
and gas businesses 
vVith market liberalization 

and the virtual demise of the 

concept of nationaL frontiers, 

power is increas ingly a 

worldwide business. Tractebel 

has actively prepared t()r this 

market opening and is already 

a front -rank pJayer. 

In Belgium, the Covernment 

adopted in December 1998 

the bill to transpose 

the electricity liberalization 

directive into Belgian law. 

Hav in g anticipated the 

liberalization of the Belgian 

electricity market, Electrabel 

is now poi sed to playa 

prominent role on the new 

European electricity scene. 

It has continued to overhaul 

In depth ilnd develop 

it s production facilities. 

I n particul ar Electra beJ 

has modern ized both 

convent ional and nuclear 

power stations, signed severa l 

cogeneration contracts with 

major industrial customers, 

completed the Sa int-Ghislain 

Gas-Steam Turbine power 

sta tion and the con tract to 

build and operate a 350 MW 

Gas-Steam Turbine power 

station, both of them in 

Luxembourg. Electrabel has 
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A WORLD ENERGY MARKET PLAYER OUR STRENGTHS: 
• Expertise in all areas of the 

energy busin ess, from pro­
duction and transportation 
to distribution and trading . 

• Growth in multiservice 
projects: electricity, gas, 
heating, cooling, operation 
and maintenance. 

• Expertise in the highly 
complementary electricity 
and gas markets. 

also embarked on a '''''ide- Zeebrugge in Bel gium. This on th e UK spot market and greatly exceed s Tractebel's 

rJnging Jnd int e nsi ve gas is then tra nspo rted on the Belgian market. Be l g i8n businesses, 

program to improve service by Di st rigaz toward s the On th e eve of gas market representing 22,000 lvlW 

to both indu st rial and Netherbn ds, Germany, <md liberalit:ation, Distrigaz has of electricity production 

domestic cu stomers. Fr:lTlce. Distriga z con ti n ued the know-how and str,l tegic cap8city, nea rly half of it 

In Scandinavia , Tractebel to enlarge its network in locJti on (Belgium stand s wholly-owned , Jnd 73 bi llion 

and Elec trabel have acqu ired order to handl e these large a t th e crossroads of Europe's cubic meters per yeJ r of gas 

th e energy trading compnny volumes of gas. In particular, gas trad e routes) to expJnd tran sportation capa city ove r 

Sca ndi c Ene rgy, in order it compl eted the RTR project its opportunit y trading several thousan d kilometers. 

to pro fit from Swe den' s in record time, and Jclid 300 ac ti v itie s in Europ e. It is Trilctebc l is' now the third­

and Norway's pioneering kilometers of new pipelin es . a lread y acti ve as a ga s largest in dependent prod ucer 

ex peri ence in th e field s This projec t vvill consolidate merchan t or trader on th e of elect ri ci ty in th e world 

of physical and paper en ergy Belgium's pos iti on on the l.uxemb ourg and Span ish on the globa l electricity and 

swaps. gas transportati on market. markets. gas marke t. 

The Belgian cJbinet approved The in auguration of th e Several maj or contracts 'we re 

th e white pap er preparatory Interconnector has created Rapid international wo n in 1998 and early 1999, 

to lib erali za tion of th e ne'v trnding opportunities expansion mainly in Braz il , but al so in 

gas market in Janu ary 1999. betw ee n the UK and Tractebel h as de ve lop ed the Uni te d States, Ca nad3 , 

The Interconn ec tor entered contin e ntal Euro pean new proj ects and acquired klexi co, and Singapore. 

se rvic e ben ea th th e North markets. Di stri gaz hJS raised existing electri city and gJS The 8cqu isition of Gerasul, 

Sea, in 1998, with the capacity! its sha reho ldi ng in the acti viti es in 22 cou ntri es so uth er n 13rn il 's largest 

to transmit 20 billion cubic lnterconnector fr om 5 to throughout th e world. electricity producer, crown­

meters annually between 10 percent , and begun Already its portfolio of ed lon g years of efforts in 
Ba cton III England and arbitraging betwee n pflces international power activities that countr y. ' Vith a total 

prod ucti on capacity of 

nea rl y 4,800 MVV, Geras ul is 

strategically loc3 ted in one 

The Interconnector gas 
of Bra zil's most dynamic re­

transmission line entered gio ns, cl ose to in terconn ec ­
service in 1998, with the 

capacity to carry 20 billion 
tions wit h th e Bolivia-Brazil 

cubic meters of gas per pipelin e and the Argentine 
year under the North Sea, 

between Baeton in England gas grid. Ge rasu l serves a 
and Zeebrugge in Belgium. population of 25 milli on. 

';UII. h()~. -·, ... · , :Jt ' r \11\ 
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E~EPGY MARKET LIBERALIZATION IN EUROPE 

Deregulation has triggered 
a reorganization of 
the electricity industry: 

for suppliers, the challenge 
is to adapt to the 
segmentation of electricity 
businesses, developing new 
areas of expertise such 
as trading and broi<ering; 

EN ~ttebel 


The Ca na Brava projec t, 

at the interconnection of the 

two north-cast and central­

south electrici ty grids, now 

under construction, consists 

of a concession to budd and 

operate a 450 IvI'I'\1 hydro­

electI"ic power sta tion on the 

Rio 1ocantins, 250 kilometers 

north of Brasilia . The gap 

berween energy de mand and 

curren tly ava il able ca paci ty, 

refl ecting thi s country's 

potential. Jvloreover, Brazil's 

legal structure and recently­

instituted regulatory autho­

rit y provide a measure of 

guarantee for investors. 

Th e pipeline be tw ee n 

Argentina and Chile repre­

sents a strategic growth 

for customers, the 
challenge is to pu rchase 
the best servi ce at least 
cost, and to respect the 
envi ronment. 

Energy trading markets 
have grown up to manage 
the relative volatility 
of electricity, notably in 

opportunity for the Group 

in Latin America. Its 

construction, sometimes at 

altitud es hi gher than th e 

summit of Mont Blanc, is a 

feat of engin eering in itself. 

Th is pipeline will initiall y 

supply elec tri city power 

station s at Tocopilla and 

Colossa in Chile, operated 

by El ec troandina (a subsi­

di ary of Tractebel), and the 

Ed eln or power station. 

Subsequently, Tractebel is 

ex pected to sign contracts to 

suppl y gas to Chile's l,ugest 

copper 111 Illes. 

Tractebel made a break­

through in Mexico in J998 

when it won the concession 

to distribute na tural gas in 

comparison with other 
commodities. 
As an electriCity and gas 
operator, Suez Lyonnaise 
des Eaux enjoys a competitive 
edge over newcomers which 
should allow it to conso'lidate 
its leadership in the energy 
businesses. 

th e Q ueretaro reg ion, 

app roximately 150 kilom e­

ters northwest of Mexico 

City. This con cess ion was 

awarded under the Mexica n 

go vernment's policy of 

involving the priva te secto r 

in de ve lopin g and inten­

sifying the use of natural 

gas. Tractebel will build 

61 3 kilometers of new gas 

transmission lines in com­

pliance with its ohligation to 

extend the existing di stri­

bution grid , in order to serve 

at least 40,000 connections 

within 5 yea rs. Tractebel 

will be distributing some 

2 million cubic meters of gas 

per day by the end of that 

peri od. 

The Nor Andino gas transmission 
line, one of Tractebel's largest 
gas projects in the world . 
This line with supply natural 
gas from the Argentine gas grid 
to industrial clients in Chile. 

Laying pipes for the Interconnector. 

Finally, as planned, work 

began on the construction 

and enlargement of power 

stati ons at Red Hill s 

(462 Ivl vV) in the United 

States, and Ilo (2 50 MW ) 

in Peru . 



COGENERATION FOQ MORE 

Cogeneration refers to 
the combined production 
and utilization of electricity 
and thermal energy from 
a single fuel source. 
Its advantages are: 
• smaller investment outlay; 

high energy efficiency; 
• reliability and simplicity; 
• low pollution. 

EFFICIENT ENERGY USE 

Cogeneration comes in 
several forms: 
• industrial cogeneration: 

year-round production 
of electricity and heat 
to supply conti nuous 
industrial demand; 

• climate-related 
cogeneration, associated 
with district heating 

EN Etf\lo 


systems. These produce 
electricity and heat during 
the Ileating system, 
depending on the climate; 
dispersed cogeneration: 
sma'" cogeneration un its 
in office buildings, 
hospitals, university 
campuses, and residential 
buildings. 
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Cogeneration unit at Solvay (France). 

M I CHEl BLE I TRACH 

Ci LIII('IA:--: .\ l\"l) CEO 
mhyo 

" Our technical e.xpertise, 

our experience in the field of 

power services, and our 

capacity to design and execute 

complex operations are our 

strongest assets in responding 

to the new challenges il1 this 

market, i.e. deregulation, 

outsourcing, and 

environmental protection. " 

Ely o's reve nue s rose 
18 percen t over the previoLls 
year to more than 2.04 billion 
euro (FRF 13.3 billion). 

It now generates nea rl y 
35 percent of this figure 
outside France, compared 

with 26 percent in 1997. 

Elyo undertook a se ries of 
st ructural changes in 1998. 

As a specialist in rational energy management, Elyo's expertise covers 
the production of power and services, including cogeneration, district heating 
and cooling systems, waste-to-energy. electricity distribution and associated 
production, and operation and maintenance. 

Elyo strengthens its 
French and European 
organization 
III France, El yo reorganized 

by eliminating two of its 
subsidiaries and introd ucing 
a resolutely customer-driven 
structure at th e regional 
level and at headquarters. 

The result has been to create 
a more coh eren t, effective 
organ ization. After delisting 
Elyo from the Paris stock 

exchange, Suez Lyonnaise 
des fa ux carried o ut 

a capital increa se of 
approximately 0.30 billion 

euro (FRF 2 billion ). Ely o 

has expanded its Euro­

pean network to take 
advantage of th e new 
opportuniti es opening up 
as a result of energy market, 

se tting up Elyo Polska in 
vVarsa w and taking a 

majority stake in its Italian 
(Petrol Company) and 

German (Sc hm e ink & 
Cofreth) subsidiari es. 

New industrial 
contracts signed 
Elyo regis tered especially 
strong gains in the industrial 
sector in 1998. [t is range 

of opera tions included ll1ulti­
technical and multiservice 
con tracts (for the Astilleros 

sh ipyard s in Spain, Shell 

at Berre and th e Atomic 
Energy Centre in Reims, 
both in France), supplying 

industrial fluids to Cbamatex, 

high -tech nology factories 
(for Saft in Bordea ux), and, 

above a ll , cogeneration 
projects. 

Clean, smart power 
Two techniques in particular 
forged ahead in 1995, namely 
cogeneration and waste­
to-energy, th anks to their 

capacity to combine optimum 
energy use with environmental 

protection. Total new 
cogeneration contracts won 

in Europe in 1998 represented 

more than 700 MW of 
electricity. [n th e United 

States , Trigen wo n ne w 

contracts in add ition to the 
400 MW already in operation. 

Several cogenerdtion units 

were started up 1998, namely: 

Grays Ferry (225 lvI'''') 
in Philadelphia; Whitehall 
in the centre of London; 

Climacspa<;:o in Lisbon; and 
Solvay in North eastern 

france. Elyo transferred all 
of its French waste processing 

and waste-to-energy activities 

to Novergie (a subsidiary held 

jointly with Si ta). Following 
this opera tion, Novergie 

will now treat J1lore than 

4.5 million tons of household 

wa ste a ye.1[, making it 

Europe' s number one 

operator in this sphere. 
Three new plants designed to 

the toughest environmental 

standards entered service in 
1998, i.e. Astria (2J 5,000 tons 

a year) in Borde aux ; 
Azalys (1 15,000 tons) in 

Saint-Germain-en-La ),e; 

and Orisane (110,000 tons) 
in Chartres. 

"loUI ! h l)" o,: " '. '(' [.\11~ 



World 77 million people Revenues 

Leader in supplied with 5.12 billion euro 

water management drinl<ing water (FRF 33.6 bill ion) 

businesses 

52 million supplied 

wit h wastewater 

services 
8 MILLION NEW CUSTOMERS IN 1998 

A REPUTATION FOR KNOW-HOW SINCE 1880 



All the signs are that access to water 
and its management will be 

one of the I<ey issues of the new 
millennium. As the 21't century 
dawns, one person in five is not 
connected to the water mains, 
and one in three has no sewerage. 
This is a huge challenge, and private 
management is increasingly seen as 
an efficient and durable solution to it. 
Governments of more than 80 countries 
attending World Conference on 

Water and development, in Paris in 
March 1998, stressed the need 
to draw on the know-how of large 
private corporations. 
In this growing worldwide 
marl<et for water, Suez Lyonnaise 
des Eaux consolidated its world 
water management leadership. 
It gained 8 million new customers, 
and in North American, notably, 
it now most of the calls for tender 
the Group entered. 

"In painting water, Monet 
indire~t1y paints what we 
~annot see. He addresses 
that almost-inv isible 
and spiritual surfa~e 
that separates light from 
its reflection . The airy 
azure is the captive of 
the liquid azure ." 

Paul Claudel 

"IF7 I.H)' '''A.h( nr - ["'1.,1,\ 
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KEY FIGURES WATER ACCOUNTS 

FOR 1/3 OF TOTAL RE VEN UES 
ill hillion I~ I~ 1 Ellrn 

(contribution of water sector to Group revenues) 

Contribution of encrgy sector 


to consolidated revenu t's 33.6 :5 .12 31 1.7 .' 
 Sustained activity 

Contribution or enL'rgy sector in tile developed 

to Croup nel currcnt incomc 1.4 11,11 1.4 1)21 and emerging countries 

WATL)fonnaise des Eaux 
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, ' A public service must 

serve everyone, or it is l10t 

a public service. Lyol1naise 

des Eaux has harnessed 

all of its know-how and 

energy to provide a quality 

service to the poorest 

sections of th e community, 

with the acknowledgement 

and support of the ,,,forld 

Bank. " 

THIERRY BOURBIE 

SI·." llI ll V leL Plt l .'l il l " '!'· 

h I l IC\.ITi () :--'AI. 

Competitive technology and a reputation 
for research and development enabled 
Lyonnaise des Eaux to retain its leadership, 
supplying drinldng water to more than 
77 million people, and 52 million with water 
treatment services worldwide. Satisfying 
our customers in Buenos Aires, Indianapolis , 
Casablanca, Bordeaux, Sydney or Manila 
is the best guarantee we can offer Lyonnaise 
des Eaux's new customers in Atlanta, Tuscany, 
Amman, or Ho Chi Minh City. 

Continuing 
international 
expansion, 
and a good start 
to new contracts 
Sales rose 14 percent to 4.9 bil­

lion euro (FRF 32 billion) 

in 1998, as Lyonnaise des 

Eaux continued to execute its 

contracts to the highest stan­

dards. It also scored several 

major new successes, especial­

ly in the highly promising 

Uni ted States market. This 

sector made a consolidated 

contribution of 212 million 

euro (FRF 1.4 billion) to 

Group net income, slightly 

above the 1997 figure. The 

contribution was split bet\~'een 

France (50 million euro! 

FRF 329 million) and the rest 

of the world (162 million 

euro! FRF 1.06 bill ion) 

New contracts begun since 

1998 contributed to revenue 

growth. Concession contracts 

inherently entail heavy invest­

ment outla ys to begin with, 

wh ich means they often 

lose money in the ea rly years 

before generating steadily 

increased ea rnings in subs ­

equent years. Start-up losses 

on man)' contracts won in 

1997 and 1998 were offset by 

rising earnings on older inter­

national contracts. 

In France, 1998 sales rose 

+ 1.4 % at 2.07 billion euro 

(FRF 13.6 billion) . Several 

hundred contracts in France 

( I) ( l i fl1f~ ~'HL:":l i \'dy SlIrl111t.1 i\'l rhin lilt: i'l.Ol .("",ork o l "':OlltJ"3lb "'t" ::i \\',lr$ . 
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R EVOLUTION ON A CHIP 

Lyonnaise des Eaux than existing techniques, 
and bioMerieux jointly combining molecular 
developed a DNA chip biology, electronics, 
to control water quality chemistry, image analysis 
more accurately. and bio-informatics, 
This high-tech chip For consumers, that means 
is faster and cheaper better-qual i ty water. 

, 

come up for rene,val by 

competitive tender each year, 

and Lyonnaise des Ea ux 

ren ewed 173 of its contracts, 

winning 17 and los ing 14. 

Lyonnai se de s Ea u x 

compensated for faJJing 

water consu mption via a 

combination of so und 

management of its contract 

portfolio and increased 

provision of services. An 

economy drive also helped 

to maintain profitabi lity. 

As part of the process 

of introd ucin g a shorter 

working week, negotiations 

are in progress Ivith staff 

represe ntatives and labor 

union s aim ed at boosting 

efficiency and improving 

customer service. The divi ­

sion wiJJ also continu e 

to seek productivity gains 

10 the years to com e. 

Water operations in France 

contributed 50 million euro 

(FRF 329 m illion) to 

Lyonnaise des Eaux income, 

up 10 percen t ove r 1997. 

A major storm water mana­

gement con tract was signed 

with Aeropo rts de Paris, 

J I) L\d uding lh irJ p.l rry ,lcwunB ill i·r.mcc 

the Paris airports operator 

(see box). 

Altogether 86 percent of 

customers expressed satis­

faction with Suez Lyonnaise 

des EaLLx's services as a whole 

in France, while 90 percent of 

them were sa tisfied with its 

customer se rvice. These 

findings are in line with 

traditional scores for o ther 

public services. I ,yon naise des 

Eaux is also pursuing an 

ac ti ve quality assurance 

policy, and all of its activities 

in Fra nce will be certified 

by summer 2000. Currently, 

more than 80 percent of 

our operations are certified. 

Sa les gene rated outside 

France increased by 22 per­

cent over the previous year to 

2.8 billion eu ro (FRF 18.4 bil­

li on) and now account for 

65 percent of Lyonnaise des 

Eaux's business in terms of 

sales and 82 percent in terms 

of population served. 

Public/private partnerships to 

supply drinking water and 

wastewater services are a fast­

growing trend in the United 

States, where Lyon naise des 

Eaux opera tes under th e 

United Water trade name. 

Lyonnaise des Eaux has been 

outstandingly success ful on 

this continent, winning all of 

the major calls for tenders 

entered. The most significant 

contract won was in Atlanta, 

the largest public/private 

drinking water supply 

partnership ever signed in 

the United States. Other 

con tracts have been won 

in Milwaukee (Wisconsin ), 

Gary (Indiana ), Jersey City, 

and San Antonio (Texas). 

Lyonnaise des Eaux now 

ENV I RONMENT 
Storm water treatment plant at 
Roissy Charles de Gaulle Ai rport, 
for Aeroports de Paris. Paris 
airports operator Aeroports de 
Paris awarded the Suez Lyonnaise 

des Eaux Group a five-year 
contract to design, build and 
operate storm water treatment 

plants for the Paris Roissy airport 
complex. The consortium 
members are Lyonnaise des Eaux, 
Degn§mont, Entreprise Jean 
Lefebvre, Chan tiers Moderne, 

and Safege. Aeroports de Paris 
has been pursuing an ambitious 

ironmental preservation policy 
for many years. 

I ts aim where water is concerned 
is to treat and clean up 
environmentally undesirable 

products such as kerosene, 
ai l'craft defrosting and de-icing 
products spilled onto the runways, 
or accidental pollution caused 

by storms or heavy rainfall. 
On the strength of three years' 
experience gained at Orly Airport, 
Lyonnaise des Eaux is now 
applying innovative processes to 
optimize storm water tl·eatment 

by detecting the onset of storms 
and heavy rainfall, monitoring 
water quality, and isolating 
accidental and chron ic sources 
of pollution. Roissy-Charles-de­

Gaulle Airport will be one of very 
few in the world equipped with a 

United water signed a water 
treatment contract lor Milwaukee 
(USA) . 

~I: ( l \' I~... '\I \1 '" I ~ ,l-lJ)' 
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THrs WORLD LEADER NEVER STANDS STill 

• 	Market opening has 

enabled Lyonnaise des 
Eaux to win contracts in: 

- Arezzo 	(Italy), drinkillg 
water and water treatment 
(25 years), 

- Atlanta (USA), pl'oduction 
and distribution of 
drinking water (20 years), 

- Amman (Jordan), drinking 
water and water treatment 
(Illore than 4 years). 

WA :tonnaise des Eaux 


serves 8 milli on customers 

in th e USA, wi th reve­

nues of 380 m illi on euro 

(FRF 25 billion). 

Severnl other contracts were 

signed during the yenr, includ­

ing one to manage water sup ­

ply to 1.5 million inhabit,mts 

of the city of Zhongshan in 

Chin8, 8 contract to build and 

oper<lte a major water pro ­

duction plant in Buch8rest 

(Romania ),8nd ,1 1I',15te water 

treo tm ent pl8nt at lvlaribor 

(Sloveni8). 

A number of important 

contrac ts we re moditied in 

1998. Agu as Argentin as, for 

in stance , strengthened its 

posi ti on in Buenos Aires, and 

the operati on will be accreti ­

ve to eiHnings per share as 

from 1999. In Jakarta, 

Lyo nnaise des F.aux ra ised its 

s t8ize in th e capi ta l of the 

operating company fo r the 

wes tern part of the cit )' from 

40 to 100 percent. In th e 

United Kingdom, the water 

regul8tor h8s launched 8 

consultation aimed at cutting 

th e price of"mter to consu­

mers in April 2000. Th e 

actual price cu t is expected to 

be announced in November 

1999, but a small nu mber of 

II/ater companies , including 

Lyo nnaise des Eaux's subsi­

diary Northumbrian \:Vater, 

will be a uthorized to revert to 

8 price above tod8y's leve l, 

over <:1 5-year period. 

The wa ter market is current­

I), attracting newcomers, and 

all players are becoming both 

more competiti ve and more 

numerOlls. They are becom­

ing more competitive as hi s­

• The Group acquired 

majority control of its 
companies in Argentina 
and Indonesia. 

to ri ca l local oper,ltors gain 

experience and bid more 

keenl y in in te rnatioDJI C8J1S 

for tender. And their num­

bers are growing as firm s­

for th e most p,ut American 

and Europe811-operating in 

rela ted sectors such as elec ­

tricity or gas aDnounce plans 

to Ll se their financial levera­

ge to break into th e WJ ter 

m8rket. 


Lyonnaise des Eaux's tech­


ni cal kn ow-how 8nd custo­


mer managem ent ex pertise, 


toge th er with its reputation 


and fin ancial mll scle, enabl ­


ed it to win two noteworthy 


internati onal successes in 


Janu iHY 1999. The contract 


signed in Arezzo (lt8Iy) was 


the fir st to be award ed to a 


private company in the wake 


of the revi sion of Italy' s 


• Signature of 2 BOTI 

contracts in China brought 
the total population served 
by Lyonnaise des Eaux in 
that country to 5 million . 

OJ BOT: Buil d, Operate, Transfer. 

legislati on governin g the 

ma nagem en t o f W8 ter su [.1­

plies. The second contract , 

in AmmJD (Jord an ), w ill 

make Lyonnaise des Eaux a 

promin ent player in th e 

water sector in the lvliddle 

Eas t. 

Developments in 1999 will 

conso lidate the emergence of 

public/priva te partnerships, 

es pecially in the United 

5ta tes, La tin America, ccn traj 

and eas tern Europe (Ge r­

many and Italy). The state of 

the comp etition will al so 

become cl eJ rer in 1999, as 

newcomers come under 

pressure to demonstr8te their 

kn ow-how and profitability 

over the long term. 

Aguas Argentinas 


is cleaning out 


the sewers 


in Buenos Aires. 
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KNOW-HOW AND ASSISTANCE 	 " -.,. • ., '-)'111• .\ 
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Suez Lyonnaise des Eaux depolluting it... all are part Suez Lyonnaise des Eaux ....--.- , ,, -, ~ ",,,~ , .... \. 

-~ ' . \ .has developed technically of the Group's daily work sent out experts to help - .' ­

sophisticate in the field of on 5 continents. That is why these populations in 
water treatment: pumping in November 1998, seeing distress, together with /,, '~ . i~~"f~.;",..,1'11.,­ .- I, .J:rr-: 
water and treating it, the scale of destruction emergency water treatment , __ .,. I ~_\. 

transporting it, collecting wreaked by Hurricane equipment capable of 
waste water, treating and M itch in Central America, serving 170,000 people. 

'Kl 1._~r~K\\:!~e~ 
Manufacturing ultrafiltration membranes. 

W A Td~gremont 
Degremont is a world leader in water treatment engineering, 
with sales of 885 million Euro (FRF 5.8 billion) in 1998, an increase 
of 10 percent over 1997. This increase stemmed from strong growth 
in conditioning activity and first-time consolidation of the German 
company Hager + Elsasser acquired in 1998. Net current income came, 
to 10.7 million euro (FRF 70.1 million). 

financial resources available 	 Cincinnati (Ohio) and North­ An historic 
C HRISTIAN MAUR I N 

to customers on competitive 	 west Bergen Coun ty (New international
CHAIR'\ 'IAN AND CEO 

OF DECR£~ IONT terms. Degremont has decid­ Jersey) in the United States, contract: Cairo 
ed to unify all of its condition­ and a fi rst contract in France, After several yea rs of nego­

" 1999 promises to be 
ing (chemica l water treat­	 at Elbeuf (near Rouen). ti at ions, Degremont won 

a very active year on the 
ment) ac tivities under the Research into the use of the contract to expand

commercial fran/. 
name of Aquazur. As Europe's 	 membranes in water treat- Cairo's waste water treat-Degremollt pla115 to venture 
number one chemical water 	 ment has paid off, and the ment plant. This wiJJ be theinto new markets such the 
treatment group, Aquazur 	 con tracts with Lausa nne largest unit of its kind in thetreatment of sludge derived 

from waste water: this is generated sales of 182.9 mil­	 in Switzerland, Del Rio, Middle East and also one of 

a market of the future. , , 	 lion euro and (FRF 1.2 bil­ San Antonio and Glendale the largest projec ts In 

lion) in 1998, representing in the United States, have Degremont's history. 

20 percent of Degremont's es tablished Degremont' s Also in 1998, Degremont 

Degremont gears up consolidated sales. world leadership in the use of closed three BOT"' con­

for Europe ultrafiltration technology to tracts in Mexico, at Ciudad 

Tn 1998, Degremont embark­ Deploying leading­ produce drin king water. Juarez, Puebla, and Culiacan. 

ed on a majo r project to edge technologies Tn its drive to offer a fuU-line 

reorganize and integrate its Particular emphasis was service across the water cycle 

European net'l.york of subsi­ placed in J998 on developing and supply the most up-to­

diaries. This organ ization leading edge technologies in date technologies, Degremont 

will be operational in 2000, the tields of membrane water has broadened its compe­

enabling the firm to establish treatment and sludge incine­ tellces with the acquisition of 

closer relationships with its ration. Hager + Elsasser, of Germany, 

customers and to make the The NIRO® fluidi zed bed which specializes in the 

Group's entire Europewide incinera tion technology scor­ production and treatment of 

technical, administrative and ed three major successes, in ultra-pure water. ( I ) ntH . Build, O pt r.l!l' <l1l el Tfdn.:: ler. 

S lIl / I W) ...: .... \h~ r ~l .,.l."\ J X 



Leader Leader Revenues 

in waste in Europe, 5.12 billion euro 

services Latin America (fRf 33.6 billion) 

and Asia 

ONE OF THE CHALLENGES 

AT THE HEART OF SUEZ LVONNAISE 

DES EAUX IS TO PRESERVE 

AND SAFEGUARD THE ENVIRONMENT. 



Tougher environmental 
regulation, marl<et deregulation, 

privatization: the waste services 
industry is in the throes of 
unprecedented upheavals, 
and growth prospects are strong. 
For Suez Lyonnaise des Eaux, 
1998 brought a change of scale. 
The acquisition of the international 
business of US waste operator 

Browning Ferris Industries (BFI) 

has made the Group the marl<et leader 

in Europe, Latin America, and Asia. 

Its critical mass, global position, 

expertise and know-how give it 

the strength to seize the opportunities 

now arising. 

The Group's two priorities are 

to bolster its leadership and pursue 

its international development. 


"Monet painted 
the universe in action, 
as it grapples within 
itself { ... J, from which 
will arise the enchanting 
flowers of spring , 
in preparation for 
the unfathomable depths 
of eternal renewal. " 

Georges Clemenceau 

Io.,t..,~ / LIn:,:.. \1'>.1 I "l ...,~ -.. 
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I(EY FIGURES CONTRIBUT10N OF WASTE SERVICES..,. 
SECTOR TO CONSOLIDATED REVENUES 

in billion FRF Llllo~ 

Co ntribution or waste services sec tor 


to (Qnsoliciall'd IT\'c nues 33.6 5.:! 22.7 1-l () 
 Revenues increased 

by 46 percentCo ntribution o f waste se rviccs sector 
between 1997 and 1998to Grou p net current in co Ill e 0.4 (J. On 0.4 0 .05 

W A SilaSE R v ICE S 

JACQUES PETRY 

C: l-1AIR~IC\" ,\"Il CEO 

(ll SI \.-I 

" The acqUIsition of 

BF] 's non-North American 

activities will be accretive 

to Sita as from 1999. 

This move marks a turning 

point for Sita, allowing 

us to consolidate 

our fron/-tank positions 

il1 France, Spain, Great 

Britain, the Netherlands, 

and German)'. , , 

Sita is now Europe's leading provider of waste services, and world number 
three, following the acquisition of Browning-Ferris Industries non-American 
assets at the beginning of 1998. Business operations were satisfactory in 1998, 
with an increase in the number of inhabitants served from 27 million 
to 40 million as a result of the group's change of size. Revenues, meanwhile, 
rose 59.4 percent to 2.65 billion euro (FRF 17.4 billion), and operating 
income was up 84.2 percent to 214 million euro (FRF 1.41 billion). 
Following the advent of the single currency and harmonization of economic 
and environmental regulations , Europe is Sita's domestic marl<et , accounting 
for 85 percent of its total sales. 

The large-sca le restructuring 

made necessary by the expan­

sion of Sita's operations was 

carried out successfully in 

less th an a year. Among the 

most significan t develop­

ments were the fo rmation of 

Sita France and the imple­

mentat ion of synergy with 

BFT's teams in Britain and 

Spain, enabling the company 

to achieve its prod uctivity and 

cost-cutting targets. 

A major european 
company is born 
BFI hold s leadership posi­

tions in France, Great 

Britain and Spain, and the 

acquisition of its non­

American asse ts has enabled 

Sita to ac hieve critical Ill ass 

from a standing start in 

Germany and Netherlands, 

two countries from which it 

was previously absent. In 

keeping with its policy of 

ted ming up with local part­

ners, Sita is now openJting 

in Germany alongside th e 

OTTO Group, and with 

Northumbrian 'OVater Grou p 

in th e United Kingdom, 

havi ng previously form ed 

an alliance with Aguas 

de Bdrcelona (AGBAR) 

in Spa in. In addition to 

its ex isting operations in 

Sweden, Italy, and Portugal, 

moreover, Sita established 

new bases for development 

in finl and and Switzerland. 

In France, the key event of 

1998 was the formati on of 

Sita France. This is a main 

subsidiary of Sita, on a par 

with those in Great Britain , 

Germany, the Netherlands 

and Spain, and it has assem­

bled all of Sita 's French ope­

rations with the exception 

of hazard ous industrial 

was te treatment, and clea­

nill g. Restructuring proj ec ts 

comp leted during th e yea r 

includ ed the reorgani za tion 

of France Dechets (a subsi­

diary specialized in Class l or 

hazardous waste storage) , 

changes in the Group's 

provincial organization, the 

transfo rmation of Novergie 

11 Cl ,I,\:' J' [ IJ".ttJ(IU \ \IJ\<C 
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te in Poitiers, Narbonn e, 

Crete il, and the Chartres 

Distr ict. The 255,000 tons-

a-yea r Astria incinerotion 

plant entered service in 

Bordea ux. The company 

expanded its services to in­

dustry, winning contracts in 

1998 to serve the Ford plants 

in Bordeaux and Charleville, 

and renewal of the global 

IV<1ste- management con tract 

for the Peugeot plant at 

Poissy. Finall y, efforts to re­

constitute the company's 

waste storage capacity led to 

th e classification of a num­

ber of landfill extensions and 

the creation of "technical 

waste storage centers." 

In Great Britain, synergy bet­

ween Sita.GB and BFI has 

yielded savings of 5.2 mil­

lion euro (GBP 3.5 million): 

the operations have been 

reclassified into four ca tego­

ries (municipal services, 

industrial and commercia l 

waste, landfills and quarries, 

and incineration). Jv!oreover, 

the merger in December 

1998 of the waste services of 

Northull1brian Environment 

(a 50/50 joint- subsidiary 

held wi th Elyo, specializing 

in waste-to-energy) into a 

network of regional agen­

cies. The II I le-d e-France 

subsidia ries have been COI11 ­

bined into a single unit as 

part of the wider reorganiza­

tion of Sita's operations in 

France. Sita France has also 

begun to overhaul its infor­

mation systems, with a view 

to having a modern, effective 

IT system in place by mid­

2000 in order to support the 

Group 's ongoing develop­

ment. Finally, in January 

1999, Sita , Sita France and 

Si ta Dechets were brought 

together in a new headquar­

ters building in the Lo 

Defe nse business distri ct of 

Paris. 

Wi th sales of 1.1 billion 

euro (FRF 7.5 billion), up 

11 .2 percent, Sita France is 

Sita 's largest subsidior y, ac ­

cou n ting for more th an 

43 percen t of total reven ues. 

Several major contracts Ivere 

renewed, includ ing con tracts 

for the collection and /o r 

trea tmentofhousehold was-

Management (NEM), a sub­

sidiary of North L1 mbrian 

VVater Group (NWG), with 

those of Sita. Holding UK, 

confirmed Sita's was te se r­

vices market leadership in the 

United Kingdom. The cele­

bration of Sita GB's tenth an­

niversary in th e presence of 

the UK Minister for the 

Environment was evidence 

of how successfu lly Sita has 

established itself ill Britain. 

In 1998, Sita. Holding UK's 

sales increased by 59.7 per­

cent to 412 million CU[o 

(FRF 2.7 million). 

Among l11djor contracts , the 

waste collection contract 

in Bristol was ex tended for 

a furth er two years. The 

Edmonton incinerator (i n 

partnership with North 

London 'Haste Au thori ty) 

won authorization to inci­

nerate hospital waste. 

In Spain , Sita' s and Agba r's 

joint subsidiary, Cespa, was­

ted no tim e incorporating 

the assets of BFIIberica and 

taking in hand the day-to­

day management and har­

monization of se rvices from 

Sita operates 

one of t he world's 

largest storage sites, 
the Nent landfill 

in Hong Kong . 

SITA, A FORCE FOR 

A "GREENER " WORLD 

Sita's strong coml11itment 

to the envi ronment is l11aki ng 

i t a leading player ill Europe's 

rging "green" economy. 

Its Environmental Report 

describes the 1110st significant 

Imeasures taken in this respect, 

including its sustained 

research and development 

effort, the publication of 

an environmental charter, 

and above all steps taken 

in anticipation of European 

di rectives on landfi lis and 

incineration . By acting even 

before the promulgation 

for the treatment of dioxin 

ron mental issues into 

its day-to-day commercial 

and technical activities. 

April onwards. Cespa is now 

th e market leader in hospital 

waste, havin g acquired 

80 perce nt of the capital of 

Athisa (",h ich specializes 

111 th e collection and 

elimination of healthcare 

waste). Cespa's sales grew by 

....~iU r !)... ·, 'I' nl E 
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How TECHNOLOGY IS SERVING THE ENVIRONMENT 

Growing awareness of 

the need for environmental, 
on the part of central 

and local governments, 
[las prompted tough 

regulation. [t has 

also spawned new waste 

treatment processes 

utilizing leading edge 

technologies. These 

include recycliing, 

biomass, waste-to-enet'gy 

recovery, and landfills. 
The G roup notably 

operates storage centers 

for ordinary waste 

equipped with modern 

di scharge-treatment 

W A Sshi E R V IC E S 


57.3 percent in 1998 to 

119 milli on euro ( H \F 780 

m illi on ). 

Several contrac ts we re won, 

renewed, or ex tend ed in 

1998. These included a 5-yea r 

contract to clean new subway 

stations in Madrid , a 2-yea r 

co ntract to cle,1I1 parks and 

g<lrdens in Va ll adolid , and 

was te co ll ect ion and cleaning 

in Alcobendas. 

Sita :lch ieved critica l 111ass 

fr om day o ne in Cerman)" 

via OED, a 50/50 joinl ve n­

ture with OTTO, a Cer man 

waste se rvices provider. 

Exten sive res tru cturi n g IS 

now in prog ress, to str ea m­

lin e and adapt the ex isting 

organ izati on to impending 

chan ges in corpo rate taxa ­

li o n and environmenta l 

regul at io n. Sales to taled 

199 million euro (FRf 1.3 bil ­

lion) in 1998. 

The primary object ive in 

the Neth erl ands is to put 

new managem en t st ructures 

in place and reo rg8nize sa les 

activities. A number of 

new municipal ,1I1d indus­

tri al contracts were won 

in 1998, including th ose 

for Citroen Nederland and 

Philips Lighting. Sita BV ge­

nerated sales of 174 million 

(FRF l.l billion ) in 1998. 

Wide-ranging 
international 
ambitions 
Si ta has been a n opera tor i 11 

GrJ7.i1 since 1997, through its 

subsidiary Vega Engenharia 

Ambiental(VEA). Revenues 

in 1998 came to 222 m illiol1 

(FRF 1. 5 billion ), thanks to a 

series of new contracts and 

I·cn ewals. These included a 

compost ing unit for the city 

of Sao Paulo, and waste 

coll ec tion for the cities of 

Ca mpo Grande and Barra 

iVlans;). Sita is ;)Iso present in 

Peru and Argentina 

In Hong Kong, Sita has 

Jcquired 50 percent of the 

Sw ire-l::lfI joint venture, 

wi th th e Hong Kong govern­

ment' s approval, the BPI 

assets having been incorpo­

fa ted in to the new Swire­

systems, including 

membrane bioreactors. 

Tllrough its Research 
and Development plan, 

Suez Lyonnaise des Eaux 

is striving to develop 
new technologies 

to prevent tl1e migration 

of pollutants into tile 

Sit8 uni t. Reve nu es totaled 

8 1 milli on (FRF 532 mil­

li on) in 1998. The Ho ng 

Kong authorit ies are consi­

dering priv<lti zin g ho use ­

hold was te co ll ec tion , and 

Swire-S it8 responded to 

several call s for te nders In 

the third quarter of the 

year. Swire-Sita also started 

operation of the Went site's 

leachate tre8tment unit , 

and is progressivel y opening 

8 trJnsfer sta lions. 

natura'i milieu (water, 

ground, air). 
I(ey innovations in landfill 

management incl ude 

techniques for preserving 
groundwater and surface 

water, and for cutting 

emissions of greenhouse 

gases into the atmosphere. 

ACKNOWLEDGED 


EXPERTISE IN 


HE TREATMENT 


RIS, a joint 50/50 subsidiary 

Sita and Rhodia spec ializing 

in the treatment of hazal'dous 

waste, lhi s year reorganized 

its businesses into 4 coherent 

l ines, i.e. SeORl (pre-treatment 

and cement industry waste 

in France); TERlS (complex 

waste), to which another 

company, Labo Services, 

has been attached; a European 

division (covering Spain 

and Belgium); and an Overseas 

divi sion (Brazil , I(orea, 

and Austral ia). A vigorous sales 

drive generated revenues of 

69 million (FRF 456 million). 

his unils is a world leader 

in its sector and expects to 

achi eve strong growth in 1999. 
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THE. WASTE SERVICES MARKET: A MARKET WITH A FUTURE' 

Suez Lyonnaise des Eaux is a major operator in the fast­
expanding household and industrial waste services businesses. 
Key market data: 
• 30 billion euro in Europe (FRF 200 billion) 
• 30 billion euro in United States (FRF 200 billion) 
• 5 billion euro in Asia (FRF 30 billion) 
• 5 billion euro in Latin America (FRF 30 billion). 

WAS~at ~b~l E S 

Tractebel's Imow-how in environmental services comprise the integrated 
management of solid and liquid waste , as the well as the treatment of 
liquids and sludge. Revenues increased by 30 percent in 1998 to 694 
million euro (Belgian francs 28 billion). 

A major player 
in Europe 
Tractebel is a major in tegra­

ted waste services opera tor 

in Belgium, and also ope­

rates in other countries, 

notably the United King­

dom, Eastern Europe, an d 

Canada. 

Tractebel enjoys a strong 

repu tation for expertise in 

lead ing-ed ge waste recycling 

and waste-to-energy tec h­

nol ogies. These techniques 

are helping to cut the volu ­

me of waste stored in land­

fills, a major concern among 

those involved in th e waste 

business. 

It has built on its expertise 

and know- how to expand 

into the treatm ent of hazar­

dous waste and remediation 

of polluted ground in 

Helgi um , France, Cermany, 

and the Netherlands. 

New growth 
prospects 
In 1998, Tractebel consoli­

dated its Belgian market lea­

dership in all types of waste. 

It also further reinforced its 

already strong position in 

the Ne th erl an ds with the 

acquisition of three compa­

nies, Ecotechniek, Holwarda 

and Van Bennekom, at the 

beginning of 1998. The re­

sulting group is thus now 

one of th e largest operators 

in the sec tor. 

UK operations have grow n 

considerably following the 

acquisition of Lancashire 

vVas te Services i 11 1997. In 

1998, Tractebel was awarded 

the integra ted waste mana­

gemen t contract for the Dis­

trict of Kirklees (Northeast 

Manchester, 400,000 inhabi­

tants). This project provides 

for the design, rebuilding, 

financing and operation 

of the Huddersfield incine­

ra tor. 

Tractebel also acquired A & 

J Bull in August 1998. This 

important London-based 

company own s landfill cen­

ters and a network of trans ­

fer centers throughout 

Southeast England. 

In Poland , Tractebel conti­

nued to build up a strong 

presence in the south and 

eas t of the country, serving 

more than 6.5 million 

inhabitants. With sales up 

Fabricom waste sorting center. 

40 percen t over 1997, it is 

now one of the three larges t 

private operators. 

In Canada (Province of 

Quebec), Tractebel regi ste­

red further significant grow­

th, acquiring Transvick and 

Bessette in Montreal, and 

AES in Chicoutimi. Here 

too, Tractebel is now one of 

the three largest main priva ­

te operators. 

~O' Il'H!'""-" '1'1 ["!f": 



700,000 
Lyonnaise 

subscribers, 

all services 

combined 

PART OF THE DIGITAL 

NO INTERNET REVOLUTION 

700,000 


subscribers 

advertising 

revenues up , 

,,-' percent 

Revenues: 

billion euro 

(FRF 2.7 billion) 



he communications marl<et is 
forecast to double in the next five 

years, on the back of the generalized 
deployment of digital broadcasting, 
the development of new technologies 
and new Internet-based services, 
and deregulation. The Group intends 
to be a multiservice operator in these 
I<ey business, providing TV, Internet 
and telephone services over its cable 
networl<s (in France and Belgium). 
It also plans to build on the commercial 
success of TPS and to amplify that 
of M6. Suez Lyonnaise des Eaux holds 
significant positions in two technologies 
now spearheading the communications 

revolution, namely: 
- cable, where Lyonnaise Cable, with 

100,000 digital connections out 
of a total of 700,000, makes it one 
of the world's foremost digital cable 
operators. These can be used to supply 
a wide range of services to consumers, 
including digital TV, broadband 
Internet access, and cable telephone. 

- satellite broadcasting, where TPS 
now supplies a full line of programs 
and leading-edge technology to its 
nearly 700,000 subscribers*, for their 
greater convenience. 
M6, meanwhile, is now France's no.2 
TV channel by advertising revenues. 

' rlpn l J9YY 

~)'rn);~' ''' 'N )I .{\\I': 

"Monet's mental 
disposition seems to be 
that of a great painter 
who has decided to give 

himself a field of vision 
suffici ently vast 
to embrace the world . 
A cosmic vision, 
I should lil<e to say. " 

Andre Masson 
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Co ntribution of cOlllmunications sector 620,191 469,308 
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ALAIN HELlEQU1N 
0 111 1(\1 ,'> _\~n CEO, 

LI,), _-,,: 1I ~1. c" ~11 


" Cable's rebirth in the 

United States is also taking 

place in Europe. LyonrJaise 

Cable nl1licipated this some 

yea rs bnck, maximizing th e 

capacity of its cable networks 

by developing an all-digital 

service spanning T\< 

Intern et ncccss and telephone 

col77ll1!miCCltiol15. , , 

With 700,000 homes connected (all services combined), the number of 
Lyonnaise Cable subscribers increased by 7 percent in 1998. France's no . 1 
cable operator generated 170 million euro (FRF 1.1 billion) in revenues in 
1998. Thanl(s to its central position on the French market, Lyonnais Cable 
operates and manages a nationwide network of 25 sites, including Paris, 
representing 2.5 million potential connections and possible connections 
for 400,000 professionals and businesses. Since their first experimental 
multiservice offerings in 1995, these 25 local networl(s have aggressively 
developed new interactive services which are accelerating the convergence 
of audiovisual and telecommunications services. 

Contributing to the 
development of a 
fast-growing marl<et 
Th e advent of dig ital TV 

,1l1d ne'" technologies are 

rad icall y transl'orming the 

market for telecom muni ­

cation s, information and 

med ia services. T he market 

is forecast to double in the 

nex t fi ve rears. 

In 1998, th e French telecom­

munications reg ulator, ART, 

confirmed the opening up of 

the loca l telephone line loop 

to compet ition, p,wing the 

way for the introduction 

of new se rvi ces on cable 

networks. The Al~Ts ruling 

entrusted respoll sibility for 

maintenance of the Plan 

Cable networks to Lyo nnaise 

Ca ble. It also set a precise 

timetable for th e opening 

up of th e Paris network, 

authorizing th e supply of 

voice services. Telemarket­

ing's steady gro,,, th has now 

established this as the prime 

channel for the sale of all 

Lyonnaise CabJe products, 

Also in 1998, Lyonnaise 

Cable launch ed a product 

offering aimed at businesses 

and professionals. 

Ten times more 
channels with digital 
technology 
The Communications sector 

received a fresh boost from 

the roU-out of digital tech­

nology in Autumn J 997. The 

number of chann els available 

has increased tenfold, image 

and sound qualit)1 have 

improved, and new interactive 

services have been lau llched. 

Lyo nll aise Cable has devel­

oped a simple ye t compre­

hensive TV service. \,\firh just 

a se t-top box, and no need for 

a sa tellite dish, subscribers 

can nnmber receive nearly 

100 channels, in French and 

other languclges , including 

general and specidl interest 

channels, movies, the arts, 

sport, music, you th pro­

grams, news and curren t 

affairs, documentari es, fash­

ion, weather, etc. 

At the same time, new inter­

active serv ices have been 

launched. In Autumn 1998, 

Lyonnaise Cable launched its 
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6 AUDIENCE SHARE 

17.1% 


17% 13.5% 

Ad....'ti:§.j~

13.2% matnt sha-~ 

. ItUtJ,foOCfWrt 

rJttrQorl'm 

~~I9'll 

electronic program guide to 

help subscribers make their 

selection. This inter(lc tive 

guide is available at all times to 

inform viewers of pr:ograms 

now showing or coming up 

next; it can announce all pro­

gr8ms, or just highligh ts, for 

the neA1: week; it can cl ass ify 

progmms by broad theme, 

and even give a brief descrip­

tion of eacb progra m. 

This richer program offering 

and the new int e rac ti ve 

serv ices ar e generati n g 

steadily revenu e growth per 

subscriber. 

Digital subscribers acco unted 

for nearly 20 percent of aJJ 

home TV subscribers in 1998. 

Broadband Internet 
access 
Cable has the capacit)' to carry 

large amounts of data at high 

speeds, and allows subscribers 

to remain permanently 

connected. That makes it an 

ideal-and the most economi­

cal-channel for the d istribu­

tion of interac tive Internet 

servICes. Major players in the 

JIldustry foresee bringing 

n rtogether a decoder and 

cable modem in a single box, 

permitting the marketing of 

combined TV and Internet 

offerings. 

Lyonnaise Cable's Internet 

brand, Cybercable, is aimed 

at people wanting a perma ­

nent connection, high quali­

ty sound and image, high 

speed data transfe r, while 

leaving their telephone line 

free. Through its "po rtal" 

approach, CyberCa ble bas 

signed agreeme nts with con­

tent providers and online 

services, enabling Lyonnaise 

Cable to offer subscribers a 

broad range of business and 

leisure services. 

In February 1998, Lyonnaise 

cable signed a letter of intent 

to form a partnership with the 

French MinistryofEd ucation, 

Research and Technology to 

develop Interne t access for 

schools at aU grades and places 

of higher education. 

In addition to consumer 

applications, cable access al­

lows small and medium-sized 

businesses to connect several 

PCs to the Internet at once. 

Paris Premiere broadcasts 

round the clock to 2,500,000 
homes by cable and satellite. 

It is the leading special­

interest channel by peak time 

audience, broadcasting a 

Work on upgrading Lyonnai­

se Clble's Plan cable net­

works, which is required in 

order to deploy voice- image­

data services, 'will be ca rried 

out in Paris and the Paris 

region in conjunc tion with 

Frilnce Telecom in 1999. 

To ensure the maintenance of 

the Plan Cable network with 

which it has been entrusted by 

ART, Lyonnaise Clble is setting 

up teams on a national level. 

At the same time, Lyonnaise 

cable has expanded its back­

bone transmission capacity 

between its different sites, as 

weLl as national tra nsmission 

platforms for national and 

international link -ups. 

Sharpening 
our customer focus 
Lyonnaise Clble is strength­

ening its organization for 

better customer service and 

to increase productivity. A 

nationwide telephone ca ll 

center is being set up, and 

new IT software is being 

developed to fine-tune the 

pricing of Internet and tele­

phone services. 

blend of shows reflecting 

the variety of Paris life 

(arts, fashion, 1110vies, 

theater, opera, music, 

literature, cOl11edy, sport, 

variety shows, etc.). 

In 1999, Lyonnaise Cdble 

intends to rid e the wave of 

digital and Internet services 

to win over new customers, 

developing combined servi­

ces to boost reve nue per 

subscriber. 

With the launch of a high-end 

broadband service for inten­

sive In ternet users, Lyonnaise 

Cible is (l iming to attract the 

professional and SME market, 

in order to capitalize on that 

market's exponential growth 

prospects. 55 percent of pro­

Fessionals are forecast to be 

connected within 5 years, 

compared with 5 percent in 

1998. 

In a fas t-g rowing communi­

cations marke t, Lyonnaise 

Cable is gear in g up to 

expand its range of services, 

and is considering a host of 

technologica l opportunities. 

Examples include the cable­

telephone se rvice already 

being marketed In Annecy 

and Chambery (Southern 

France), as well as innovative 

soluti ons s uch as IP 

(In ternet Protocol) voice 

telephony. 

" .JtJ Iyo",-""", Ill .. ~' \l\'. 



44 


Lyonnaise Cable: TPS: since its inception, • Interactive financial M6: 
- seeking telephone and TPS has formed partnerships services - Hachette (Marie-Claire) 

Internet partners. with: - Credit Agricole, - Fun TV 
- technical partnel'ships • French film companies - Vega Fi1nance, - European channels: 

with Sagem (digital TV), - Gaumont - Les Echos Pro Sieben (Germany), 
Motorola (Internet), - Film par Film • Educational multimedia - Channel 5 (UI<). 
and Alcatel (telephony). - Hachette Premiere Lagardere 

- Ice 3 • Organizations (FN IH­
- Vertigo), National hotel trade 

federation), 

COM~~ ICATIONS 

JACQU ES ESPINASSE 

e lll f EXIU 11 \ f mI ICEI{. TPS 

, , We are a major 

contributor to the French jllrn 
industry Not including 
catalogue expenditures, we 
hllve already in Fested more 
than FRF 300 million. That is 
a lot of money for a company 
that started [rani scratch 
two years ago, and fhat now 

has 700.000 subscribers. " 

TPS broadened its offering 

in 1998 with the introd uct ion 

of II new channels: H6 ~vlu sic. 

jvlezlO. Regions. RFO Sat, Club 

H leachat. Shopping Ave nue. 

lnfosport, Escales. MTV, BET 

On Jazz, and M2 . together 
with two optional channels 

and music channels and so und 

broadcasting stat ions. TPS 

now broadcasts more than 

90 channels. 

A year of dynamic 
activity 
As a TV broadcasting serv ice 
resolutely aimed at a vcry broad 

Just two years after its arrival on the extremely competitive French TV 
broadcasting scene, TPS's digital service has attracted numerous subscribers 
thanks to its varied programming. More than 275 million euro (FRF 1.8 billion) 
have been invested over the last year. Whilst developing this offer. TPS conti­
nues its investment policy in the cinema. 

public. TPS 's programs are 

broadcast to ramil)' aud iences. 

Its public is youn ger than the 

na tiona l average (und er 35). 

and better-equ ipped. At mid­

1998. 95 percent of subscribers 

reported th ey were sat isfied 
with the number of channels 

avai lable. and 87 percent said 

they received good va lue for 

money. That explains why 

95.4 percent ofTPS subscribers 

I'c newed their subscr iptions 
at the due date (in May 1998) 

For even grea ter viewer comfort. 

th e national genera l interest 
channels. TF I, Frililce 2. France 

3, and M6 nOlI' broadcast 

their prime time programs 

in 16/9 wide-screen format. 

TPS has also launched a new 

statistical multiplexing broad ­

casting technology to maintain 

its French market leadership 

in terms of pictmeand sou nd 

qualit y. 

TPS continued to pre-finJnce 

French movic productions. 

sig ning agreemcnts with 

Gaumo nt . Film Par Film . 

Hachette Premiere. Ice 3. and 
Vertigo for the right to sholl' 

their films on 1\.lultivision 

pa)'per-view channel. and on 
the Cinestar cha nnels. TPS's 

movie channels (Cinestar I and 

2. and Cinetoile) capt ured 

a brger audience share than 

compe rin g movie offerings on 

cable and satel lite TV combined. 

in th e first quclrter of 1998. 

In sports broadcasting. TPS 

broadcast all 64 soccer matches 

during the Football 'Worl d Cu p. 

including 44 matches in 16/9 

wid e-screen format (man), 

of them in Dolby Surround ) 

on its SuperEoot 98 cha nnel. 

In July. finally. TPS launched 

Infospo rt. the first all-digital 

continuous sports news channel. 

Interactive TV 
acclaimed 
In 1998. I PS and its terrestrial 

channel shareholders bega n 

broadcasting interact ive services 

in addition to their pro­

grammes, especia lly during 

TV commercials accompa nying 

Iive spor ts broadcasts and 

TV shopping programs. TPS also 

launched an interactive sports 

show. Infoscore. and the first 

fully-interactive financial neil's 


channel ("FI La Chain e 


Financiere") with three initial 


partners (Cred it Agrico le. Vega 


Finance. and Les P.chos) 


A nother nell' la unch in 1998 was 


Espace Annonces. a small -ad 


channel. TPS interactive services 


sco red an 84 percent satisfaction 


rate amo ng subscribers. and 


consu mer magazi nes also have 


haded rhe new service. 


In 1999. TPS plans to launch a 


package of educational chan nels 

and multimedia services with 

("Sat&Clic") in association the 

Lagardere Group. This offering 

will be made available to 

250 pilot schools in an experi­

mental program being run by the 

CNES for the French Ministry of 
Education. TPS wi ll also be deve­

loping a new movie channel and 

other innovative services. 

Constant summilr)' of sporting 

events. interactive publicit), 

devoted to employment, Adecco 

interactive weat her forecast for 

travellers. With these two poles of 

development. the cinema and 

sport. TPS's ne,,1 target is to reach 

I million subscribers in 2000. 
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M6 broadcasts more prime time news 

magazines than any other channel in 

Europe. In the wake of its successful 

"Capital" (see photo), M6 has launched 

"Zone Interdite," "E=M6," "Pourquoi 

~a marche," "De que I droit," "Mister Biz," 
and "Les chemins de I'impossible." 

COM t,\IICATIONS 


M6 TV channel gained audience share significantly, rising from 13.2 percent to 
13.4 percent, for the eleventh consecutive year. It was the only major national 
channel in 1998 to gain ground in the under-50 age group, with an average 
audience share of 17.8 percent. M6 further consolidated its position as the 
second most popular channel among children and young adults (15-34 age group). 

JEA N DR U CK ER 

CI i.111{,IIAi':I:-JD CEO, 

M6 

, , Over the past II years, 

we have built up a format 

aimed specifically at the 

under-50s. Day aJier day, 

we have learned to think, 

proauce, buy and schedule 

programs by studying our 

successes and our setbacks. 

Today we are the only channel 

to be making such strong gains 

arnong the under-50s. "" 

Group revenu es totaled 

526 million euro (FRF 3.5 bil­

lion), with estimated Group 

income of 61.4 million euro 

(FRf 403 million), up 29.4 per­

cent. Increased aud ience 

ratings translated into a 

14 percent growth in adver­

tising revenues, double the 

rate of growth for the market. 

In 1998, M6 became the Ilum­

ber two French TV channel in 

terms of advertising spend ing. 

Diversified businesses also 

grew rapidly, with revenues 

exceeding FRF J billion for 

the first time and contribu ting 

30 percent of consolidated 

revenues. 

M6 is building on its dyna­

mism and sound tinancial 

condition to diversify its ave­

nues of growth, despite 

a high level of inves tment. 

Among the latter, it notably 

increased its equity stake 

in TPS (from 20 to 25 percent), 

in TCM (ti'om 33 percent to 

41.25 percent) and in HSS 

(from 66 percent to 100 per­

cent). Two new speci," interest 

channels-M6 Music and Club 

Tele Achat-were launched in 

1998, bringing the number of 

channels deveJoped by M6 to 

five (the others being Serie 

Club, Teva, and Fun TV). 

A subsidiary, M6 Interactions, 

registered several commercial 

successes, with 9 million CDs 

sold, 3.5 million publica­

tions (it currently publishes 

11 titles). lts first CD-Rom 

("E=I,,16" based on the popular 

science shOll" of the same 

name) is one of the best-selling 

titles outside the ga mes mar­

ket, while visits to the conlpany 

web site were up 400 percent. 

HSS, M6's TV shopping subsi­

diar y, also recorded st rong 

growth, with sales up 30 per­

cent. It successfully launched a 

24-hour D r shopping channel 

on the TPS satellite TV service, 

and form ed a 50 percent joint 
venture with DrA, the lead ing 

producer of TV shopping pro­

grams in Canada. 

M6 Droits Audiovisuels is 

building up its export sa les of 

broadcasting rights. Notable 

sales have included TV 
films such as "Combats de 

femmes" and "Verdict", as 

well as the news shows 
"Turbo" , "Cap ital", and "Les 

Chemins de l'Imposs ible". 

M6: still creating 
value, holding onto 
its leadership 
iVI6 will pursue efforts to 

broaden its aLld ience in 

1999, especiall)1 in the 35­

49 age group, thanks to ima­

ginative, contemporary 

programmin g. It will be 

strengthen ing its prime time 

Tuesd ay evening news 

shows, further developing its 

production of TV film s (20 

are planned for 1999) As 

part of its effo rts to expand 

its local news coverage, M6 

has applied to the French 

broadcasting authority for 

permission to launch local 

newscasts for the Paris 

region , Nice, and Clermont­
Ferrand. 

M6 also intends to bolster 

its know-how in diversified 

businesses, preparing for the 

launch of new special interest 

channels for TPS (satellite) 

and cable TV, notably step­

ping up its investment in 

multim edia programming. 

TV shopping channels, 

meanwhile, will ex tend their 

international reach, particu­

larly in Hungary, Argentina, 

and Canada . 

....U\l b"{ l~",'AN ;,,~ ~ ~ 01,\1'( 
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CONTRIBUTION OF GROUP GTM 
KEY FIGURES 1..998. TO CONSOLIDATED REVENUES 

in billion Fin; I "I 

Con tribution of construction sector 

1to consolidated r(\Tlllle'S 4S.1 i\.t\ 43.6 r- Iii 

Contrihution of construction sec tor 

to Croup net current income 0.4 (illi' 0.3 II 

Groupe GTM 


JEAN-LOUIS BRAULT 

C II.I II' .\I.I' .\,1) CEO 

(" GH()ll' l (;T;"vj 

, ' Our 1998 figures 

confirm the wisdom 

of our strategy in terms 

of both revenues and 

earnings. Groupe GTM 

is growing significantly 

and winning some major 

commercial successes 

at the same time. " 

With consolidated revenues of 7.38 billion euro (FRF 48.4 billion), 
versus 6.88 billion euro (FRF 45 billion) in 1997, Groupe GTM 

registered further growth both in France and abroad, in 1998. 
Non-French revenues now account for 43.6 percent of its total business. 
As part of strategic moves to re-balance its business mix, significant 
developments toolt place in roadbuilding, offshore construction and 
infrastructure concession operations. Conversely, the relative share of 
construction and public worl(s fell to 35 percent, down from 41 percent 
in 1997 and 46 percent in 1995. 

Several significant contracts 

were won to manage car parks 

in France and abroad (in par­

licula r for <l i rports in ]Vlexico 

and tollroads in Canada), 

in 1998. As forecast, consoli­

dated net income for 1998 

came to 65 million eum 

(FRF 429 million ), a significant 

improvement (+ 69%) on the 

1997 figure of 39 million eum 

(FRF 254 million ). 

Infrastructure 
concessions 
C;roupe CTM continued to 

expand its infrastructure 

management business as 

a member of various 

consortia in 1998, winning 

contracts to manage airport 

facilities, bridges and vIa­

ducts, and tollroads. 

It began the year with the 

signature of a 3D-year conces­

sion contract to manage 

200 kill of tollroad 111 

Canada, bet"veen Fredericton 

and Moncton. Coming after 

the opening of the 13-klll 

Confederation Bridge, this 

new contract h.lrther streng­

thened Groupe GTlvl's posi­

tion as a manage r of infra­

structures in Ca nada. Traffic 

on the Confederation Bridge 

in its first year of operation 

was in line with forecasts. 

The 80,000-seat Stade de 

France sports stadiulll outsi­

de Paris was inaugurated at 

the beginning of 1998 and 

successfully demonstrated 

its capacity to host major 

sporting events such 8S the 

Football \lVorld Cup. 

The foundation stone of the 

Rion-Antirioll bridge ill 

Greece, one of the largest 

infrastructure projects in 

Europe, was laid in 1998. 

The bridge will enter service 

in 2004 and will be managed 

under a 42-year concession 

contract starting from the 

end of 1997. 

At th e end of the year, 

Groupe GTM was awarded 

the concession to opera te 

9 newly-privatized airports 

in Mexico (total capacity, 

10 million passengers a year). 

Two outs tanding even ts in 

1998 for Les Parcs GTM, the 

car park concess ion opera ­

tor, were: 

. th e award, by SAP, of a 20­

year concession to operate 

7,000 parking spaces in 
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built-up and kerbside cm 

parks and in the road, in 

Sa int- Etienne, 

• the awa rd of a 25-yea r farm­

out con tract to opera te the 

West India Quay car park in 

London's docklands. Les 

Parcs GTM already operates 

th e Milyfair car park in 

Lond on . 

In Fra nce, oper3tions we re 

buoyed by healthy consump­

ti on and a new sa les drive, 

leading to signifi cant reve­

nue growth in line with fore ­

casts. 

At the end of 1998, Les P ilrCS 

GT M operJted 170,000 par­

king spaces clild more thiln 

200 CM park buildings in 67 

citi es in France and other 

countries. 

Roadbuilding 
Jea n Lefebvre genera ted 

2.06 bil li on eu ro (FRF 13 .5 

billion) in sJles in 1998 

(+ 12 percent), with interna­

ti onal and overseas sa les 

accounti ng for more than 

45 percent of the total. 

Tn addi tion to healthy de­

mand in France and abroad , 

1998 WilS a year of vigoro us 

ex ternJI growth, with the 

acquisition of I3lythe in the 

United States, the signa ture 

of a partnership agree­

ment with the Czech firm 

OD5-DSO, the acquisition 

of STR-Huys (Northern 

France), that of Smag quar­

ri es in Southeastern France, 

and th e takeover of Saged 's 

roadbuilding and materi als 

trading business in the Paris 

region. 

In the maintenance sec tor, 

the GTM's Spanish subsi ­

diary Probisa won a fo ur­

yea r contract to maintain 

and o per<1te 250 kilometres 

of highway, while Ringway 

won two globa l maintenance 

contracts In the United 

Kingdom. All three opera ­

tions confirmed the Group's 

determinat ion to develop 

this type of partnership. 

Miljor contracts wo n Jl1 

1998 included the RN 160 

national trunk roeld in the 

Ind re-et-Loire department, 

the trcHnway installation ill 

MOlltpellier (both in Fran ce), 

the Eastern bypass at 

Noumea in New Caledonia, 

mending of the main run way 

at Montrea l airpo rt, and a 

new tollroad section in the 

Czech Rep ublic. 

Construction and 
public worl<s 
DUl11ez-GTIv{ 's sa les totaled 

2.4 billion euro (FRF 15.8 bil­

lion ) in 1998. In keeping with 

GTM Group's strategy, this 

figure is dow n by ap proxima ­

tely 6 percent relative to 1997. 

It is split equally be tween 

construction and public 

works, with revenues from 

outside France representing 

39 percent of the tota l. 

In France, the outs tanding 

event of 1998 was the inte­

gration of blank Construc­

tion's subsidiar ies into the 

regional organiza tio n of 

GTM Construct ion, thus 

streamlining the Gro up' s 

French network, which also 

comprises Chan tiers Moder­

nes and it'; subsid iaries. 

While th e construction in­

dustr y began to pick up, 

co ndi ti ons remained d iffi­

cult in public works, and 

The Stade de France 

(Paris) hosted 

more than 1 million 

spectators, not 

including the World 

Cup , in its first year 

of operation 

s 

Several developments in 1998 

illustrated GTM 's st rategy 

of shifting the balance of its 

operations toward businesses 

that generate recu rring 

reven ues (i nf rastructu re co nces­

sions, I·oads, industr ial and elec­

trical services) . 

At the same time, it expanded 

its international reach via a 

number of moves : 

- Entreprise Jean Lefebvre 

acqui red the American road 

builder Blythe, which operates 

in North and South Carolina 

(November 1998), 

- A co ntract to build 14 km 

(8.75 miles) of tunnel s for 

London 's Heathrow Airport 

ex tension (July 1998), 

- A concession to operate the 

540-place London Docks car 

park (December 1998), 

-	 Con struction of a tunnel of 

more than 3 km (1.8 mi les) 

and the largest viadu ct 

for the future high speed rail 

link between London and 

the Channel Tunnel (September 

1998), 

- After termi nating its 

partnel's hip with McDermott 

at the beginning of 1998, 

ETPM, as pa rt of the 

development of the latter's 

Girasso l fiald in Angola. 

Total value of contract, 

1.07 billion euro (FRF 7 bil­

lion), worth 457 million euro 

(FRF 3 billion) to ETPM 

:'i-Ufl l,'O' .... '\l'..1 Jl~ [. ',11:\ 
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GROWTH IN INFRA­
STRUCTURE. CONCESSION 

MA~AGEMENT 

In december 1998, Groupe GTM, 

as part of a consortium, won the 

concession to operate 9 airports 

in Mexico, as part of the program 

to privatize the Southeastern 

Goup of Mexican ail'ports, The 

airports handles nearly 10 million 

passengers a yea I', including 

6 mi lion at Cancun alone 

GROUPE GTM 


sales totalled 1.5 billion euro 

(FRF 9.8 billion), 

Several major projects were 

completed in 1998, inclu­

ding renovation of the 

Edouard VII block in Paris, 

and construction of the 

France Televis ion headquar­

ters in Paris, the water treat­

ment plant at Colombes, and 

the fourth runway at Roissy 

Airport. Major orders taken 

in J998 include the rehabili­

tation of the Gaz de France 

headquarters (22 million 

euro/FRF 144 million), an 

earthmoving lot for the A 89 

toll road, and instaJJations for 

the Roland-Garros tennis 

complex in Paris. 

Outside France, Dumez­

GTM generJ ted sa les of 

470 million euro (FRF 3 bil­

lion ), including 32 percent in 

Europe outside Fra nce, 

33 percent in Asia, particular­

ly in China, 18 percent in 

North America , and 10 per­

cent Jll South America. 

Significant orders booked 

in 1998 were: construction 

of the Fredericton-Moncton 

tollroad in Canada (106 mil-

li on euro, FRF 695 million) 

under a concession contract 

with the GTM Gro up, tunnels 

in Hong Kong (60 million 

euro, FRF 393 million), the 

tunnel and a viaduct on the 

high-speed rai l link between 

london and Dover (60 mil­

lion euro, FRF 393 million) , 

and work on Heathrow air­

port terminalS (80 million 

curo, FRF 524 miUion) in the 

United Kingdom. 

Dumez-GTM's main inter­

national subsidiaries (CFE 

in Belgium and \'Viemer und 

Trachte in Germany) kept 

up their revenues at 470 mil­

lion euro or FRF 3 billion 

(Group share). 

Industrial 
Contracting 
and Services 
En trepose and Dela ttre­

Levivier specialize in pipe­

fining, boilerworks and 

mechanical maintenance. 

Entrpose reported revenues 

of 580 million euro 

(FRF 3.8 billion) in 1998, of 

which 44 percent was gene­

rated outside France, mainly 

in the oil and gas industries. 

The French agency network 

curren tly numbers nearly 

140 units. Local works and 

services con tracts saw sa tis­

factory levels of activity, and 

in particular the network 

was awarded several multi­

year opera tions and mainte­

nance con tracts. In the 

industri al construction and 

equipment sec tor, brisk acti­

vity large-scale pipe laying 

projects notably included 

the completion of oil pipe­

lines in Libya, the construc­

tion of gas transmission 

lin es in the United Kingdom 

and Canada, and water sup­

ply structures in Senegal. 

Work continued on complex 

oil and gas structures, nota­

bly 011 a gas compression 

sta tion in Scotland, in the 

Middle Eas t, in Nigeria 

(where it is engaged in 

extensive rehabilitation of 

the Kaduna refinery), and in 

China, where it is under 

contract to supply ten 

10,000 cubic-meter gas sto­

rage spheres. 

Following the opening of 

Cancun Airport, 
Mexico. Goupe GTM 
is a member of the 
consortium that 
operates the 50-year 
airport concession 

a rep resentative office in 

Baku (Azerbaijan) , in part­

nership with Suez Lyonnaise 

des Eaux and ETPM, 

Entrepose can now consider 

expanding its operati ons 

throughout the oil-rich 

Caspian Sea region (compr i­

sing Kazakhstan, Turk ­

menistan, etc.). With a net­

work of 60 perm anen t 

agencies in France, Delattre­

Levjvier can support expan­

ding industrial firm s, assis­

ting them with their 

installation, renovation and 

transfers of equipment, 

maintenance, and operating 

assistance. 

This company's 1998 reve­

nues were roughly unchan­

ged at 150 million euro 

(FRF 1 billion). Delattre-

Levivier won three new 

multi-year service contracts 

in 1998, for Dexel-Sita in the 

Paris region, a logistics and 

transit contract for th e 

CNES (French national 

space agency) in Guyane, 

and a contract for Esso at 

Porr-Jerome. 

Delattre-Levivier won a 
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GROUPE GTM ACQUIRES HONG KONG'S SECONO­

LARGEST CAR PAIH OPERATOR 

Les Parcs GTM has acquired development, Les Parcs GTM 

Hong Hong's second-largest car now operates 200;000 parking 

park operator, Adams Parking, spaces in 67 cities in France, and 

a service provider that operates in 6 other countrie s. 

more than 100 car parks in 

Hong I<ong with a capacity of 

more than 30,000 spaces. 

Following this key internaLional 

The "Pont de Normandie," built by Groupe GTM. 

con tract from Sanofi to build 

a piping network at f\ramon 

in the Var Department of 

France. Las tl y, it added a 

new subsidiary, SECM!, 

based in La Rochelle , to its 

network of regional units. 

Electrical contracting 
GTMH reported revenues in 

the region of 580 million 

euro (FRF 3.8 billion) for 

1998, an increase over the 

1997 figure chiefl)' due to 

no n-French sales, wh ich 

now exceed 25 percen t of the 

total, whereas French reve­

nu es remained stable. 

The general export climate 

was favourable, even though 

falling oil prices weakened 

the financial situation of 

certain producer countries 

where GTMH operates . 

In France, while some 

GTMH units reported flat 

reven ues , others registered 

strong ga ins. There was sharp 

growth in sa les of opera ting 

aids and traveler information 

systems for public transpor­

tation in Paris and other 

major cities in France and 

the rest of Europe, making 

GTMH a front-ran k player 

in this sector. 

GTM H also intensified 

effo rts to position itself to 

grasp whatever opportuni ­

ties arise to win global main­

tenance and outsourced ser ­

vices contracts in th e mJin 

areas of manufacturing and 

the service sector. 

Offshore engineering 
ETPM spec ializes in offshore 

design, project engineering 

and infrastructure contrac­

ting for the oil industry. It 

registered strong sales grow­

th in 1998. Revenues increa­

sed by 23 percent co mpared 

with J997 to 723 rn illion 

euro (FRF 4.7 billion) , th e 

Group share of this total 

amounting to 640 million 

euro (FRF 4.2 billion). 

Completion of phase 1 of 

installation of the Elgin­

Franklin pipeline in the 

North Sea for Elf Aq uitaine 

acco unted for a sign iticant 

percentage of this increase. 

This project, one of the 

largest ever in the region, 

was completed on schedul e, 


demonstrating ETPM's capa­


city as prime contractor to 


m<Jnage a large-sca le opera­


tion , including all technica l 


aspects. 


Two significant even ts in 


1998 were: 


- the termination of ETPM's 


partnership with J. Ray 

MacDermott and the 

acquisition of MSCL, now 

ETPM DeepSea. This stra ­

tegic move has opened up 

the market to ETPM for 

deep offshore or subsea 

opera tions. 

- the winning of two con­

tracts on Girassol, off the 

coast of Angola, for Elf. The 

contracts are wor th In 

excess of 457 million euro 

(FRF 3 billion) to ETPM. 

This initi al major success 

is a pr<Jctical au tcome of 

ETPM's growth strategy. 

Further spendi ng on R& D is 

enabling ETPM to develop 

the equipment needed to 

consolidate its position 111 

conventional offshore work 

and to meet the challenges 

of new conditions in th e oil 

market. This subsid i<Jry will 

continu e to es tabli sh itself 

as a major global player in 

the fas t-grow ing subsea and 

deepwater secto rs. 

'111 1 t~lt t-.. ""'\!>I r,r' AUX 
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SGB's headquarters. 
SGB is one of 

Belgium's oldest 
companies. 

Societe Generale de Belgique 


ETIENNE DAV I GNON 
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Societe Generale de Belgique has been an almost wholly-owned subsidiary 
of Suez Lyonnaise des Eaux since Summer 1998. It in turn is the 
majority shareholder of Tractebel, the Group's energy arm, and the lead 
shareholder in several front-rank financial services and industrial companies. 
5GB's equity holdings comprise: 

· Tractebel, d global ind us­

trial energy (electricity and 

gas) dnd municipal ser­

vices group (see pages 24­

26 and page 39), 

· Fortis B, which has become 

one of Europe's forcmost 

fin3ncial services, insur­

ance and investmen t man­

3gement groups since its 

merger with Gcnerale Bank 

in 1995 (see page 52), 

· Union jvjiniere, a world 

leader in non-ferrous metals 

(see page 53), 

· Arbed, a Luxembourg steel­

maker that ranks among 

the world leaders 

· Recticel, a European group 

specializing in the produc­

tion of polyurethane foam, 

The past year brought a rich 

crop of earnings and achieve­

men ts, 

Consolidated net current 

income for 1998 was up 

8,4 percent, after 7 straight 

years of steady growth, 

m3kJllg a record run in 

the company's 175 years' 

history. This performance 

bears out the wisdom of 

SGB's strategy over the past 

10 years, 

SGB provided substantial 

su pport, in 1998, in the ere­

a tion of a new European 

financial group, The dispo­

sal of SGB's 29 percent 

shareholding in Generale 

Bank set the scene 

for Fortis to build a new 

integrated banking group 

around G-Banque, capable 

of rivaling its main competi­

tors, In keeping with its 

commitments, SGB has 

reduced its holding in fortis 

B, reverting to the pre­

merger level (20 percent), 

The Group will benefit from 

expected annual synergies 

of the order of 675 million 

euro from 2002 onward, 

In the middle of 1998, 

Suez Lyonnaise des Ea ux 

launched a share exchange 

offer for the remaining SGB 

shares outstanding, This 

successful bid, worth nearly 

4 billion eufO, helped to 

strengthen the Group's 

Franco- Belgian iden tity and 

confirmed energy's position 

among Suez Lyonnaise 

des Eaux's core businesses, 

In 1999, SGB 3cquired 

Elyo frolll SuCl~ Lyonnaise 

des Faux, in order to build 

a single energy division 

centred on Tractebel, with 

responsibility for the con­

duct of all Suez Lyonnaise 

des Eaux energy sector 

businesses, An energy 

Committee, consisting of 

the top managers of Suez 
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Lyonnaise des Eaux, Societe 

Generale de Belgique and 

Tractebel , will meet regular­

ly in order to maintain 

a constructive dialogue 

between management 

and the shareholders. This 

committee will contribute 

to the coordination of the 

energy divi sion with Suez 

Lyonnaise des Eaux's global 

strategy. SGB's net current 

income rose thanks to 

strong performances by 

Tractebel and the new 

Fortis-Generale Bank entity. 

Its contribution to Suez 

Lyonnaise des Eaux's net 

current income amounted 

to 0.31 billion euro, or 40.4 

percent of the total. SGB's 

exceptionally high earnings 

(representing a 17.3 percent 

net return on equity) reflect 

the wisdom of the strategy 

of many years' standing, 

based on recentering on 

the most profit able 

bu sin esses and p 1I S h i n g 

a h e a d wit h international 

development. Tractebel and 

Fortis accordingly received 

On the occasion of the 175th 
anniversary of SGB, their royal 
highnesses the King and Queen 

of the Belgians met the managers 
of SGB. Seen here, the official 

ceremony to inaugurate 
the Magritte exhibition in Brussels, 

sponsored by SGB. 

strong su pport from the 

SGB in their efforts to 

expand in Europe and the 

rest of the world. 

Fortis (B) is nO'V' Europe's 

tenth-largest financial group, 

while Tractebel is the no. I 

private independent elec ­

tricity group in Europe, and 

the world's no. 3 indepen­

dent electricity producer. 

Tractebel and its subsidiaries 

Electrabel and Distrigaz 

enjoy strategic positions in 

electricity and gas, trading 

and project engineering. 

They can therefore look with 

confidence to the new 

challenges being crea ted 

by deregulation in Europe, 

and by the worldwide trend 

to privatiza tion of munici­

pal services. 

Fortis emerged from 

the events of 1998 renewed 

and fortified. Renewed 

by the reorganization of its 

management and streamlined 

operating functions; 

fortified by the merger with 

Generale Bank. Several 

measures will boost 

transparency and efficiency. 

These notably concern the 

names of listed companies(l), 

shares, and the management 

of Fortis. The names of the 

li sted companies have been 

modified: from Fortis AMEV 

to Fortis (N L), and from 

Fortis AG to Fortis (B) . 

Respectively 2-for-1 and 

9-for-1 stock splits have 

placed the shares on an equal 

footing, and they now carry 

equal earnings entitlements. 

Following the merger with 

Generale Bank, Fortis now 

forms a strategically coherent 

group. It has also 

considerably strengthened 

its market positions. 

In the Benelux especially, 

I~ortis now leads the market 

~n asset management, 

FORTIS, fORTIFIED AND RENEWED 

services to S M Es and in 

private banking, and is in 

third place in corporate 

banking . 

Fortis also leads the market 

in bancassurance. 

The Group has also 

powerfully consolidated its 

positions outside the Benelux. 

(1) Fortis has two identical shares: 

For tis B, listed in Bt'ussels, London 

and Luxembourg, and For lis N L, listed 

in Amsterdam, London and 

Luxembourg . Fortis N L is traded under 

a sponsored ADR program in the 

United Stales. 

Suu: r~ O"l 'jA I\[ 1)[, r"u~: 
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Fo RTIS 


MAUR I CE LIPPENS 
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, ' Fortis had an exceiient 

year in 1998, achieving 

17 percent organic growth. 

It was practicaiiy untouched 

by the crises in Asia, South 

America and Eastern Europe. 

The wave of concen trations 

in the financial sector, 

market volatility and 

th e d01vn trend in interest 

rates helped to generate 

substantial capital ga ins 

and high ea rnings 

on financial transactions. , , 

Net income for the Group 

came to 1,786 million euro 

in 1998, with total assets 

of 338 billion euro at the 

end of 1998. The Group 

intends to achieve a mini­

" 

:~:~~:.Sometimes one merely has to take 
FORTIS 

a fresh look at things for new 

ideas to emerge. That was the 

thought that inspired Fortis' new 

logo, symbolizing the diversity 

of its customel's and their needs. 

B 
Fortis is an international insurance, banking and investment management 
group. It helped to pioneer bancassurance, and it is one of the leading 
integrated financial services providers on its domestic market, the 
Benelux. The group provides a full line of financial services to individuals, 
businesses and the public sector in the Benelux. Fortis focuses on specific 
market segments in the rest of Europe, the United States and Asia. 

mum return on equity of 

12 percent and an annual 

growth in earnings per 

share of between 7 and 

12 percent. Fortis' market 

capitalization s tood at 

24 .6 billion euro at the end 

of 1998. 

Fortis seeks to operate on 

those markets or market 

segments where it can hope 

to playa preponderant role 

while continuing to grow. 

Its key strengtl1 li es in its 

business mix , with th ei r 

solid roots in their markets 

and strong customer 

relationships, and in th e 

combination of its different 

companies. These allow 

Fortis to offer a broad 

produ ct range, ba cked 

by co nsi derable fin anci al 

strength, while sprea ding its 

ri sks 8nd buildin g up 

a we8 1th o f knowledge. 

Regional fl exi bility is thus 

combin ed with glob al 

power. 

A new operating 
structure for Fortis 
Fortis ex tensively reorga ­

nized its operating struc­

tures in th e seco nd half 

of the yea r, discarding its 

geography-based organiz­

ation in favour of one based 

on marketing channels . 

The insuran ce Group is made 

up of companies th at mainly 

market its products through 

third parties s uch as 

independent brokers, agents, 

or the bank branch es of 

outside companies. Fortis' 

banking activities have been 

integr a ted in o rder to 

consolidate its position as 

a leading financial services 

provid er in the Benelux. 

Another purp ose of thi s 

more is to create a so lid 

pl a tform fr om which to 

expand in Europe and other 

markets, and to achieve 

significant synergies yielding 

additional savings and 

revenues. Fortis bolstered its 

positions in the United States 

in 1998, successively acquir­

ing Pierce National Life 

Insurance, John Alden 

Financial Corporation, and 

then Bankers Insurance, 

another American company. 

Th e outstanding event o f 

1998 was the acquisition of 

Generale Bank and the 

Belgian State's remaining 25.1 

percent interest in CGER 

A growth strategy 
for Fortis 
Growth , whether organic 

or th e outcome of selective 

acquisitions, has always been 

a key feature of the Gro up' s 

strateg),. But it has never 

been an end 111 itself; 

its prime aim is to help 

improve profitability. From 

its enhanced position on 

its dom estic market, the 

Benelux, the Group has built 

up a solid springboard for 

further grmvth in Europe, 

the United States, and Asia . 
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E1 L' UE DES EI U 

• UNION MINlERE 

(VIA 5GB) 
Union Miniere's inter­
ests span the extraction, 
smelting, refining, 
processing and recycling 
of non-ferrous metals 

OTHER 


Union Miniere 
Union Miniere is a world 

leader in nonferrous metals 

It produces and comm er ­

cial izes more than 20 precious 

and specia l metals for use in 

high -tech appli ca ti ons in 

particular. 

In 1998, the group was hurt 

by especiall y Jdverse eco ­

nomic conditions charac­

teri zed by historica ll y low 

pri ces, an unstable dollar, 

deteriorating processing and 

refining condi tions, and wea k 

sale prices. To these were 

added the effec l'i of the crisis 

in Asia ,md sharper competi­

tion. Moreover delays in the 

start-up of the new smelter at 

Hoboken (Belgium ) severely 

impacted the firm' s oper8ting 

income. Union )'vliniere 

immedi8tely took appropri­

ate steps to cover its operating 

risks by me<1 ns of addi tional 

provisions and reorga nizing 

its core businesses. The grou p 

expects to recover its room 

for maneouvre progressively, 

allowing it to achieve the tar­

gets originally stipu lated in its 

industrial development plan. 

nU.fINCIAL ACTIVITIES 

• 50FlNCO 

This bank specializes 
in consumer lending; 
it is no. 2 in consumer 
credit in France. 

• SUEZ LNDUSTRIE 

Venture capital 

AFFI IATES 


Sofinco 
J n April 1998 Suez Lyon naise 

des Eaux announced the sale 

ovet· two year s of 100% 

of the ca pital of So fin co 

for 1. 39 billion e ur o 

(FRF 9.15 bi llion) 

Le Credit Agricole Indosuez 

thu s ho lds 70 percent 

of' Sofi nco in 1999, and 

is ex pected to acquire 

the rema inin g 30 pe rce nt 

in 2000 . 

Suez Industrie 
Suez lndustri e, a venture 

capital subsidiary, registered 

very strong ea rnings in 1998. 

It did so while co ntinuin g 

to reo rga nize in kee pin g 

with its strategy of reducing 

gro up equity invested in 

this sector. 

Main di s po sal s during 

the year were Fco Arc 

in France, the partial disposal 

ofACS in Spain, and Howmet 

Turbine s in the U SA . 

Disposals of longstand ing 

investments totaled 188 mil­

lion euro (FRF l.2 billion), 

yielding 105 million euro 

(FHF 690 miJlion) in capital 

ga ins. 

This comp8ny is in the pro­

cess of strategically red e­

ploying 3W3Y from prop ri­

etary inves ting activities 

and toward the manage ­

men t of third -pa rty funds. 

This policy materiali zed 

most specta cu larly in j 998 in 

the launch of the 180 million 

euro (FRF 1. 2 billion) 

Fonds As torg II, to which 

Su ez Indu s tri e its e lf 

contributed only 45.7 million 

euro (FRF 300 millio n). 

Suez Industrie also fo rmed 

its own indepen de nt fund 

m anage men t co III pany, 

Suez Ca pital Parte naires, 

whi ch WaS approved by the 

Commission des Opera tions 

de Bou rse. 

Th e o ther funds backed by 

Suez Industrie, namely lvler­

capi tal in Spa in , Suez Asia 

Equity Associates in As ia , 

together with Suez Technol­

ogy Fund and Suez Equity 

Investors in the Un ited States, 

inves ted a tota l of approx i­

mately 76.2 million euro 

(F RF 500 million) 

Suez Ind ustri e intends 

to pursue the same approach 

in J999, sponsoring furth er 

• ConCEM/SAGEM 

Sagem is France's no. 2 
telecoms equipment 
group; it is also a leader 
in automotive and 
defense electronics. 

ve nture capital fund s in 

Ge rm any, to be ma naged 

by Suez Finan zberrttun g. 

In 1998, Suez Jndustri e 

con tributed 85.25 millio n 

euro (FRF 522 million ) 

to Suez Lyonnaise des Ea ux's 

1998 consolidated income, 

and pa id it a dividend 

of 122.48 million e uro 

(FRF 750 million) . 

Coficem/Sagem 
Sagem is an interna tional 

high-tech group with con ­

so lidated sa les of 2,9 billion 

eura (FR F 18,70 billion) in 

1998. Sa les outside France 

accounted for 42 percent of 

this figure. Sagem is France's 

number two suppli er of 

telecommunications eq uip­

ment as we Ll as 8 leade r in 

autom otive and defense 

electronics. It operates in 

1110re than 20 countries, 

with production facilities in 

German)" Brazil, Spain, the 

United Sta tes, and the Czech 

Republic. 

In March 1999, Suez 

Lyonnaise des Ea ux took the 

20% partici pa tion of SG B in 

Coficem / Sagem. 

' u[lI ' O·.... "t~, l.ll,I:."II \. 
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The XI IIth Innovation 
Awards ceremony, Paris 

NNOVATION A D RESEARCH 

Innovation is a priority at Suez Lyonnaise des Eaux, for only 

by innovating can we meet the challenges of internationalization, 

deregulation, and the environment. The I<eys to innovation are 

the motivation and creativity of all worl<ers, and proactive research 

Everyone at Suez Lyonnaise 

des Ea ux is encouraged 

to playa part in developi ng 

new innovations, ,md th e 

best inn ovations are d istin ­

guished 8t an annual awa rds 

ceremony: 35 in 1998 in ser­

vi ces. A fund is available, 

moreover, to help innov8 ­

tors develop and complete 

their projects. 

lnnov8 tion can ap ply to 

every area of the Group's 

act ivities, including m8rket­

in g, finance, technolog)r, 

human resources, and may 

take place in any cou ntry. 

To illust r8te the poin t, 

two grants made in 1998 

were fo r a yo uth employ­

ment project and a project 

outside France for young 

technicians. The Group gave 

its backing to Lyo nn 8ise 

des Ea ux for a 18rge-scale 

and development. 

Wo rld Ba n k- spo nso red 

s tud y of a l te rnati ve 

m e th o d s for s u p pl yin g 

wate r to poor neighbo r­

ho ods in th e eme rg in g 

co un tries. 

Suez Lyonnaise des Eaux 

ranked top in 199 8 in 

the annu a l surv ey of 

innova ti on in bu si ness 

ca rr ied out by the French 

magaz ines La Recherch e 

and La Tribune. 

A proac tive, in creas ingly 

intern atio nal , R& D 

effo rt is the bed rock 

of this drive for innovation. 

Key themes covered include 

the enviro nm ent , more 

effecti ve res ponses to 

customer needs around 

the wo rld, and developing 

adv anced sys tem s an d 

methods to improve quality 

and cut costs. 

Energy 
In 1998, El yo launched an 

experimental decentrali zed 

waste-to-energy air-cond i­

tioni ng system in Besan <;:on 

(France). This utilizes the 

heat generated by was te 

inci neration in sum mer. 

In Casabl anca , El yo has 

developed combined water­

electricity systems in order 

to cut distributio n cos ts. 

Tracteb el co ntinu ed to 

improve the qual ity of elec­

tricity supplied to industrial 

plants, modulating the cu rrent 

to meet their precise needs. 

It continued work on the 

processing and fi nal storage of 

rad ioactive waste in keeping 

with Belgian Government 

guidelines. In partnership 

with several teams of scien­

tists, Tractebel has developed 

software capable of calculating 

a suite of values for each ener­

gy system, covering primary 

energy consumption, envi­

ronmental emissions and 

external costs, incJ uding the 

costs and energy needed to 

bui ld the equipment used, 

maintenance, after-life demo­

lition, and replenishment of 

energy reserves. This method 

also furnishes a comprehen­

sive ecological and economic 

assessment, enabling opera­

tors to select the ene rgy 

system best-suited to each 

context. 

Water 
Lyonn aise des Eaux has 

g8 ined a sign ificant strategic 

advantage in taking over 

water distribut ion systems. 

A new methodology dev ised 

a t i ts Newca s tl e (U K) 

research center can quickly 



Suez Lyonnaise des Eaux's research 
and development effort, 1998 

Spending: 180 million euro (FR F 1.2 billion) 

1,000 researc h projects 

800 research workers 

80 scientific publications 

28 new patents fi led 

100 cooperative ventures with publicly-funded research 

551 

Breakdown of R&D spending 
by business sector 

Construction 12% 

Waste 

services 5% 


52% 

Water 31% 

diagnose the condition and 

performance of <In existing 

distribution system. This 

was success fully applied 

in the Atlanta bid, and is now 

used in numerous water 

services around the world. 

The "RADAR" hydrologiC8l 

modeling software package, 

designed to optimize the 

treatment of rainwater, has 

been implemented at three 

sites (Par is-Ody, Genoa, and 

Malmo) for purposes of 

testing in various weather 

condi tions. In a partnership 

with Thomson-CSF and 

Seres (a n instrumentation 

maker), and with backing 

from the French Industry 

Ministry, Lyonnaise des Eaux 

and Degremont have 

embarked on a 5.64 million 

euro (FRF 37 milli on) 

3 years program to develop 

automated sewerage plant 

operating sys tems. 

FinaUy, Lyonnaise des Eaux's 

worldwide research network 

mobilized swiftly on sever<ll 

occ<lsions in 1998 tackled 

incidents of accidental con­

tamin<ltjon (including Sydney, 

Manila, etc.) successfully. 

Waste services 
Following the <lcquisition 

of BFl's non-American 

subsidiaries, Sita is now a 

major European operator 

and is reinforcing its R&D 

cap<lbility in consequence. 

It has set up a research 

center at Vernon , neor Paris, 

and establish ed a network 

of competencies for each 

line of business, run by 

the team ill the most­

<ldvanced European country 

in the specialty concerned. 

An onboard computer 

system developed by Sita is 

now fitted to its waste 

collection vehicles. This 

serves to optimize vehicle 

rounds and weigh containers 

for each category of waste, 

paving th e way for wid er use 

01' selective waste collection. 

The Vitrogel process, now 

on the market, stabi li zes 

as bestos during removal 

of asbestos-based insulation, 

tl occulation and transporta­

tion systems. 

Communications 
Lyonoaise des Eaux has 

enhanced its expertise in 

broddhand comm ulllcil­

tions combining digital TV, 

In temet access and telepho­

ny, now being deployed 

Jfl interactive serv ices 

to enable interactive TV 

program guides, electronic 

COl11merce, etc. 

Construction 
Groupe GTM is developing 

its man agemen t expertise 

in major transportation 

infrastructures (includi ng 

tollroads, large bridges , 

car park s, Jirports, etc.). 

It is Jlso en hancing its com­

petencies in special industri­

al works (mechanica l engi ­

neering, electricity, offshore 

projects, etc.). The usc of 

linear winc hes to insert 

metal sheat hs inside a chim­

ncy more than 200 meters 

tall inside the therrn<ll elec­

tric it y power station at 

Le Havre (Fra nce) was a 

world first. This technical 

exploi t illustrated the 

Group's technical expert ise 

in lifting very heavy loads 

and in rapid, special welding. 

DU ivIEZ-GTivJ and CT i'vl 

Construc tion recenrly COlll­

pleted the replacement of 

suspension cah les on the 

Pont de T,mcarville bridge 

(h-ance), carrying out this 

very delicate oper<1t ion with 

no interruption of traffic, 

in line with the sophisticated 

caicul()tions in which the 

Group <lccurately predicted 

the load shifts l1le~lsured 

during transfer operations. 

The eXJct positioning of 

the foundations of piles for 

the Rion -Antiri on bridge, 

in Greece, was v;llida ted 

by simulations and test ing 

on sca le-models in a cen­

trifuge. This research \\IJS 

presented in J widely-noted 

communicati :) n to th e 

European Pilraseismic 

Engineeri ng Conference. 

Final)r, in a pJrtnership with 

Lyon 's Claude Bernard Uni­

versity, GTM Construction 

has developed a carbon fiber 

textile process for repairi ng 

cracked civil cngineering 

structures. 

-"lJrl bp"\I""" Ilj, (.\,lJ''; 
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Close-knit, 
multicultural, 
professional teams, 
welded for success 
Determined efforts to recruit 

intern~ ti o nally, combined 

with pr oac ti ve meaSLl res 

to promote intern al 

mobility, are hel ping to 

build multicultural tea ms. 

They are also forging a com­

mon Group culture ;) nd 

sense of professionalism 

"V'o rldwide, thu s giving 

th e Gro up a ge nuine 

competiti ve edge. Annual 

eva lu atio n int e r views, 

ca reers management com­

mittees and "Job News," 

the in-house jobs exchange 

nm\' posted on the Group's 

Intran et, a re th e main 

vehicles through which this 

policy is being pursued . 

Signature of the international 

charter of labor relations, 

in Poitiers. This charter 

is a formal statement of 

the values that underpin 

the Group's human resources 

policy and its commitment 

to youth employment. 

RESOURCES 
With more than 201,000 employees worldwide, Suez Lyonnaise 

des Eaux is now one of Europe's largest employers. 

Harnessing cultural diversity and uniting talented men 

and women around powerful values, in support of a clear 

industrial and international strategy: these are I(ey tasl(s 

facing the Group's human resources division. 

Each business segment 

con su lts regul ar ly wi th 

the Execut ive Board in 

mon itorin g and plan ning 

the car ee rs of som e 

1,500 present and future 

se ni or managers in Fran­

ce, Belgium and th e rest 

o f the wor ld. In fact, 

th o ugh , a high premium 

is placed on id entifying 

and nurturin g talent at 

~II levels o f the Group, so 

as to se rve custo mers 

and partners more effec ­

ti vely. 

Weld in g team s int o ;) 

cohesive force also implies 

givi ng them a larger stake in 

th e chall e ng es facin g 

the Group and in its results. 

In 1999 a maj or priority 

is to expand the Grou p's 

employee shareownership. 

State-of-the-art 
training facilities are 
part of the continuing 
drive to create value 
The Suez Lyonnaise des Faux 

Ins titute worked with the Com­

mittee of Future Issues, Innova­

tion and Management in 1998 

to provide career support and 

stimulation to top managers. 

The Institute orga nized some 

7,000 hours of seminars and 

forums at its FilJervalCen ter, on 

topi cs ranging from general 

management to strategy, leader­

ship, and behaviour. The Insti­

tute is establishing itself as the 

Group's cultural melti ng pot. 

However, the Group has 

grown so large, and the 

internationa l issues are so 

complex, that a fully-Hedged 

Su ez Lyo nnaise des Eaux 

Uni versity is scheduled for 

launch as soon as 1999. With 

its great ly expanded humJn, 

teaching a nd ph ysica l 

resources, this camp us based 

in Europe will also have ex ten­

sions in the United States , 

Latin America and Southeast 

Asia. It will train young high 

Hi ers destined for top manage­

ment posts, with a strong 

emphasis on promotingmulti­

culturalism, shared values and 

knowledge, identifying talent 

and helping it to blossom. 

Sue z Lyon nai se is wo rking 

with leading exp erts and 

ill close <1ssoc iation with 

th e academic wor ld to 

broaden its lll anC1gers' cultural 

horizo ns. 

The Suez Lyonmlise des Faux 

tea m par tnered Elvl Lyo n 

at this year's in ter natio na l 

Euro lllanager tournament, 
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UNEXERCISED STOCK OPTIONS (SHARE SUBSCRIPTION AND PURCHASE OPTIONS) 

Ex-Suez plan Ex-l.)'onll<l ise des Eaux plan Sue? Lyoflilaise des Eaux pl<lll 

1994 1996 ( I) 1994 1995 1996 J997 J998 (l) 

No. of option Ilolde rs 49 59 273 354 421 868 971 

Corresponding no. of shares 7 4,608 82, 107 268,250 321,950 40 1,650 994,200 1,040,700 

Percentage of capital 0.05 0.06 0.18 0.22 0. 27 0.67 0.70 

At Decem ber 31, 1998, the number of shares to be issued t'epre sen ted 2. 15 pet'cent of the cap ital (undiluted). 

(1 ) Purchase options. 

and represented Fran ce at the 

final s in ivlacao to fini sh 6 ,h . 

An International 
Charter of Labor 
Relations to affirm 
our social and human 
values. 
The Suez Lyonnaise des Eaux 


Inter nati onal Charter 01' 


Labor Relations was signed in 


Barcelona on October 9, 1998 


by Gerard Mes trall et and 


Philippe Brongniart, and by 


the Europea n consultati ve 


comm ittee. The charter sets 


out the va lues th at preside 


over the Group's human 


resources policy and the fun­


damental rights of personnel 


the world over. 


This charter is the cu lmina­


tion of a joint effor t over sev­

eral months by the inter­

national hum an resources 

review comm ittee, the Euro­

pean consultative committee, 

and the Suez Lyonnaise des 

Ea ux Group human rcsources 

division . Thi s International 

Charter constitutes a so lid 

basis for labour-management 

dialoguc and is an expression 

of a shared desire for trans­

parency. It is the first docu ­

ment of its kind to be signed 

within an internatio nal 

corporati on. It now forms 

an integ ral part of the Suez 

Lyonnaise des Ea ux Ethical 

Charter. 

A relentless 
commitment to jobs 
The debate on the 35-hour 

working week in France served 

as an oppor tunity to refl ect on 

the present IVork organiza ti on, 

and even to reform it in some 

cases. Several Group compa­

nies entered into decentralized 

negociations on the t'eorgani ­

zation and reduction of work­

ing hours. 

The group' s commi tment 

to youth employment is 

nothing new, ha ving found 

jobs or trainee pos it ions 

tor 9,000 young people since 

1994. But it is pursuing these 

efforts with untiring determi­

nation, in conjunction with 

a number of loyal and active 

partners: 

• 14 regional conven tions were 

signed with local authoriti es, 

including Dunkirk, Hague ­

neau , Nancy and Bord eaux 

in 1998, to help find work 

for young job seekers, reflect­

ing the continuity of the 

Gro up's action in this sphere; 

• in Belgium , Electrabel has 

pled ged to take on 3,000 job 

seekers, ma ny its Tih ange 

plan t; 

• further expatria te job 

con tracts have been signed for 

200 young international tech ­

nicians, to whom the Group is 

offering internat io nal job 

experience and a chance to 

lea rn about different cultures; 

• youth em ployment pro ­

grammes, particularly in the 

waste services and water busi­

ness segments, are demon­

strating the personal involve­

ment of Group employees; 

• a vigorous multi-year men ­

toring training program me. 

Long an integral part of the 

Gm up's culture, mentoring is 

des igned to help transferor 

knowledge to the you nger 

genera tions ; 

• each Croup company strives 

to ensure that 2 percen t of its 

workforce at all times consists of 

young people enrolled in alter­

nating work-study schemes 

leading to qualifica tions . 

By promoting and sti mulating 

decentrali zed progra mmes 

with long- term partners, the 

Group is not only discharging 

its duties as a corporate 

citize n with rega rd to th e 

young, but is also combining 

sound manage men t with 

innova ti on. 

SPRI NG G1VES EMPLOYEES A 

STRONGER STAKE I N GROUP 

GROWTH 

More than 20,000 employees 

subscribed 31,7 million euro 

(FRF 207 million) in 1998, 

Altogether, more than 38 
percent of those eligible 

are al ready shareholders, 

Suez Lyonnaise des Eaux 

wants to gi ve Gt'OU p employees 

a stake in its successful 

performance, increasing 

their shareholding from 

1 to 5 percent of the capital 

in the comming years. 

Operation Spring, in 1999, 

sought to involve all Suez 

Lyonnai se des Eau x personnel 

in France, Belgium and 

the rest of the world. 

What made this operation 

original was it international 

charac ter, enabling everyone 

allover the world to display 

their confidence in the Group's 

development strategy, 

Group head count 
31112/97 13 J/12 /98 

Total work 
torTe 1 175.000 I20),000 
Total work 
of which 

non-French 
employees 1 100.000 1 126500 

"'\tIl 1'l'(I' ,..,\I'~( fit!'! t.'l.U ~ 
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t\ year ago, Gerard iVlestralJet 

declared th at establishing 

clear values fo r the Group 

was a priority. "We must 

complete the task of building 

shared va lues," he sil id. 'fhe 

idea is to "successfu lly create 

unity within the Croup, 

to build a sense of identity, 

to put synergies to work," and 

to assert our vision of the 

future through unambiguous 

behavior. To achieve that, we 

needed to find the highest 

common denominator tran­

scending the multitude of 

business sectors, skills, cul­

tures, locations, and so forth. 

A wide-ranging survey was 

sent out to the Gro up 's 

20 I ,000 em ployees. 

Independen t co nsultants 1ll 

France and abroad held 

round tables on the subj ec t. 

Six va lues emerged from these 

consultations as central to the 

philosophy of the Group. 

They are the basic building 

blocks of professional conduct 

for all Suez Ly onna ise 

des Eaux personnel. 

As Jerome Monod puts it, 

this approach "had the great 

merit of estilblishing a set of 

universa l principles for the 

Gro up in keeping with its 

global am bi tions." 

Our six values 
Professionalism, partnership, 

teamwork , value creation, 

environment, and ethics. 

VALUES 


· Fostering 


professional­


ism, the key 


to better cus­


tomer service the world over. 


. Partner­

ship: part­

n ersh ip s 

built on trust and the long­

term view help build trans­

parent, balanced relation­

sh i ps wi th our opposi te 

numbers. 

· Te a m­

work, t o 

promot e 

the spi rit of 

enterprise, innova tion and 

creativity, strengthening 

bonds of so lidarity, and 

synergy. 

Val u e 

creation, 

to increase 

profitability 

and financi a l s trength , 

the keys to the corporation's 

ind ependence and co nti ­

nuing existence. 

. Envi­

ron ­

men t: 

respec t­

in g the environm ent for 

lasting improvements In 

the quality of life. 

· Ethics: eth­

ical standards 

applicable to 

all, to make 

these valu es a living reality 

in a climate of mutual respect. 

...-

Ethics 
Ethica l conduct will always be 

a matter of individual respon­

sibility, in the last analysis. 

But each company must 

nevertheless est;]blish proce­

dures to taster the emergence 

of a shared ethic. Like the 

Supervisory Board of Suez 

Lyonnaise des Eaux, the 

Boards of th e main com­

pan ies ha ve set up Ethics 

committees to oversee the 

individual and collective va l­

ues that are the bedrock of the 

Group's ilctivities. Each com­

pany chairm an , moreover, 

"Ignorance of values is no excuse" 
Suez Lyonnai se des Eaux's 

clearly-formulated and identified 

values are the engine at the heart 

of the G roup. But it is up to each 

individual to make those values 

a living reality, and to pass 

them on to thei r entourage 

inside the Group and in their 

bu si ness deal i ngs. The Group 

has publ ished a number of docu­

ments to ensure everyone 

is properly 

Charter, the Inter­

nation al Char­

ter of Labo I' Rei a­

tions, and Rules for 

the Organization 

Conduct of 

Companies. 

These documents, available 

in French , English, German 

and Spanish, were formally 

approved by the Executive 

Boards befo re bei ng subm i tted 

to the Ethics Committee and 

to the Supervisory Board, which 

gave them its wholehearted 

approval. 

nIIm__...-. 

£lhll:l 
<ta 

., 

has appointed an "Ethical 

compliance officer." This is a 

staff position, with responsi­

bility tor dealing with ethica l 

issues, propos in g, formula­

ting and circulating codes of 

cond uct, entorcing com pi ian­

ce with codes and charters, 

and reporting on the applica­

tion of ethical rules. Group 

compliance officers meet 

regularly to share their experi­

ences, and all em ployees can 

contact them for advice on 

how best to comply with the 

Group's ethica l rules. 
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Each Suez Lyonnaise des 

Eaux business is responsible 

for defining its priorities 

and applying environmental 

policies geared to its strate ­

gy, regulator), conditions 

and customers' demands. 

The main aims of these 

policies are: 

• to analyze continuously the 

environmen tal impact of 

activities, in order to make 

long-term improvements 

to th e quality and safety of 

facilities, and to manage 

attendant risks, 

• to 	minimize pollution 

ca used by co mp a ni es 

activi ties, 

• to 	 eco nomize na tural 

resources and preserve 

ecosys tems . 

In the energy sector, 

Tractebel and Elyo have for 

years been developing 

cogenera tion and trigenera­

tion technologies, which cut 

energy consump tion and 

greenhouse gas em iss ions. 

Elec trabel has designed 

a methods for ana lyzing 

the C02 emitted by its 

production units, in order 

to propose to the Belgian 
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MENT 

Protecting the environment is a central issue in each of 

the Group's businesses. Treating waste water or handling waste 

are both directly designed to reduce the impact of human activity 

on the environment. Energy management, water distribution, 

and the construction of infrastructures, meanwhile, transform 

natural resources into the goods and services that are indispensable 

to human life. 

Government measures for 


meeting int er n at ional 


targets. 


A substantial proportion of 


resea rch spending in the 


water sector is aimed at pro­


tect ing natural resources, 


by recycl ing waste water, 


rep lenishing groundwater, 


or Lnvestigating the conse­


quences of natural phenom­


ena such as global warming. 


1 n La Paz (Bolivia ), AgU3S 


del lilimani (a subsi diary of 


Suez Lyonnaise des faux) 


ana lyzes changes in glaciers 


in order to predict the evolu­


tion of resources and fore­


cast investment needs more 


acc urately. 


Another major Issue on 


which several Group busi­


ness sec tors are worki ng 


is the rec),cl ing of sl udge 

produced from the treat­

ment of effluent (see box). 

The main focus of investiga­

tions in waste services is on 

analyzing and modeling 

the long-term behavior of 

landfills, in order to prevent 

public health risks, and on 

sorting and recycling waste 

in order to cut consumption 

of natural resources. 

In the construction sector, 

Groupe GTM is con­

centrating on ways to 

integrate its structures into 

the environment, reducing 

environmental damage 

associated with its projects, 

the reuse of materials after 

demolition, and the use 

of clinker in constructions 

processes. 

Auguas Argentinas helped to restore the Coipos nature reserve, Buenos Aires. 
This project preserved plant and animal species, and restored the aquatic 
ecosystem. 

NORTHUMBRlAN L£ADS THE 

AWAY IN ENVIRONMENTAL 

PROTECnON AND TECHNOLOGY 
In I'esponse to new UI( 

and European Union directives, 

Northumbrian Water 

(a 71 percent-held subsidiary) 

recently inaugurated the 

£ 70 million state-of-the-art Bran 

Sands Sludge Treatment Center. 

This now treats sludge for 

municipal and industrial clients. 

This plant converts the sludge 

produced from the treatment 

of effluent into biopellets, thereby 

respecting Northumbrian's 

obligation to end the disposal 

of sludge in the North Sea, 

and saving 350,000 tons of coal 

per year. 

Biopellets 
The sludge is dried, then 

compressed, to produce 

tiny pellets (of between 4 and 

12 mm diameter). 

These pellets are cooled before 

being conveyed to dry silos via 

a pneumatic system, 

for subsequent use as fuel , 

agricultural fertilizer, and even 

in the manufacture of building 

bricks. 

";Ut:Z r li():·:\'.,\IQ 1.)[. L..ux 
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INVESTORS· C UB 

Suez Lyonnaise des Eaux is constantly seeking to improve 

its performance, in the interests of shareholders, investors 

and employees alike, so that all can share the benefits 

of the value thus created. A year·round schedule of regular 

contacts with individual and institutional investors enables 

the Group to I<eep closely in touch with their needs and concerns. 

SHAREHoLDERS'CLUB 
More than 300,000 shareholders bave chosen to stay \vith the 

Group as it develops. In order to deserve tbat confidence, Suez 

Lyunnaisc des Eaux hilS made a series or fi rm pledges concer­

ning earnings growth and return on capital employed, as well 

Cli li dl ity of treatment fin all siJar.:huIJcrs, and II ll;uKi <1 I di,s­

ciosur( . 

Working closely witb the Shareholders' Ad\isory Comm ittee, 

Suez Lyonnaise des Eaux has enriched the various channels 

that keep shareholders regularly informed of events concer­

ning the Group. 

The Committee held 3 working meetings in 1998, but it was 

also consulted regularly by telephone, and it attended several 

site visits and briefings held in the provinces. 

The Group Advisory Committee is a lilrcrunner ( 0 Ihe 

Lu ropean Committees. It consists of 10 French and 5 Belgian 

members, selected for their profjle, career, motivation, with 

care taken to ensure a satisfactory geographic and linguistic 

spread (in the case of Belgium). The Committee advises the 

Group on ways to improve communications with individual 

shareholders, and makes various recommendations. 

SHAREHOLDERS' CLUB 
This Club serves as a focal point for exchanges of views and 

information. It seeks to develop a better llndcrstanding (If the 

(;roup and tupic:. or interest [(l shurcholders s\Jeh as the ~ t()ck 

market, 11le cum, and the Internel. 

More than 26,200 shareholders have joined the Shareholders' 

Club since its foundation in February 1998. Membership was 

broadened to include Belgium in December 1998, in the wake of 

an advertising campaign in the press: 1,200 members then joined. 

CLUB BENEFITS 

Regular information sent direct to your mailbox 
• Shareholders' newsletters: 3 or 4 times a year, with news of 

t:he Group's businesses, share data, and Club news, etc. 

• Annual and interim reports: aJ I the well-informed investor 

needs to know to understand the Group's earnings, strategy, 

and outook. 

• Shareholder's handbook: rights, taxation, how to read 

stock market listings, where to tlnd out more about the share, 

the euro, the Shareholders' Meeting, and a glossary of terms. 

• Report on the Annual General Meeting of Shareholders: for 

those unable to attend the AGM, a report on the meeting (high­

lights, questions from the tloor and freephone number) will be 

sent out on application (call Shareholders' freephone number in 

France and Belgium). 

Visits and meetings several times a month 
- Visits to sites in France and Belgium, including cogeneration 

plants (Energy), drinking water plants (I,Vater), a sorting 

center (vVaste services), and M6 studios (Communications), 

among others. 

Suez Lyonnaise des Eaux shareholders can see the Group's businesses 
firsthand several times a year. 
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- Shareholders' briefings: Suez Lyonnaise des Faux organizes 

several briefings a year for individual shareholders, attended 

by senior Group officers. These meetings are organized in 

conjunction with the Societe des Bourses Fran~aises, and with 

investment magazines in France and Belgium. 

- Stalls at the leading investor fairs (with free invitations for 

Club members). 

Specialized training programs 
• The Paris Stock ivlarket School (L'Ecole de la Bourse): these 

one-day sessions are organized in conjunction with SBF­

Bourse de Paris and 2 Belgian investment magazines. Their 

aim is to promote investors' understanding of stock market 

mechanisms. 

• How to use the Internet: this program, organized in association 

with our subsidiary Lyonnaise Cable, provides an introduction to 

the possibilities of cable-based Internet access, explaining how to 

surf the Group website dedicated to its shareholders, and how to 

browse the Worldwide Web at will. 

• Euro-all you need to know. The euro is now a fact of life. 

\'Ve want to help familiarize our shareholders with the ins 

and outs of the euro between now and 2002. 

OUR PRIORITY, DEVELOPING 
AND IMPROVING DIALOGUE WITH 
OUR SHAREHOLDERS IN REAL TIME 
vVe have introduced an array of systems for that purpose: 

• Freephone numbers, respectively: 0800 177 177 in France 

and 0800 25125 in Brussels. These numbers, operated direct­

ly by the Financial Communications Division's Shareholder 

Relations Department, are open year-round, from Monday to 

Friday, betwen 9:00 am and LOO pm, and 2:00 pm and 

6:00 pm. We are committed to answering legal, financial and 

Group-related queries rapidly and in detail. 

• A dedicated shareholders' Internet site: www.actionnaires. 

sue7,-I"olll1aisc.com . This site contains several areas devoted to 

share information (real-time stock quotes, euro-franc converter), 

CONTACTS 
fi nancia l Communica tions: Valerie BERNIS 

· Ind ividual shareholJcr re lations: 

Valerie \I\TARD, Rita RIO-freephone (France) 0800 177 177 

• Relations with ,1na l )'~l s and investors: 


Patrick AYOUB, Isabelle JOUFT PASTRE 


· Financial commun icatjons in Belgium: 


Guy DELLICOUR- freephone (Belgium) 0800 25 125 


1 

the Club pages (the ins and outs of the euro, reports on site visits), 

library (download speeches by the Chairman and President, 

annual and interim reports, shareholders' newsletters), chat room 

(ask questions and leave e-mail messages for members of the 

Shareholders' Advisory Committee). 

ANALYSTS' AND INVESTORS' WEBSITE 
Suez Lyonnaise des Eaux kept up a steady tlow of information 

for analysts and investors in 1998. 

For analysts: 
• more than 50 one-on-one contacts in Paris, 

• more than 500 telephone interviews, 

• more than 400 analysts met on the occasion of road shows 

(earnings, major operations, etc.) and the Shareholders' Meeting. 

For investors: 
• more than 100 one-on-one contacts in Paris, 


• more than 700 investors met on the occasion of seminars, 


conferences, and site visits, 


. 20 road shows outside France, in the leading international 


financial centers. 


Via our English-language website : 
\Y\\Tw.finance.suez-lyonnaise.com is dedicated to institutional 

investors and analysts (20,000 pages visited monthly, more 

than 1,000 subscribers), featuring an exclusive Chairman's edi­

torial, on-li ne press releases in real time, answers to frequent­

ly-asked questions, financial presentations, and the annual 

report. All this information is downloadable and available for 

24-hour consultation from all around the world. 

€ ._ --
1~ 

-. ­
=::. .......


'I=-~~~___ ~1 1<. 

Upcomin g Suez Lyonnaise des Eaux events: 

• Annual General Meeting 


of Shareholders May 28,1999 


• Dividend paymen t: June 1, 1999 

• Half-yearly results: October 7,1999 

• Annual results: March 2000 

:-ul. t: htJ..... ··; "j-......f' t'U\ 

http:Y\\Tw.finance.suez-lyonnaise.com
http:sue7,-I"olll1aisc.com
www.actionnaires
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SIMPLIFIED ORGANIZATION CHART 


Sectors 

WATER FRANCE 

WATER INTERNATIONAL 

WATER TREATM ENT 

ENERG Y 

SUEZ LYONNA 
Leg al enLities 

% INTERE ST 

•LYO NNAISE 
DE S EAUX 

POLE 100% 
48.6% 

I r--­

100% . I 

GROUPE OTHER WATER 

I I
EAU & FORCE SUBSIDIARIES DEGREMONT 

32.8% 35.6% 25.8% 35% 
I 
I 

25 .6% I I5% 

AGUAS GROUPE LYONNAISE DES I 
U.W.R 

ARGENTINAS AGBAR EAU X(US A) I 

(ARG ENTINA) (S PAIN) CASABLANCA 24% I 

10%l NORTHUMBRIAN 
EURAWASSER 

OTHER 
WATER 

(GERMANY) 
INTERNATIONAL 

50% GROUP (UI<) SUB SIDIARIES 

--. U.W.R 
(USA)

50% 67.7% 50% 

I 

( \ 
~ ..J I 

( 795% 

I 

1 39 .7% 44.5% 1 

TRACTEBEL ELECTRAB EL 
TRIG EN 

GROUPE ELYO
(USA) 

OTHER 

I 
DISTRIGAZ 

I 
INTERNATIONAL 1 NOVERGIE ~ 
SUBSIDIARIES 50% 

41.6% 

~~ 
100% (I) 

--­

(I) On Mar[h 31, 1999, the Supervisory Board of Stlez Lyonnaise des Eau x app roved the sal e of Elyo (l 00 percent) to SOCiete General e 
de Belqiqlle and the purcllase by Suez Lyonllaise des Eaux of S oci~t~ G ~Ile.· ale de Belgique s 20 pe rcent equi ty holding in Cofi gem/Sagem 

( 2) Acco rding to the te rms of the Sofillco di sposa l ill Ap r i l 1998, the shal'eholding is 3 0 percenl in 1999, falling to 0 percent in 2000 . 
(3) Disposa l of La Henin Vie, January 1<)99. 
(4) 48.6% of interest 50.1% of control . 
(5) 50 .4% of COllVOI. 

50% 

I 

I 

! 
I 
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AT DECEMBER 31, 1998 

ISE DES EAUX 
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49.3%GROUPE .. "5%1 GROUPE GTM
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t 76.8% 

1­ PARIS 
TV CABLE 
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AUXIPAR 

t100% 

l~ !~l 
t34.5% t 25% 

COMMUNICATIONS 

SITA 
FOREIGN 

SUBSIDIARIES 
WATCO 

100% 

51.5% 

WASTE SERVICES 

'-ilhll'PNN 'lN '1t.-.. f~\I X 
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CONSOLIDATED FINANCIAL STATEMeNTS 

• Financial statements in euros 

Income statement 

Consolidated cash flow statement 

Balance sheet - Assets 

Balance shee t - Liabilities 

· Financial statements in French 

Income statement 

Consolidated cash flow statement 

Balance sheet - Assets 

Balance sheet - Liabilities 

• Notes to the consolidated financial statements 

• List of th e main consolidated companies as of December 31,1998 

• Statutory auditor 's report on the con so lid ated financial statements 

PARENT COMPANY ACCOUNT: 

• Accounts in euros 

Income statement 

Balance sheet - Assets 

Balance sheet - Liabilities 

Statement of changes in cash flow 

• Accounts in francs 

Income statement 

Balance sheet - Assets 

Balance sheet - Liabilities 

Statement of changes in cash flow 

• Notes to the parent company accounts 

• Five-year financial summ ary of the company 

• General statutory auditor's report 

• Special statutory auditor's report on regulated agreements 

LEGAL AND ADMINISTRATIVE INFORMATION 

• General 	information 

about the company 

about the capital 

• Members of the Executive Board and the Supervisory Board 

• Reports of the comittees of the Supervisory Board 

• Informa tio n on subsidiaries and affiliates 

• Responsability for financial information and auditing 

• COB ( French Securities and Exchange Commission) Table of equivalence 

• Ordinary and Ext raordinary General Meeting of Shareholders on May 28,1999 

Agenda 

Executive Board's report 

Observations of the Supervisory Board 

Statutory Auditors ' Report on Securities 

Report of the Appraisers of Capital Contributions 

Independant Expert's Report 


Reso lutions 
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Management report 

GENERAL COMMENTS 

The ma in features of Suez Lyonnaise des Eaux's consolidated 

fin ancial statements for the 1998 fi scal year were as follows: 

· Growth: reven ues genera ted in the core businesses amoun­

ted to EU R 21. 42 billi on, up 17% on 1997. with the share 

genera ted on the international market increilsing. to 37% 

(27% in 1997). 

• Profitahi.lity: a Group share of net income amounting to 

EUR 1 01 billion (+64%) . of which ECR 0.76 billion was the 

Group shcm: of net current income (+25%) and El}R 0.24 bil­

lion was the C roup share of net extraordinary income. 

• Conse rvatism principle: contingency and loss provisions in 

the balan ce sheet increased by 19% , amounting to 

EUJ{ 8.28 billion. 

· Financial fl exibili ty: major development operations and oper­

ations to refocus on the core businesses did not undermine 

the C; rnu p's so lid finanCIal position. This is illustrated by the 

debt equity ra tio of :;9% and the ra tio of coverage of in terest 

expense by gross operating results (EBITDA, excluding the 

fi nancial secto r) of over 7.5. 

Co nsolicb teJ revenues amounted to FU R 31. 36 billion, 

up 89/0 compared to 1997. 

Reven ues generated in the co re businesses made up 6tl% 

of the total. There was pronounced growth in the co re busi­

nesses of Energy, \I\ 'aste Services and Communications (up by 

10%. 48°;h and 10% respectively). 

Others contributed EUR '1 .94 billion, of which al most 

two -third~ were generated in the construction sec tor. 

Operating income amounted to EUR 2.8 billion. making 

up tl .9(Vo of revenues compared to 7.9°/() in 1997. 'The improve­

ment in ope ra1 ing profitability is a result of the strengthening 

of the Group' s interests in compan ies with high operating 

profitabili ty. 

There was a financial loss amounting to EUR -0.37 bil­

lion compared to EU R -0.3 billion in 1997. This was prima­

rily due to the impact of the reclassifica tion of leasing 

cont racts as fro m January 1. 1998 (EUR -0.05 billion) and to 

the increase in ave rage outstanding debt, which ,,"ere pa rtly 

offs et by a slight reduction in the average ( ost of debt. 

In total, current income of Cull y consolidated (ompani c!> 

amounted to EUR 2.43 billion. up by 22%. This mad e up 

7.8°A) of revenues for the yea r compared to 6.9% in 1997. 

Extraordinary income amounted to EUR 179.6 million 

compared to an ext raordinary loss of EUR - 50 million in 

1997. It is bro ken dow n hn cafier, showing the net share att ri­

butable to the Group. 

Corporate income tax, essentially consisting of due and 

payable taxes, amounted to EU R 0.64 billion. The fi nancial 

statements for 1998 include a tax surcharge in France, ,vith an 

estimated impact of EUR 13.7 mill ion 

The share f)f income from companies accounted for 

under the equity method amounted to bUR 0.26 billion 

compared to almost FUR 0.3 billion in 1997. This Jrop is due 

to the adoption of the full consolidation method by the 

Brazilian subs idiaries of Sita and to the Group's acquisition of 

an increased interest in the TPS digital TV channel package, 

which is currently in the start-up phase. These changes were 

part ly offset by the performance of the financial subsidia ries 

oC Societe (;enl'rale de Belgique. 

Total net income amounted to EC R 2.06 bill ion . 

Minority interests accounted for EUR 1. 05 billion of this 

amount. essenti all y loca ted in Tractebel and Elcctrabel, which 

are subs idiaries of Societe Generalc de Belgique. 

The net Group share of income amoun ted to 

EU R 1. 0 1 billion, up 64.3% compared to 1997 and broken 

down as follows: 

Millions of EUR 
1998 FISCAL YEAR I 1997 FISCAL YEAR 

Net current income, 
Group share 762 .71 609.0 

Net ext raordinary income, 
Group sha t'e I 242. 31 2.8 

NET INCOME, 
GROUP SHARE 1,005.01 611 .8 

Thus, the grow th in the Group share of net income stems 

from the 25% increase in net current income. accent uated by 

the increased contribution of extraordinary income. 

Net earnings per share, calculated in relation to the aver­

age number of outs tanding shares, after deducting treosury 

stock, was EUR 7.4 1 (compared to EL;R 4.92 in 1997). 

The total balance sheet amounted to EUR 72.49 bill ion. 

Fixed assets were worth EUR 45.95 billion. Goodwill 

amounted to fU R 2.96 billion (ie n ' R 2.02 billion , Group 

sh are), up by EUR 1. 39 billion as a result of sign ifican t 

acq uisitions in the Waste Services sec to r (including the 

acquisition of BFl's entities outside North Ameri ca for 

EL'R 0.85 bill ion and the purchase of the minority in terests 

in Wa tco for EUR 0. 17 billion). the Co mmu nications sec tor 
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(EUR 0.12 billion following the acquisitions of increased 

interests in TPS and Pari sTV Cable) and the Energy sector 

(various acquisitions made by Tractebel in an amount of 

EUR 0.17 billion) 

In 1998, the Group share of return on equity, calculated 

on the basis of avernge shareholders' equity was as foll ows: 

- before amortization of goodwill: 1'.5% (9.5% in 1997) 

- following am ortization of goodwill: 12.2% (8.5% in 1997) 

Net consolidated debt amounted to LUR 10.65 billion, 

compared to EUR 9.21 billion as of Decemher 31, 1997. This 

increase is pn rnarily a result of the reclassification of the leasing 

contracts as from January I, 1998, and the acquisitions of 

Gerasul and the BFI entities. The debt equity ratio was 59% as 

of December 31, 1998. Fxcluding the financial sect or, gross 

operating income was over 7.5 times high er than net interest 

expensl·. 

BREAKDOWN OF BUSINESS ACTIVITIES 
(the composition of the Group's business sectors is set out in detail in Note 27) 

[n millions of EUR 
1998 CONSOUOATION EXC HANGE 

IMPACT RATE IMPACT 

Energy 10,766.8 664.4 (53. 1) 

Watel' 5,119.7 62.0 18.9 

Waste se rvices 5,119.8 1, 232.6 0.2) 

Communications 409.6 4.3 (0.3) 

Core businesses 21,415.9 1,963.3 (35 .6) 

Reta i I fi nancia l services 2,4368 (351.9) (2.1) 

Construct ion 6,878.8 (41.2) (340) 

Other business lines 629.0 (483 .4) (l. 7) 

Others 9,944.6 (876.4) (37.8) 

Group total 31,360.5 1,086 .9 (73.5) 

NE T 1997 % NET 
CHANGE CHANGE 

399.2 9,757 .2 4.1% 

307 .0 4, 73 0.9 6 .5% 

427.2 3,4 6 1.2 12.3 % 

33 .3 372. 3 9% 

1,166.7 18,321.6 6.4% 

(l05.6) 2,896.4 -3.6% 

3 14.2 6,639.8 4.7% 

(57.5) 1,171. 6 -4.9 % 

151.1 10,707 .7 1.4% 

1,317 .8 29,029 .3 4.5% 

Core businesses: 
Interest rates had no material impact on the increase in 

revenues . 

Energy: 

Tractebel: revenues amounted to EUR 8,634.6 million , i.e. 

a net increase of EUR 306.6 million. The development of 

foreign business resulted in tbe addition of Almaty Power 

(Kazakl1st~ll1 ), Gerasul (Brazil), San Gabriel (California) and 

West Windsor (Canada) to the consolidated subsidiaries. 

Elyo: revenues amounted to EL' R 1,891.4 million in 1998 

which was marked by th e start-up of the Novcrgie 

group's major waste recovery plants in partnership with Sita 

and by the developm ent of the Management-i''' aintenance 

business. 

Lyonnaise des Eaux de Casablanca's (Morocco) share of 

business relating to electricity distribution is included in this 

sector for an amount of EUR 240.7 million generated over 

12 months of activity compared to five in 1997. 

Water: 

"Vater distribution in h ance (40% of the sector's business, 

up 2%) was marked by sustained commercial ::t(tiYity, particu ­

larly in the area of sewage disposal. 

In ::tddition, this sector was boosted by the Clll1solidat-ion of 

Lydec (ivlorocco) over 12 months and the addition of Palyja 

(Indonesia) and United Water Services (L'nited States) with a 

result that, on the international market, amounted to EU J<. 

2,207.2 million. There continued to be significlilt international 

development, cspt'cially in Argentina and the United Kingdom. 

In the area of water treatmen t, the DegreI1lont group 

(+6.3%) confirmed its strong position on the internalional 

market (70% of its busi ness) and consolidated its posi tion, par­

ticularly in the area of water treatment for the industrial sector. 

Waste services: 

There \Va,; significant growth in this sedor usillg similar 

consolidation and exchange rate bases (almost 12%). The share 

gencr:1ted by the company on the international market (excluding 
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France and Belgium) increased from 29% in 1997 to 45% in 1998. 

With the acquisition of BFJ's subsidiaries located outside 

1'\orth America and the full consolidation of the Brazilian subsd­

iary VEA, the Sita group's revenues increased by EUTZ I. billion. 

The environmental division of Tractebel also experienced 

sustained growth (+ 35% and + 17.2% using similar consolida­

ti on and exchange rate bases) due, in particular, to the acquisi­

tion of A & J Bull (Un ited Kingdom). 

Communications: 

The cable busin ess in FrJnce saw an increase in the num­

ber of subscri be rs (+6.7%). TPS, consolidated under the 

equity method, did not contribute to consolidated revenues. 

Metropolc TV's advertising revenues increased by 13.7% 

while its advertising market share increased from 17% to 

18%. The share of audience of its TVchannel M6 (transmis­

sion by radio waves) increased by 0.2% in 1998 to 13.4%. 

The TractcbcJ Croup continued to develop its business 

activities in Belgium related to new technologies. These acti­

vities are performed by \Norldcom SA (telephony), Codenet 

(telephony and virtual communications network) and 

Data tra k (mobile communications vehicle tracking network). 

Others: 
Retail financial services: 

The change in this sector's revenues stem:; c:;senti<llly from 

the disposal of activities. Thus, ISM and La I lenin Epargne 

Credit only contributed for the first SLX months of the fiscal year 

(EU R 0.3 billion) Sofinco, in ""hich the Group still has a 30% 

stake following its sale to Credit Agricole in January 1999, was 

fully consolidated in 1998 (EUR 0.75 billion) . La Henin Vie's 

operating income fell as a result of the changes in its markets 

without this decrease impacting its gross operating margin. 

Construction: 

Groupe GTM (EUR 6.85 billion) continued to reduce the 

relative importance of construction business in favor of road 

construction (fUR 2.04 billion, + 14%), engineering ( +-50%) 

and offshore business (+23%). 

Industrial stakes: 

The sole surviving entity in this ~ ector is the Recticel 

group. As the securities were sold by Societe Ge nerale de 

Belgique at the beginning of July 1998, only the tllst half of 

1998 is consoIida ted. 

GEOGRAPHICAL BREAKDOWN OF ACTIVITIES 
The share of revenues generated on the international rl1<lfket increased througbout the C; roup. In the core businesses, it 

made up 37% of total revenues in 1998 compared to 27% in 1997. 

In millions of EUR 

Energy 
Water 
Waste servi ces 
Communications 

Core businesses 
Retail financial servi ces 
Construction 
Other busi ness secto r'S 

Others 

1998 
FRANCE BELG IUM INTERNATIONAL 

1,304 .1 6,692.1 2,770.8 

2,279.9 29.6 2,810.2 

1,836.1 858,4 2,425.3 

330.8 66.4 12.4 

5,750.9 7,64&.4 8,018.7 
2,194.8 24L9 

3,724.2 32 5.9 2,828.7 

88.4 50 2.8 37.9 

6,007.4 828.7 3,108.4 

11,758.3 8 ,475.1 11 ,127 .1 Group Total 

Revenues by geographical area can be broken down as follows: 

In millions of EUR 

France 
Belgium 
EUro pean Union 
Other European cou nt ries 
Asia and Oceania 
Afr ica 
Americas 

TOTAL INTERNATIONAL SECTOR 

·· 1 · 

1998 
11,758.3 

8,4 75 .1 

5,110.0 

943. 4 

1,491, 7 

899.9 

2,682 .1 

31,3&0.5 

1997 
FRANCE BELGIUM INTERNATIO NAl 

1,244.9 7,034.0 1,478.3 

2,2 78.1 2LO 2,43 L8 

1,573.3 946.7 941,2 

282.2 74.4 15 .7 

5,378.4 8,07&.2 4,867.0 
2,730 1 166.3 

3,701,6 6461 2, 292.1 

217.8 944.4 93 

6,649.5 1,590.5 2,467.7 

12,027.9 9,&66 .7 7,334 .7 

1997 1996 PRO FORMA 

12,027.9 11,7 26.8 

9,666.7 8,719.9 

2,944.5 2,522.1 

670.4 41 6.2 

1,015.3 801.0 

800 1 457. 5 

1,904.4 1,762.8 

29,029.3 26 ,406 .3 
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A significant portion of the business in Europe (excluding and Groupe GTM's growth in Eastern European countries 

France and Belgium) is generated in the United Kingdom (37%) account for the increase in the revenues for oU1er European countries_ 

and in Spain (18%)­ In addition, the Group's position in 

Germany, Luxembourg and the Ketherlands (200ft)) has signifi­ The first-time consolidation of Tractebel's business in 

cantly increased as the result of Sita's acquisition of the BFI net­ Kazakhstan (l'::l:R 0_34 billion) largely accounts tC.lr growth in the 

work Tractebel's increase in business in Hungary (Dunamenti) Asia zone_ 

BREAKDOWN OF INCOME 
Gross operating income (EBITDA), one of the profitability indicators used by the Group, is calculated a, follows: 

In millions of EU R 

Operating income before depreciat ion allowances and provisions 

Elements of investment income not linked to net debt 

Current income of companies accounted for under the equity method 

Othe r recl assifications 

GROSS OPERATING INCOME 

1998 

5,610.6 

236.1 

256.7 

lS.0 

6,121.4 

1997 PRO-FORMA 

5,699.S 

234.5 

306.4 

6,251.0 

The core businesses made up 77.3% of the total in 1998 Gross operating income generated by the retail financial 

(compared to 69.3% in 1997) and increased by 9_3%_ The services sector is provided for information purposes only, as 

increase in the energy sector was Jttenuated, in particular by the the specific nature of the insurance business makes this indi­

impact of maintenance expenses, of a non-recurring nature, cator less relevant. The recovery of Groupe GTM is shown by 

in the electricity sector in Belgium (which were in fact covered the growth in the gross operating income of the construction 

by provisions). sector. 

In millions of EUR 
1998I 

I 
Energy 2,909.7 

Water 1,149.9 

Waste services 636.S 

Communications 3S_3 

Core businesses 4 ,734.6 

Retai I financial services 1,130.1 

Construction 437.S 

(1S1.1)Others 

GROUP TOTAL 6,121.4 

1997 

2,767.7 

1,OS3.6 

429.0 

50.3 

4,330.6 

1,4S7.9 

396.4 

36.1 

6,251.0 

The Group share of net current income income corresponds to the Group's share in current income of both fully consolidated 

companies and those accounted for under the equity method, after tax and amorti/--<ltion of goodwilL It may be broken down by busi­

ness sector as foUows: 

In millions of EUR 

Energy 

Water 

Waste services 

Communications 

M isc. not allocated 

Core businesses 

Retail financial services 

Construction 

Others 

GROUP TOTAL 

1998 

193.6 

211.6 

62.2 

(290) 

3.2 

441.6 

245.3 

62.5 

13.3 

762.7 

1997 1996 PRO-FOR MA 

133.2 S4.9 

213.0 191.9 

54_7 35.1 

(S.l) 7_S 

3.S 

396.6 319.7 

lSS.0 lS0.0 

51.4 33.4 

(27.0) (9.0) 

609.0 524.1 

10.3 
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The contribution made by the core businesses increased 

by 11.3°/rl. 

The contribution m~1dl' by the Water sector rem ail1ed 

st~l ble despIt e Lhe scheduled impact of the start-up of major 

cont racts won in 1997 (Manila, Jakarta). The drop in cont ri­

buti() ns lll ~\dc by the Degrl' lll ont and Northumbriall groups 

and by the lvlal a)"siall subsidiaries ofi'sct the impron :cl profita­

bili ty of the French 'water ~ecto r co mpanics . 

The contribution of the Energy sector was up by 45 .3%. 

rhi s results fro m the increase in the Group's share in SOcH~te 

C;( !l CTa le dc Bel giqu e and thus in Tr ~\ c t cbel (with the ll1i llU r­

ity interest in c n~asin g fro III 31 % tu 40% on aveLlgl' durin g the 

fiscal )'C.\f ) and by the developm cnt of the electricity Jnd gas 

bu sin css on the interna tional market (in Brazil and 

Ka zakhstan, in particular). Furthermore, the Uyo group 

co nfirm ed its turnarou nd I II protitability. 

T ht' Waste Services sector \ \' ;\ S up by 13.7%. Th e in­

creilsed contr ihutIon made to this business sector by the 

Tr~lC tebe l , :--.!()rthumbrian and Agbar groups more than com­

pcnsated fo r the slight dilu ting eftect, durin g the firs t yea r of 

consolida tion, oC Siu 's acq uisition of the m : j gro up's activi­

ti es lueated ou tside :--'!o rth America. 

As expected, th e Communications sector W d S Jlfec led by 

the Gruu p's increasl·d int tTl'st in T PS (satd lit l' television ) d~ 

weU as by th e costs inhcrenttll the digit aliza tion of Lyonnai sc 

Clbl e's s i t c~ . 

AmoJlgst the other businesses, the FUR 245.3 million 

contribution made hy retail financial services benefited from 

the favorable consequcnces of the link-up between Fortis and 

(;t'nera le de Banq ut' as wl'il as the ( ;ruup' s increase in its stake in 

Socie l(- C('lltTdil' de Belgique. f or its part, the Conslruction Scc­

tor contributed FUR 62.5 million and Groupe GTlvl confirmed 

its turnaround in profitability, in both public 'works and work in 

specialized fields (offshore work and road construction ). 

The Group share of net extraordinary income amounted 

to EU R 242 .3 million compared to r:UR 2.8 million fo r the 

1997 fiscal yea L 

The C roup share of net capital gains on disposals was pri­

marily composed of the net effect of the disposals or Saint 

Gobain and Fortis B securities, for EUR 367.4 miljion and 

EL R 203.2 mil lion respectively. 

These results were partly offset by depreciation, provisions 

and other extraordinary charges, primarily composed of provi­

sions rcbting to emerging country risks (EUR 98.3 million), 

variolls restructuring costs (EUR 88.3 million, including 

LL!tZ 45.4 million wi th respect to Eau France), amortization of 

unconsol idated securities (FUR 72.3 mill ion), extraordinary 

amort izati on or goodwill (EUR 50.6 million), provisions hooked 

for long-term commitments relating to landfill sites (FU<. 27.4 

million; see Note I) and costs required in preparation for the 

changeowl' to the eLIrO and the year 2000 (LUR 24.2 miLl ion). 

CASH FLOW STATEMENT 
Gross cas h flow (EUR 3.66 billion excluding the financial 

sellor) CUVlT S 1.2 times the tan gible and int:lllgible invest­

mcnts (FUR 3.12 billion) . 

IJispos.:!ls of assets (EUR :U 5 billion excludin g the finan­

( i~d secto r) cover 83% of financial investments dur ing the fl s­

cal year (l"L'R 3.75 billion) not tJking into account the impact 

of the public offer of exchange wi th regard to Socictl; Gt'neralc 

ci t' Belgiq ue, wbich was an equity-fin anced transac tion. 

Overall, the (jroup retained a solid financial structure. 

GROSS CASH FLOW 
Excl udi ng the fi na ncial sector, cash .Dow in creased by almost 1.6% with growth of 2.6% in the core businesses. 

In millions of EUR 

Energy 

Water 

Waste sel"v ices 

Commun icat ions 

Core businesses 

Financial secto l' ( aJ 

Construction 

Others 

GROUP TOTAL 

1998 1997 1996 PRO-FORMA 

2, 1 23 .8 2,20 7.3 2, 113.9 

764.5 676.9 686.0 

402.9 291.5 214 .5 

CO. 1) 31.2 53.8 

3,291.1 3,206.9 3,068.2 

487.7 1,056.6 813.8 

345 .8 325.5 243.8 

1 7. 2 65 .1 75.0 

4,141.7 4 ,654.1 4,200.7 

(:1 ) The al)oh '- Illcntionl'd I ln ; lJ1 c i~lI ,ect(lr in!.. luJes re l ~l iI fin;lll cidi ~1.:r Vi ( l' ''; t'lS well ~I S th e rc ~!I estate comp~lT1i t: :-. tha t <1 ft.' subsidiaries of fill ,mci,ll institutions. 
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INVESTMENTS 
(excluding financial investments in the financial sector) 

Intangible investments for the fi scal year, which amouted 

to f UR 0.17 billion , focused on the core businesses. 

Tangible investments increased , primarily in the Waste 

Services and Energy sectors. The Construction sector increased 

its overall level of investment compared to 1997 thanks to signi­

ficant investments carried out in 1998 in the Offshore sector. 

The main financial investments relate to Suez I.yonnaise 

des faux's public offer of exchange with regard to Societe 

In mill ions of EUR 

TANG IBLES AND 
INTANG IBLES 

Energy 1,353 .8 

Water 805.1 

Waste services 406.9 

Communications 122.6 

Core businesses 2,688.5 

Retail financial services 218 

Const ruction 318.8 

Others 125.1 

GROUP TO TAL 3 ,154 .2 

Generale de Belgique (EU R 3.93 billion) within the frame­

work of the policy of refocusing on its core businesses and 

simplifying its s tructu res and to the acquisitions made by 

the Sita group (subsidiari es of bfi for EUR 1.3 billion ) and 

by Tractebel (pa rticu la rly Gerasul in Brazil for FU R 0.85 bil­

lion) . 

In 1997, financi al investments we re largely focused on 

Tractebel's expansion in Chile, Kazakhstan and Thailand , 

Sita's development in f rance and Bra/il and Suo I.yonnaise 

des Faux's takeove r bids for Elyo and Degremont. 

1998 1997 
TANGIBL ES AND FINANC IALFI NANCIAL 

(*) 

1,494.1 

285.4 

1,535.8 

139.8 

3,455.1 

113.3 

(H) 4,1 20.7 

7,689 .1 

INTANGIBL ES (*) 

1,010.4 618.0 

1,0819 308.5 

277.3 177.9 

90.4 11 

2,460.0 1,105.6 

96.5 

238.2 130.4 

205.2 359 .6 

2,999 .9 1 ,595 .5 

( ') Excluding the tlnancial secto r 


I" )Including the public offer 01' l'Xl'hange "ith regard to 5GB in an alllount of EUR 3.93 billion. 


DIVESTMENTS 
Disposals of assets carried out in 1998 reflect the refocLlsing 

policy that was announced by the Group and amounted to 

t CR 3.17 billion in 1998 (in disposal prices) fo ll owing di spo­

sa ls of EU R 2.41 billion in 1997. They include, in particular, 

the disposal of: 

- investments in unconso lidated subsidiari es and affili ates , 

worth l'LR 2.04 billion, held in pa rticular by Suez Lyonnaise 

des faux SA (securities of Sain t Gobain, Instituto San Paolo 

di Torino and CCF), Soc iete Gene rale de Belgique 

(Fibelpar), Tractebel (Fibelpar. SES and Sipex) and the capi­

tal investment subsidiary, Suez Industri e; 

- and securities of previously consolidated subsidiaries worth 

EUR 0.93 billion, mainly correspo nding to Fortis B (dispo­

sal of 2.6%), ISM, La H enin Epargne C redit and Recticel. 

INTERNATIONAL DEVELOPMENT 
OF THE GROUP AND 
THE ECONOMIC CRISIS IN ASIA 

The method of development employed by the Gro up in 

emerging countries primaril y consisted of carry in g out 

concession or HOT (Bui ld -Operate-Transfer) projects. Such 

operations arc economical in terms of shareholders' equity 

but involve significant commi tmen ts vis -a-vis public conces­

sion grantors and lenders. 

The Gro up 's investment policy fo r international projects 

is generally reflec ted hy the fo ll owing "standard profile": 

· industrial operator ro le, implementa tion of management 

and audit, reporting and control procedures; 

, 20%-30% interest in shareholder,' equity ; 

· search for one or more local financial and industrial partners; 

· search for one or more international financial partners (SFI, 

BERD, etc.) Recognized and respected by the 10Gd authori­

ties and the internati ona l fin ancial community and which 

bear the final political risk (convertibility, transfer, compul­

sory purchase order) and the broader risk (the concession 

grantor's lailure to comply with his contractual commit­

ments, the regulator's failure to comply ,,y ith the regulatory 

framework that applies to the sector); 

, se tting-up of unsecured fin ancing, in local currency if this is 

authorized by the loca l fin ancial markets; 

• con tractual protection clauses such as the" dollariza tion" o f 

tarifs , the right to review prices and investments, the prin­
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ciple of a project's economic and financial equilibrium and The effects of the economic crisis in Asia have not signifi­

the fIxing of upper limits on performance bonds. cantly affected the level of business and the performances of 

Within the context of its policy of diversifying risks and the Group's subsidiaries operating in the Asia-Pacific ArcJ. 

sources of financing, two investment vehicles have been set up Alongside these measures, the Group is pursuing a conscr­

for projects in the Water sector: Lyonnaise Asia ',;Vater Limited vative policy in terms of booking provisions for risks related 

(LAWL) and Lyonnaise Latin America \,\Tater Corporation to emerging countries. As of December 31, 1998, the Croup's 

Limited (LYLAW). They make it possible to associate financial share of provisions booked amounted to EUR 187.2 million. 

partners in developing major international operations. 

FIVE-YEAR FINANCIAL SUMMARY 
In millions of EUR 

I · 

1. 	Revenues 
Incl. revenues generated abroad 

2. Income 
- cUI'I'ent (.1 


- of the consolidated group 

- net income, Group share 


3. Gross cash f low 

4. Physical and financial investments 

5. Total shareholders' equity 

6. Shareholders' equity, Group share 

7. 	Figures per share (in E U R) 
- earnings per share (bl 

- dividend distl'ibuted (proposed for 98) 

8. Total average wO I'kforce 

- fu lly conso lidated companies 

- companies consolidated usi ng 


the proportional consol idation method 
- companies accounted 

for by the equity method 

In millions of FRF 

1. 	Revenues 
Incl. revenues generated abroad 

2. 	Income 
- cu r rent la) 

- of the consolidated group 

- net income, G roup share 


3. Gross cash flow 

4. Physical and finan cial investments 

5. Total shareholders' equity 

6. Shareholders' equity, Group share 

7. 	Figures per share (in EUR) 
- earnings per share Ibl 

- dividend distl'ibuted (proposed for 98) 

8. 	Total average workforce 
- fully consolidated companies 
- companies consol idated using 

the proportional consolidation method 
- companies accounted 

for by the equity method 

1998 1997 199& 1996 1995 1994 
PRO FOR MA REPORTED 

31,360.5 29,029.3 26,406.3 13,967.4 15,033.8 15,239.6 

19,602.2 17,001.9 14,679.5 5,461.3 6,745.0 6,595.3 

2,431.9 1,988.5 1,4 9 2.2 625.7 526.7 509.5 

2,058 .4 1,6044 1,297.1 318.5 206.0 31 9 .2 

1,005.0 611.8 302.0 205.7 138.1 161.8 

4,141.7 4,654.1 4,200.7 1,114.1 923.5 999.8 

10,887.4 4,718.4 6,231.4 2,657.6 1,467.8 1,525.1 

18,046.2 17,253.9 16,398.2 4,629.9 4,162.6 4,237.2 

8,931.1 7,515.9 6,921.2 2,809.8 2,509.5 2,467.5 

7.41 4.92 2.43 3.46 2.38 2.85 

2.70 2.29 2.18 1.83 1.75 1.75 

333,132 305,936 287,137 156,719 154,688 151,873 

201,129 174,458 169,238 116,290 118,770 114,514 

41,456 31,791 27,755 31,952 26,384 26,421 

90,547 99,687 90,144 8,477 9,534 10,938 

1998 1 

205,711 
128,582 

1997 

190,420 
111,525 

1996 
PRO FORMA 

173,214 
96,291 

1996 
REPORTED 

91,620 
35,824 

1995 

98,615 
44,244 

1994 

99,965 
43,262 

15,952 13,044 9,788 4,104 3,455 3,342 

13,502 10,524 8,508 2,089 1,351 2,094 

6,592 4 /013 1,981 1,349 906 1,061 

27 /168 30,529 27 /555 7,308 6,058 6,558 

71,416 30,951 40,875 17,433 9/628 10,004 

118,375 113,178 107,565 30,370 27,305 27,794 

58,584 49,301 45,400 18,431 16,461 16,186 

48.6 32.3 15.9 22.7 15.6 18.7 

17.7 15.0 14.3 12.0 11.5 11.5 

333,132 305,936 287,137 156,719 154,688 151,873 

201 /129 174,458 169/238 116,290 118,770 114,514 

41 /456 31,791 27,755 31,952 26,384 26,421 

90,547 99 /687 90,144 8,477 9 ,534 10,938 

(a) Following reciJssificalioll ol ' comp ulsory employee profil -sh;lr ing un der payroll ex penses 
(b) Earning" per share :Ire calculated on the basIS of the average llllm hcr ()f ou tstand ing shares, !let of treasury stock. 
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F I N A NC IAL STATEM E NT S 

IN COME STATEMENT 
In millions of EUR 

NOTE 
N° 

Revenues 

Sal es of goods and services 

Operat ing income from the financi a l sector 

Other income 

Other operating income 

Income from mixed inter-mun icipa l companies and joi nt operations 

Operating expenses 

Purchases and changes in inventories 

I nterest and other fi nancia l sector expenses 

Receipts on behal f of local authorit ies 

Ta xes and related payments 

Salaries, wages and soc ial security charges 

Olher opera ting expenses 

OPER ATING INCOME BEFORE OEP. , AMORT. AND PROVISIONS 

Net depreciation allowances and provi si ons 

Net techn ical provis ions for the in surance sector 

OPERATING INCOME 4 

FINANCIAL INCOME (LOSS) 5 

CURRENT INCOME OF CONSOLIDATED COMPANIES 

Net capita l gains on disposa ls of assets 

Net prov isions and losses on amounts due on investments 

Other net extraordinary expenses 

EXTRAORDINARY INCOME (LOSS) 6 

Corporate Income tax 7 

Share in income of compani es accounted 
for under the equ ity method 8 

Contributi on of companies sold 2 

NET INCOME BEFORE AMORTIZATION OF GOODWILL 

Amort ization of gooclw i II 9 

I nel. G roup share 

TOTAL NET INCOME 

Minority interes ts 

NET INCOME , GRO UP SHARE 

Earnings per share (in EUROS) 

DEC. 31, 
1998 

31 ,360.5 

29,037.8 

2,322.7 

1,889.0 

898.1 

990.9 

27,638.9 

7,0 43 .1 

9095 

840.0 

738.5 

7,660.6 

10,447.2 

5,610 .6 

2,074.5 

736.8 

2,799.3 

-367. 4 

2,431.9 

846.1 

-294.1 

-372.4 

179.& 

-644.0 

255 .7 

2,223.2 

-164.8 

-107.0 

2,058 .4 

1,053.4 

1,005.0 

7.41 

DEC. 31, VAR.DEC.98 
1997 IDEC.9 7 

29,029.3 8.0% 

26,109.8 11.2% 

2,919.5 -20.4% 

1,834.7 3.0% 

901. 7 -0.4% 

933.0 6.2% 

25,164.3 9.8% 

6,3 18.6 11.5% 

1,046.3 -13.1 % 

831 .9 1.0% 

513.9 43.7% 

7,075.0 8.3% 

9,3 78.6 11.4% 

5 ,699.7 -1.6% 

2,344.3 -11.5% 

1,064.1 -30.8% 

2,291.3 22.2% 

·302.8 ·21.3% 

1,988.5 22. 3% 

561.5 50.7% 

-294.4 -0.1% 

-317.1 17.4 % 

-50.0 459 .2% 

-531.1 21.3% 

3003 -14.9% 

1,707. 7 30.2% 

-103.3 59.5% 

-76.4 -40.1% 

1,&0 4.4 28.3% 

992.6 6.1% 

611.8 &4 . 3% 

4.92 50.5% 

1996 
PRO FORMA 

26,406.3 

23,469.1 

2,9372 

1,730.1 

760.4 

969.7 

23,194.3 

5,490.9 

1,281.0 

816.2 

443 .9 

6,565.5 

8,596.8 

4 ,942.1 

2,1 25 .3 

927.5 

1,889.3 

-397 .1 

1,492 .2 

515.2 

-231.9 

-154.6 

128.7 

-486.8 

228.2 

86.3 

1, 448. 6 

-151.5 

-95.3 

1,297 .1 

995.0 

302.1 

2.43 
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FI N ANCIAL STATE M E.N TS 

CONSOLIDATED CASH FLOW STATEM E NT 

In millions of EUR 

Cash at beginning of year 

Exchange fluctuations 

Changes in scope of consol idation and other changes 
(rne l'gers, reclassification, etc.) 

ADJUSTED OPENING CASH BALANCE 

Tota l net income 

Dividends received from companies accounted 
for under the equity method, 
less share of conso lidated income 

Net depreciation al lowances and provisions 

Net cap ital gains on disposals of assets 

Other items w ith no impact on cash fl ow 

Gross cash flow 

Change in worki ng capital from operating activ iti es 

Change in work ing cap ital other than 

from operating activities 


Cash flow from current activities 

Tangible and intangible investments 

Financial investments 

Other working capital requirements (decrease) 

Disposals of tangible and intangible assets 

Disposals of long-term investments 

Cash flow from investment activities 

Div idends distributed 


Repayment of long -term debts 


I nter-sector financing 


Increase in long-term debts 


Treasury stock movements 


Increase in total shareholders' equity 


Cash flow from financing activities 

TOTAL CASH FLOW FOR THE FI SCAL YEAR 
., ....... ' .. " 

CASH AT YEAR-END 

I . 

OEC. 31, 1998 
FINANCIAL OTHERS TOTAL 

SECTOR GRO UP 

I (3,259.4) 2,942.9 (316.5) 
(1.1) (14.3) (15.4) 

r 
 53.0 672.0 

6190

2,641.5) 2,981.6 340.1 
284.8 1,773.6 2,058.4 

(104.7) (64.2) (168.9) 

453.5 2,795.0 3,248.5 

(163.4 ) (854.5) 0,01 7.9) 

17 .3 4. 3 21. 6 

487.5 3,654.2 4,141.7 
644.2 391.3 1,035.5 

(22.3) 53.4 3 1.1 

1,109.4 4,098.9 5,208.3 
29.9 3,124.3 3,154.2 

44.1 7,689.1 7,733.2 

424.7 (77.4) 347.3 

8.4 202.9 211.3 

68.5 2,896.8 2,965.3 

(421.8) (7,636.3) (8,058.1) 
128.2 1,045.8 1,174.0 

436.6 2,0 64.3 2,500.9 

62 1. 8 (62 1.8) 0.0 

248.2 3 ,508.3 3 ,756 .5 

(648) (64 8) 

14 .8 3 ,903 .6 3,9 18.4 

320.0 3,615.2 3,935.2 
1,007.6 77.8 1,085.4 

(1,633.9) 3,059.4 1,425.5 

The cash position comprises the following items: 

In millions of EUR 

Interbank transactions and securities in pawn, assets 

Marketable securities 

Interbank liabilities (a ) 

Inter-sector cash and related accounts 

Financial sector 

Cash and cash equivalents 

Marke tab le securi ties 

Bank overdrafts 

I nter-sector cash and related accounts 

Others: 

TOTA L 

(a) hdling due in less than three months 

AS OF OEC . 31, 1998 

586.9 

2.2 

(2,023.0) 

(200.0) 

(1 ,633.9) 

2,827.9 

1, 205.0 

Cl ,173.6) 

200. 1 

3,059.4 

1,425.5 

FINANCIAL 

SECTOR 


(3,897.5) 
3.7 

78.0 

(3,815.8) 
71.8 

(88.7) 

1,24 1. 4 

Cl711) 

3 .2 

1,056.6 
(228.8) 

(76.2) 

751.6 
136.4 

123.0 

674.6 

59.0 

275.0 

(600.0) 
1.5 

459.8 

605.1 

357.3 

(96.2) 

404.9 
556.5 .. .... 

(3,259 .3) 

DEC . 31 , 1997 
OTHERS 

4,551.2 
34.2 

(473 1) 

4,112.3 
1,53 2.6 

(97.6) 

2,594.1 

(547.8) 

11 6 .2 

3,597.5 
(3 6-1 ) 

99.4 

3,660.2 
2,863.5 

1,595.5 

134.6 

193.9 

1,886.3 

(2,513.4) 
824.3 

3,857.4 

(605 .1 ) 

2,61 2. 1 

(86.2) 

444-1 

(2,316.2) 
(1,169.4) 

2,942.9 

AS OF OEC . 

TOTAL 
GROUP 

653.7 
3 7.9 

(395.1) 

296.5 
1,604.4 

(186.3) 

3,835.5 

(718.9) 

119. 4 

4,654.1 
(265.5 ) 

23.2 

4,411.8 
2,999.9 

1,718.5 

809.2 

252.9 

2,161.3 

(3,113.4) 
825.8 

4,317.2 

0.0 

2,969.4 

(86.2) 

348 .5 

(1,911.3) 
(612.9) 
(316 .4) 

31 , 1997 

724.7 

4.9 

(3,105.0) 

(883.9) 

(3,259.3) 

2,079.4 

1, 252.7 

Cl , 273. 1) 

883.9 

2,942.9 

(316.4) 
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FINANCIAL STATEMENTS 

BALANCE SHEET - ASSETS 

In millions of EUR 

DEC. 31, 1998 ··1 DEC. 31, 1997 DEC . 31, 1996NOTEI 
N° 

Intangible assets 10.1 

Intangi ble rights on conceSSions 

Other intangi ble assets 

Goodwill 9 

Tangible assets 10.1 

Owned outright 10.2 

Under concession 10.3 

Fi xed assets in prog ress and down payments 

Long-term investments 

Investments in subsidiaries 11 

Financ ia l sector investments 12 

Companies accounted for under 
the equity method 8 

Other long-term investments 

TOTAL FIXED ASSETS 

Inventories & worl< in progress 13 

Accounts receivable 

Advances & down payments made on orders 

Trade accounts and notes receivable 

Other receivables 

Financial assets 

Marketable securit ies 14 

Cash and cash equ ivalents 

Current assets in the financial sector 

Loans and credits 

I nterbank \t'ansa cti ons and secu r ities in pawn 

TOTA L CURRENT ASSETS 

Prepa id expenses 16 

TOTAL ASSETS 

Commitments received 22 

GROSS DEP, AMORT. & PROVo NET PRO FORMA 

993.0 318.6 674.4 670.5 653.2 

738.1 341.0 397.1 313.1 285.7 

3,651.9 688.6 2,963 .3 1,5759 1, 234.8 

37,633.3 17,630.8 20,002.5 16,047.4 14,3 18.0 

6,693 3 1,886 7 4,806.6 4,7986 4,345.6 

1,023.4 3 .8 1,019 .6 894.4 593.0 

4,038 .4 519.4 3, 519.0 I 4,460.4 5,626.1 

5,643.2 2.7 5,640.5 5,217.7 4, 290.4 

5,717.8 13.2 5,704.6 5,665.9 5,286.3 

1,417.0 196.2 1,22 0 .8 1, 126.6 769.5 

40,770.5 37 ,402.6 

4,187.3 139.8 4,047.5 

67,549.4 21,&01.0 45,948.4 

4,580.5 4,699.9 

64.2 61.678.5 0.0 78.5 

7,118.9 419.3 6,699.6 6, 140.2 5,497.3 

3,475.7 180.5 3,295. 2 , 3,206.3 3,509.7 

1,221.4 16.5 1,204.9 1 1,252.7 2,535.1 

2,8 27.9 0.0 2,827.9 2, 0796 2,166.3 

6,117.5 246.4 5,871.1 11 ,154.5 12,033.1 

984.7 11 .0 973.7 1,5740 2,700.9 

2&,011.9 1,013.5 24,998.4 30,052.0 33,203.9 

1,541.3 1,541.3 1,322.9 1, 196. 7 

95,102.6 22,&14.5 72,488.1 72,145.4 71,803.2 
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BALANCE SHEET LIABILITIES 

In millions of EUR 

Si1a re cap ital 

Additional paid - in capital 

Reserves 

Umealized foreign excllange gains and losses 

Net income 

Treasu ry s toe k 

SHAREHOLOERS ' EQUITY, GROUP SHARE 

Mino r ity interests 

TOTAL SHAREHOLDERS' EQUITY 

Special concessi on accounts* 

Technical provisions for the life insurance sector 

Other contingency & loss provi sions 

Borrowings & long-term debt 

Accounts payable 

Advances and down payments received on orders 

Trade payables 

Other accounts payab le 

Miscellaneous liabilities 

On rights of use 


Other miscellaneous liabilities 


Total non-financial liab ilities 

Financia l sector liab i lities 

Prepaid income 

TOTAL LIABILITIES 

• includ ing counterpart of f ixed assets rece ived 

Commitments given 

NOTE 

N° 

17.2 

17 .1 

18 

19 

20.1 

20.2 

21 

15 

16 

22 

DEC. 31, 1998 DEC. 31, 1997 DEC. 31, 1996 
PRO FORMA 

1351.6 1,154.6 

5,247.7 4,696.4 

1,747.8 1,297.2 

-186.0 -74. 1 

1,005.0 611.8 

-235.0 -170.0 

8,931.1 7,515.9 6,921.2 

9,115.1 9,7 38.0 9,477.0 

18,046.2 17,253.9 16,398.2 

4,243.3 4,248 .3 3,795.8 

5,822.0 5,085.2 4,051.8 

8,278.4 6,966.0 6,582.9 

15,564.3 12,774.2 14,276. 1 

2,868.0 3,188.2 3,141.4 

4,241.3 4,037.8 3,503.1 

4,939.1 4,513. 0 4,795.1 

322.4 333.6 362.4 

41 Q.2 364.5 363.7 

12,790.0 12 ,437 .1 12,165.7 

5,89 7.5 11,523.9 12,858.9 

1,846.4 1,856.8 1,673.8 

72,488.1 72,145.4 71,803.2 

3,343.7 3,368. 7 3,004.5 
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INCOME STATEMENT 


In million of FRF 
NOTE 

N° 

Revenues 

Sales of goods and services 

Operating income f rom the financi al sector 

Other income 

Other operating income 

Income from mixed inter-municipal companies and joint operation s 

Operating expenses 

Purchases and changes in inventories 

I nte rest and other fina nc ia l sector expenses 

Receipts on behalf of loca l author ities 

Taxes and related payments 

Sala r ies, wages and socia l security cha rges 

Other opel'at lng expenses 

OPERATING INCOME BEfORE DEP. , AMORT. ANO PROVIS I ONS 

Net depreciation allowances and provisi ons 

Net technica l prov isio ns for the Insurance sector 

OPERATING INCOME 4 

FINANCIAL INCOME (lOSS) 5 

CURRENT INCOME OF CONSOLIDATED COMPANIES 

Net capi tal gains on disposals of assets 

Net provisions and losses on amounts due on investments 

Other 11et extrao rdinary expenses 

EXTRAORDINA RY INCOME (LOSS) 6 

Co rpo rate income ta x 7 

Share in income of companies accounted 
fOI' unde r the equity method 8 

Contr ibution of companies so ld 2 

NET I NCOME BEfORE AMORTlZATlON OF GOODWill 

Amortizati on of goodwill incl. Group share 9 

TOTAL NET INCOME 

Minol'ity interests 

NET I NCOME, GROUP SHARE 

Earnings per share (in FRF) 

1998 

205,711 

190,475 

15, 236 

12,391 

5,891 

6,500 

181,299 

46,200 

5,966 

5,510 

4,84 4 

50,2 50 

68,529 

36,803 

13,608 

4,833 

18,362 

(2 ,410) 

15,952 

5,550 

0,929) 

(2, 443) 

1,178 

(4, 224 ) 

1,677 

14,583 

0 ,081 ) 

(7 02) 

13,502 

6,910 

6,592 

48.6 

1997 1996 
PRO fORMA 

190,420 173,214 

171,269 153,947 

19,151 19,267 

12,035 11,349 

5,915 4,988 

6,120 6,361 

165,067 152,145 

41 ,447 36,018 

6,863 8,403 

5,457 5,354 

3,371 2,912 

46, 409 43,067 

61,520 56,391 

37,388 32,418 

15,3 78 13,941 

6,980 6,084 

15,030 12 ,393 

(1,986) (2,605) 

13,044 9,788 

3, 683 3,379 


0,931) 0,521) 


(2,080) 0,014) 


(328) 844 

(3,484) (3,193) 

1,970 1,497 

566 

11 ,202 9,502 

(678) (994) 

(501) (625) 

10,524 8,508 

6511 6,527 

4,013 1,981 

32.3 15.9 
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CON SOLI D AT ED CASH FLOW STATEMENT 


In millions of FRF 

Cash at beginning of year 
Exchange f luctuati ons 

Changes in scope of consolidation and other changes 

(mergers, reclassification, etc.) 

ADJUSTED OPENING CASH BALANCE 

Total net income 

Dividends received from compa nies accounted 
for under the equity method, 
less share of consolidated income 

Net depreciation allowances and provisions 

Net capital gains on disposals of assets 

Other items with no impact on cash flow 

Gross cash flow 

Change in working capital 
from operating activities 


Change in working capital other than 

fro m operat ing activities 


Cash flow from current activities 
Tangibl e an d intangible investments 

Financial investments 

Other working capital requirements (decrease) 

Disposals of tangible and intangible assets 

Disposals of long-term investments 

Cash flow from investment activities 
Dividends di stributed 


Repayment of long-term debts 


Inter-sector financing 


Increase in long-term debts 


T reasu ry stock movements 


Increase in to tal shareholde rs' equity 


Cash flow from financing activities 

TOTAL CASH FLOW FOR THE FISCAL YEAR 

CASH AT YEAR-END 

SECTOR GROUP 

(21,380) 19,304 (2,076) 
(7) (94) (101) 

4,060 348 4,408 

(17,327) 19,558 2,231 
1,868 11,634 13,502 

(687) (421) (1,108) 

2,975 18,334 21,309 

(1,072) (5,605) (6,677) 

114 28 142 

3,198 23,970 27 ,168 

4,225 2,567 6J92 

(146) 350 204 

7,277 26,887 34,164 

196 20,494 20,690 

289 50,437 50,726 

2,786 (508) 2,278 

55 1,331 1,386 

449 19,001 1 9,450 

(2,767) (50,091) (52,858) 

841 6,860 7,701 

2,864 13,541 1 6,405 

4,079 (4,079) 0 

1,628 23,013 24,641 

(425) (425) 

97 25,606 25,703 

2,099 23 ,714 25,813 

6,609 510 7,119 
(10 ,718) 20 ,068 9 ,350 

1998 1997 
FINANCIAL OTHERS TOTAL 1 FINANCIAL OTHERS TOTAL 

SECTOR 

(25,566) 
24 

29,854 
224 

GROUP 

4,288 
248 

512 

(25,030) 
471 

(3,103) 

26,975 
10,053 

(2,591) 

1,945 
10,524 

(582) 

8,143 

(1,122) 

21 

6,931 

(640) 

17,016 

(3,593) 

762 

23,598 

(1,222) 

25,159 

(4,715) 

783 

30,529 

(1,501) (241) (1J42) 

(500) 

4,930 

895 

807 

4,425 

387 

1,804 

(3,936) 

10 

3,016 

3,969 

2,344 

(631) 

2,&56 

3,650 
(21 ,380) 

652 

24,009 

18J83 

10,466 

883 

1,272 

12,373 

(16,487) 

5,407 

25,303 

(3,969) 

17,134 

(565) 

2,917 

(15,193) 

(7,671) 

19,304 

152 

28,939 

19,678 

11,273 

5,308 

1,659 

14,177 

(20,423) 

5,417 

28,319 

0 

19,478 

(565) 

2,286 

(12,537) 

(4,02l) 

(2,076) 

The cash position comprises the following items: 

In millions of FRF 

As Of DEC . 31 ,1998 As OF DEC. 31 ,1997 
Intel'bank transactions and secur it ies in pawn, assets 3,850 4J54 

M arketable secu r ities 14 32 

Interbank liabilities (~I (13,270) (20,368) 

Inte r-secto r cash and related accounts (1,312) (5,798) 

Financial sector (10,718) (21,380) 
Cash and cash equivalents 1 8,550 13,640 

Marketabl e securities 7,904 8,217 

Ban k overd raf ts (7,698) (8, 351) 

Inter-sector cash and related accounts 1,312 5,798 

Others: 20,068 19,304 
TOTAL 9,350 (2,076) 

( a) Fall ing due in less than three months 
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BALANCE SHEET - ASSETS 
In millions of FRF 

NOTE 
N° 

Intangible assets 10.1 

I ntangib le r ig hts on concessions 

Othe r intang ible assels 

Goodwill 9 

Tangible assets 10.1 

Owned outright 10.2 

Under co ncession 10.3 

Fixed assets in progress and down payments 

Long-term investments 

Investments in subsidia ri es 11 

Financia l sector investments 12 

Companies accou nted for under 
the equity method 8 

Other long-term investments 

TOTAL FIXEO ASSETS 

Inventories & work in progress 13 

Accounts receivable 

Advan ces & down payments made on orders 

Trade accoullts and notes receivable 

Other receivab les 

Financial assets 

Marketable securities 14 

Cash and cash equivalents 

Current assets in the financial sector 

Loans and credits 

lnte rban k transact ions and secu r it ies in pawn 

TOTAL CURRENT ASSETS 

Prepaid expenses 16 

TOTAL ASSETS 

Commi tments t'ece ived 22 

BRUT 

6,514 

4,842 

23,955 

246,858 

43 ,905 

6,713 

26,490 

37,017 

3 7, 506 

9,295 

443,095 

27,467 

51 5 

46,697 

22 ,799 

8,0 12 

18,550 

40,128 

6,459 

170,627 

10,110 

623,832 

DEC. 31, 1998 
AMORT. PROVo NET 

2,090 4,4 24 

2,237 2,605 

4,517 19,438 

ll5,650 131,208 

12 ,376 3 1,5 29 

25 6,688 

3,407 23, 083 

18 36,999 

86 3 7,4 20 

1,287 8,008 

141,693 301,402 

917 26,550 

515 

2,75 1 43,946 

1,184 21,615 

108 904
7,

18,550 

1,616 38, 512 

12 6,387 

6,648 163,979 

10, 110 

148,341 475,491 

IDEC. 31 , 1997 DEC. 31 , 1996 
PRO FORMA 

4,398 4, 285 

2,054 1,874 

10,337 8,100 

105,264 93,920 

3 1,4 77 28,505 

5,867 3,890 

29,258 36,905
1 

34,226 28,143 

37,1 66 34, 676 

7,390 5,047 

267,437 245,345 

30,046 30,829 

42 1 404 

40,277 36,060 

21,032 23,022 

8,2 17 16,629 
1 

13,64 1 14,210 

73,169 78,932 

10, 3 25 17,71 7 

197,128 217,803 

8,678 7,850 

473 ,243 470 ,998 
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BALANCE SHEET - LIABILITIES 

rn millions of FRF 

Shal'e cap ita l 

Add it ional pa id- in cap ital 

Reserves 

Unrealized fore ign exchange ga ins and losses 

Net income 

Treasury stock 

SHAREHOLDERS' EQUITY, GROUP SHARE 

M inority interests 

TOTAL SHAREHOLDERS' EQUITY 

Spec ial concess ion accounts* 

Technica l pmv isions for the I ife insurance sec tor 

Other con ti ngency & loss prov isions 

Bormwings & lo ng-term debt 

Accounts payable 

Advances and down payments rece ived on orders 

Trade payables 

Other accounts payab le 

Miscellaneous liabil ities 

On rights of use 


Other m iscell aneous li ab iliti es 


Total non-financial liabilities 

Financial sector l iabi l i ties 

Prepa id income 

TOTAL LIABILITIES 

* including countel'part of fixed assets rece ived 

Commi tments given 

NOTE 


N° 


1 7 .2 

17.1 

18 

19 

20. 1 

20 .2 

21 

15 

1 6 

22 

DEC. 31, 
1<J98 

8,866 

34,423 

11,465 

(1 ,220 ) 

6,59 2 

(1, 54 2) 

58,584 

59,79 1 

118,375 

27,834 

38, 190 

54,303 

1 0 2,095 

18,8 13 

27,821 

32,398 

2/115 

2,750 

83,897 

38,685 

12,112 

475,491 

21 ,933 

DEC. 31, 
1997 

7,574 

30,806 

8,509 

(486) 

4,013 

(1, 11 5 ) 

49,301 

63,877 

113,178 

27,867 

33,357 

45,694 

83,7 93 

20,913 

26,486 

29,604 

2, 188 

2,39 1 

81,582 

75,592 

12/180 

473 ,243 

22,097 

DEC . 31, 1996 
PRO FORMA 

45,400 

62 165 

107,565 

24,899 

26,57 8 

43 , 18 1 

93,645 

20,606 

22,979 

3 1,454 

2,377 

2,386 

79,802 

84,3 49 

1 0,979 

470,998 

19,708 
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NOTE 1 - ACCOUNTING 
PRINCIPLES AND VALUATION 
METHODS 

Basis used: 

The consolidated financial statements are drawn up 

within the frame wo rk of the provisions of the laws ;llld 

regulations currently in force in France. 

A. Consolidation principles 
Fully consolidated companies and consolidation 

criteria: 

The conso lidated Jlnancial statements include, using the 

full conso lidation method , the accounts of all of the 

significant subsidiaries over which Suez Lyonnaise des Fa ux 

directl y or indirectly exercises exclusive legal or de facto 

control. De facto control may res ul t fro m cont ractual 

agreements or from exercising the majo rit y of the votE'S at the 

companv's ( ;eneral ;\kctings. Exclu sive cont ro l may he 

deemed to exist where the di rect or indi rect sharl'holding 

exceeds 40% of the vo ting ri gh ts. 

Compan ies which are jointl v controlled by two or more 

shareho lders are consolid ated on a proport ional basi s, 

according to the percentage of co ntrol. 

Companies ove r whi ch Suez Lvo nnaise des Eaux exercises 

a signi ficant intluence, which is pres umed where th e 

shareholding exceeds 200/b of the capital, are accounted for 

under the equity meth od. 

The list of the main consolidated companies is set out in 

No te 27. 

GoodwiU: 

Whe n a newly-acq uired company is consolidated for 

the fi rst time, any diffe rence in value between the share 

in the comp;:m)" s net wo rth and the cost of acqu isition 

tb M cannot be att ributed to the appropri ate items of 

the consolidated balance sheet, is recorded in the assets 

und er "goodw ill " if pos itive. If nega tive, it is recorded 

in the liabilities under "contingency and loss provisions." 

Goodwill is amorti zed or written back to income 

O\'cr a max imum of 20 years except in the case of companies 

in r r<l nce holding concessions for which goodwill gene rated 

since 1990 is amorti zed over a period of 40 years in view 

of the nat ure of their business . 

In the cwn t of signifi cant adverse changes in the elements 

used to ca lc.ulate the amortiL.a ti on and depreciation 

schedu les, an ext r<lord inary deprec iation charge is booked. 

Coodwill 8morti /;lti on is shown in a sepa rate caption 

of th e income st;ltcmcnt. Amorti z.ation of goodwill is booked 

as an extrao rdinary expense in the income sta tement. 

Intra-Group transactions: 

Income and eXpenSl!S, amounts rece ivable and paya ble 

and co rrespondi ng transac tions recorded hetween full y 

consolidated companies are eli minated. If a given company 

is consol id;lted using the proport ional method, d imin;ltion 

is carried out at the percentage of consolida tion. 

\Vhere intra-Croup transactiolls have a signi fIcant impact 

on net income, as in the case of capital ga ins on disposa ls of 

fixed assets, the resul ting ga in or loss is el iminated rega rdless 

of the mct hod of consolidation of t-hc com p~ ni es in qucstion. 

However, if the tra nsaction ca rried out leads to an interna l 

capital loss, a loss provision is set aside for the value of 

the asse t so ld if this can be just ified. Capi ta l ga ins or losses 

re~ li zed on t ran sac tions ca rried out with a company 

accounted fo r und er the equ ity method are elim inated 

on the basis of this company's percentdge stake. 

Intra-Gro up provisions (o n secur iti es , debts and 

contingencies) are eli minated if uuplicated in the cumulativC' 

!let income of the consolidated compa ny in cu rring 

the loss used for conso lidati on purposes. Otherwise , ther 

are recl a;;sified as continge ncy prov isions. 

Treasury stoc.k: 

Suez Lyonn aise de,Eaux sh;u es held by th e pare nt 

company or by compan ies that it controls are deducted froIll 

net equity at th eir acquisi ti on price. Dividends received 

on these securities are dedu cted from d ivjden d~ cl istTi buted 

and the capi ta l gains or losses madc 0 11 disposa ls, net of tax, 

are all oca ted to addi tional p<licl - in ca pi tal. 

Treasur y stock held by proporl"i un ally -consolid ated 

compa nies is eliminated in accord0 nce with the ptTCentage 

of consolida ti on. 

B. Foreign currency translation methods 
1. Translation of transactions in foreign currencies. 

Amounts receivable and payahle in fo reign currenc 

are translated at year-end exchange rates . income, expenses 

and transac tiu ns are carr ied at the rate in force when 

they were posted_ 

2. Translation of the financiaJ statements of foreign 

companies. 

• Balance sheet items 	 are translated into French fra ncs 

at offIcial yea r-end exchange ra tes. Shareholde rs' t'quity 

items are tr~1I1s la ted at hi storica l ra tes; the differen ce in va lue 



83 [N OTE S TOT H E CON SOLI DATE D 
FI NANCIAL STATE M ENTS 

resulting from changes in exchange rates compared with 

the previous year-end is included in unrealized foreign 

exchange gains and losses under shareholders' equity. 

• Income statement items are translated at average exchange 

rates. 

3. AIl of the data are then converted at the official 

rate of FRF 6.55957 for EUR I> whether they relate to 

items in the balam;e sheet or in the income statement for 

the 1998 fiscal year or for previous fiscal years. 

c. Intangible assets 
In addition to start-up costs, intangible assets include: 

- fees and amounts paid or payable in return for rights as 

the concession holder or operator of public sector 

facilities, amortized over the contract period. 

- business goodwill, leasehold rights, patents and licenses are 

amortized over periods not exceeding their useful lives. 

Business goodwill is amortized over a maximum of20 years. 

Capital increase expenses are deducted from shareholders' 


equity. 


Resemch and development expenses with no specific 


counterpart (contract, order) are booked as expenses. 


D. Tangible assets 
langible assets are stated at cost or, in the else of items 

wh ich are subject to a legal revaluation, at their revulued 

amo unt, after deduction of accumulated depreciation . 

A distinction is made bet\·veen: 

• assets owned outright 

These are assets owned by companies of the Group. 

They are va lued and depreciated in accordance with standard 

practice in each sector. Infrastructures capitalized in 

the balance sheet of the L.nglish water subsidiaries are 

not depreciated. Expenses for renewal. major repairs 

and maintenance are stated as expenses and make it possible 

to maintain the production potential and thus th e usefulness 

value of these assets. 

• assets under concession 

These consist of: 


- assets placed under concession by the concession holder; 


- ussets provided free of charge by the gra ntor of 


the concession which the concession holder is under 

the obligation to renew. An equivalent va lue is recorded 

in the liabilities under the heading "special concession 

accounts. " 

The accounting principles that apply to concession items 

are set out in paragraph 1. 

In 1998, the Group adopted the principle of capitalizing 

assets either acquired by lease or those subject to similar 

co ntracts for all of its subsidiaries. Amounts outstanding with 

respect to the original va lue of these assets are booked 

as financial liabiliti es. The impac t of this change in methods 

on net equity as of January I, 1998 is set out in :-.Jote 17. 

E. Investments in subsidiaries 
These include: 

• Investments in unconsolidated subsidiaries 

and affiliates 

These represent long-lerm investments which are not 

consolidated but which mak~ it possible to establish business 

relations wit h the issuing company or to take control of 

the issuing company or to exercise sign ificant influence over it. 

These secur ities are booked at their acquisition va lue. 

Where applicable, such va lue is decreased by a loss provision , 

whose purpose is to reduce such value to its going value, 

which is estimated in particular by referen ce to the intrinsic 

value and fin ancial return value. 

• Other long-term investments 

These are investments held in a long- or medium-term 

perspective, which do not correspond to the critcri~ st'! out 

for investments in unconsolidated subsidiaries and affiliates. 

Amounts due from investments in subsidiaries make up 

the greater part of the "other long-term investments" item. 

To ensure that financial income is of an equ ivalent nature 

to current income, and for the sake of yea r-to- yea r 

com parisons, 3S an exception to the Ge neral Chart of 

Accounts of 1982, all capital transactions relating to these 

three categories of assets have been recorded as extraordinary 

items. These notably concern allocations and reversals of 

provisions for investments and amounts due on 

investments in subsidiaries and, where applicable, writing 

off of theseiJrne provisions. For the sake of uniformity in 

presenting the income S\,ltement, these items are stated under 

extraordinary income and expenses, where gains and losses 

on disposals of securities are normally recorded. In 1998, this 

special treatment involved net reversals or EUR 143.5 million. 

F. Financial sector investments 
Financial sector investments represent medium- or long­

term financial investmen ts, held excl usively by the (;roup's 

financial institutions (insurance - banking) and cJrried out 

for the purpose of ob taining financial return. 

With respect to insurance companies, some securities, 

notably those representing unit trust linked assuran ce 
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contrac ts, are booked at the market rate. If necessary, 

a gen,:ral loss provision may be set aside for other shares 

if the over~1I market value of the securities held is lower than 

the book value. 

In the banking sector, a provision for losses is set aside for 

deb t securities and bonus which are not intended to be held un 

a long-term b8sis (cbssified as "marketable securities" according 

to the ( ,,:neral Chart of Accounts for the banking sector) where 

the market va lue of securities forming a homogeneous unit 

is lower than their book value. However, in relation to securities 

hedged by specific transactions, gains on hedging instruments 

are taken into account to calculate the provision to be set aside, 

where applicable. Shares are valued at cost, less a loss provision, 

calculated on a line-by-line basis, where their market value 

is lower than their book value. 

G. 	Companies accounted for under 
the equity method 
Companies accounted for under the equity method are 

reclassified, as necessary, in compliance with the Group's 

accou nting principles. The Group's share in the reclassified 

net assets of these subsidiaries is included in assets on the 

balance sheet while its share of incom e is included on a 

specific line of the income statem en t. 

Nonetheless, the following special treatment is applied to 

certain subsidiaries: 

- Fortis B is one of the Forti s gro up' s two parent 

companies which exercises its banking and in surance 

activities primarily in Belgium an d the :-·: (~t hcrbnds. This 

group 's accounting principles, which are in accordance with 

th ose generally applied in the Netherlands, are accepted by the 

Banking and Financial Commission in Brussels where thc 

Fortis B securities are listed. In part icular, Fortis constantly 

revalues ib financial assets portfo lio an d allocates goodwill; 

this is offset by changes in consolidated shareholders' equity. 

The complete restatement of these principles would lead 

to the implementation of monitoring resources which would be 

disproportionate as to their cost, with no assurance of being able 

to obtain the required information within thc time limits 

needed to produce the consolidated financiJI statements 

of the Suez L)'onnaise des Eaux Group. Consequently, the value 

of FOrl'is B accounted for under the equity method in the assets 

on the balance sheel corresponds to the sha re in shareholde):; 

equ ity reported by Fortis B as of january 1, 1997 (date of 

processing of the merger between Suez and Lyonnaise des £alLX 

in the accounts) plus the share in income recorded each year 

by Fortis and k: ·. :~ the amount of dividends received . 

- mixed inter-municipal Bt'igiaJ1 electricity and gas 

distrihuti on companies: these companies are consolidated 

under the equity method by Flcctrabel. Association contr~v:ts 

and Belgian law give the local authorities in partllrr,hip 

with Electrabel a preponderant role in the l11 an8gemenl 

and monitoring of the activities, irrespective of the distribution 

of capit;]1 between the shareholders. Furthermore, in orch 

to convey the importance and economic reality of this activity, 

Elcctrabel 's share in the pre-tax income of these companies 

is included in operating income under the heading "income from 

mixed inter-municipal companies and joint operations" . 

H. Marl<etable securities 
All of the listed marketable securities are va lued at their 

closing market price. Any unrealized capital ga in which may 

result from this is not booked . 

I. Special concession accounts 
These li abi lities comprise: 

- the counterpart of fixed assets received f'rt' C of charge from 

the grantor of the concessIOn and recorded in the company'~, 

asscts under "tangible fixed assets." Depreciat ion ccdculated 

on these assets has no impact on income and is charged to this 

li ab ilit ies account ; 

- outside financing which may be provided to the concession 

holder for capital expenditures to be horne by it under the terms 

of the concession contract; 

- amortization of assets under concession, for the purpose 

of rebuilding the funds invested by the concession holder 

(after deducting outside financing) in a~,c ( ~ that must he 

returned free of chJrge to the grantor of the concession upon 

complet ion of the contract. This amorti7ation is deducled 

from income over lh,.' residual life of the contract. 

J. 	Contingency and loss provisions 
Contingency provisions primarily concern: 

- the reprocessing and storage of nuclear waste Jnd fu ture 

expenses relating to nuclear fuel reprocessi ng. Thesc provisions 

,1((' d,, :·;essed on a contractual basis. 

- the dismantling of nuclear units: such provisions are based 

on the estimated cost of dismantling nuclear power stations, to 

be alloC::lleo over their lifetime. Such estimate is based on sludics 

carried out in 1990 and 1995 and updated to take into account 

recently-acqui red knowledge and the experience gainf.'J from the 

dismantling of several European nU(k~lr stations since that time. 

- losses on completion of long -term contracts :lnd real 

est3te transactions. 
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- risks of a political or economic nature inherent to 

emerging countries which exceed normal opera ting risks. 

- risks relating to direct operations or to unconsolidated 

subsidiaries . 

- exchange rate fluctuation exposure. 

Loss provisions are inten ded to cover in particular: 

- the obligation for companies holding concess ions to 

renew install ations. These provisions are ca lculated by 

estimating the cost of replacing the installations based orr 

their usefu lness value, applying a present-value factor each 

year, using inflation as the basis of ca lculation. Insofar as the 

lifetime of fixed assets other than water pipes and mains is 

shorter than that of the contract, the provision is calculated 

line-by- line, spreading their repl acement value over the 

lifetime of the asset in question. With regard to wa ter systems, 

ann ual provisions are calcula ted con tract -by-con tract, with 

foreseeable partial rep lacement and repai r costs spread over 

the life of each co ntrac t. 

- major maintena nce which is essen tially intended to cover 

major repairs and servicing of bo th normal and nuclea r 

power stati ons as well as gas production and transporta tion 

fa cilities. In addition, some companies in the Energy sector 

have a contractual commitment to main tain in serviceable 

condition or replace equipment forming part of installations 

covered by a "total warranty" clause. A provision is ca lcul ated 

on the basis of the present va lue of equipment and its lifespan 

when this is shorter than that of the contracts. 

- si te rehabilitati on, and notably the contractual landfill 

rehabili ta tion commitment in the '·vaste services sector. 

These provisions are calculated site-by-site, on the basis of 

the cos t of repairs decided in proportion to the use of each site 

and after deduction of work already car ried out. 

- 30-year mo nitoring of landfill sites in the Waste Services 

sector, a long-term was te di sposa l site monitoring 

requirement that has been in effect in France since October 

1998 and which will be extended to the other European Union 

count ries once the Europea n Parliament has finally passed 

the newly-introduced directive in this sector. The related 

prov isions are calculat<--o on a site-by-site basis and are set 

asid e during the period of operation thereof. The costs which 

will have to be incurred during the 30-year per iod following 

closure of the site are discounted to present va lue. In 1998, 

the increa se in th ese provis io ns res u lting from th e 

s tr en gthenin g o f the legislati on was recorded as an 

exceptional expense. 

- residual costs on completed projects in the Construction 

sed or. 

1<. 	Bond discounts 
Bond loa ns where repayment is accom panied by discounts 

are booked in the liabi lities for th eir total valu e, including 

bond discounts. These discounts are, in relurn , recorded 

in the asse ts and amo rtized over th e term of th e loan 

in proportion to accrued interest. 

L. 	Business activities and valuation 
of inventories 
Revenues are ca lculated and inventories and work in progress 

are assessed in acco rdance with the rules applicable to each 

particul ar business sector existing with in the Group. 

The methods applied by individual companies are therefore 

reutilized for consolidation purposes. 

• Electricity and gas production and distribution: 

These activities are essentially ca rried out by Tractebel's 

Belgian subsidiaries (Electr8 bel and Distrigaz). The pricing 

practices, investments and dividends of these companies 

are regulated. Electricity and gas is distributed by mixed inter­

municipal companies held by municipalities and by Electrabe1. 

The contri bution to consolidated business thus corresponds 

to the selling price invo iced by Electrabel to the mixed 

inter-municipal companies . 

In ord er to illustra te the economic rea lity of this sector 

more fully in the consolidated financial statements, the income 

of the mixed inter-municipa l companies, which relates 

to Electrabel's share in the profit margin on the distribution 

by these companies acco unted for under the equity method, 

has been claSSIfied on a separate line within "operating income." 

• Water distribution: 

The booking of water sales includes all amounts billed 

to customers excludi ng value added tax, but including surtaxes 

and amounts coJi ected on behalf of th ird parties as well 

as management expenses. The counterpart for sums collected 

in this way on behalf ofloeal authorities is recorded on a separa te 

line within "operati ng expenses." As far as management 

agreements are co ncerned, remuneration of the manager 

is recorded in serv ices provided. 

Sa les of wa ter are booked when meter readings are taken, 

which makes it possible to determine the amounts owed 

by the customers. If the wa ter has not yet been del ive red 

des pite an invoice being issued in acco rd ance with 

the contrac t (pre-bill ed subscriptions) , a provis io n is 

booked at year-end on the balance sheet under the head ing 

"l oss provisions" for future del ivery expenses in curred. 
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Invcntories are composed of eslimates of water delivered 

to customers but for which no meter readings have been made 

at year-end_ These are estimated at cost by sub-groups 

of subsc rib c rs_ 

• Construction: 

The (;roup applies the method of recogni zing income 

in terms of lJercen tage of completion_ A provision is set aside 

for proj.:ct s which seem certain to result in a loss on completion 

JS soon as the loss is known_ In l's timating this loss , 

a percentage of potentially positi\l' factors, notably additional 

invoicing and possible claims, may be ld ken into account. 

Determination of th e quantity of such positive factors 

is carried out taking experience acquired in simi la r cases 

in the past into consideration_ l he research costs o( projects 

in which tenders are being suhmitted at year-end are booked 

in "expenses to be accrued ," A contingency provision is set 

aside for th e total amount of sucb researcb, 

• Financial services (banks aod insurance): 

All operating income (interest, insurance premiums, 

commissJOns, otber fi nancial income) is recorded as revenues, 

,\ llanagement and finan cia l arrangement commi ss ions 

are booked as incomc at the date of coll ection or of completion 

of the t ransaction in quest ion, Commissions on guarantees 

granted are buoked in thc income statement and prorated 

over the li ict imc of the commitments or gua ran tees , 

Lease transactions are classified as loans and borrowi ngs 

gra n ted, Revcnues from such transactions are incl uded 

III income, after deduction of amortization calculated 

on a finan cial basis, Life insurance premiums arc dcem ed 

to be acquired upon isslIe, irrespective of the period covered 

by the guaranlce_ 

M. Deferred taxes 
Deferred taxes arise from the neutralization of timing 

ditlerences caused by tax regulations and consolidation 

adjustments, They are calculated ann ually, tax entity by tax 

entity, u sing tbe variable carry-forward method depending 

on the date wben tbe dif( ~ r('J1 ce will be reversed, 

The net d ebit or credit position ta kes into account 

offsetting or imputations between deferred tax assets 

and deferred tax liabilities relating to different rates insofa r 

as slIch offsetting or imputation of losses is regularly carri ed 

out in order to calculate tbe tax to be paid, 

Sue; Lyonnaise des Eaux has elected for tax consolidation 

treatment whicb incorporates 1110st of its French subsidiar ies 

In which it has an interest of over 95%, Consolidation 

trea tmen t is taken into account to calculate deferred tax 

of companics consolidated for lax purposes, 

Potentia l tax claims whose recovery is deemed uncertain 

are not booked, 

There arc deferred t,IX liabilities as of December 3 I, 1998, 

rcs ulting essentially frol11 accelerated tax dep rec iation of 

th e tangible assets (excluding infrastructure) of Britisb water 

distribution subsidiaries, The valuation carried out on 

the basis of projected investments (investments approved 

by the regulatory body OFV,'AT within tbe framework of a ten­

year plan, and estimated very conservatively for subsequent 

years) sbows tbat tbese deferred liabilities will only become 

payable in over 50 yea rs time, Under such conditions, these 

deferred li abi lities ,Ire not posted in the financial st-atements, 

They are incl uded in off-balance sheet commitments, 

N. Retirement indemnities and pension 
liabilities 
According to th e laws and customary practice of each 

country, group companies have obligations in terms of pension 

liabilities, early retirement, retirement indemnitie" an d benefit 

plans, 

These pension plan commitments and similar undertakings 

are subject to actuarial valuations where tbey represent c1e;l rly 

deri ned paym en ts, Some compclnies wi thin tbe Suez 

l.yo nnaise des Eaux Group set as ide provisions to cover their 

pension plan commitments as soon as reliable figures become 

available. In anticipation of its future compliance with 

standard lAS 19 in 1999 (which extends the concept of the 

provision for pension plan commitments to benefits other 

tban pensions and to inter-company fund s) and in accordance 

-""itb the preferred methods recommended by the French 

i\a tional Accounting Institute, the Group is currently drawing 

up a list of its various comm itments, 

\Vhen it has been possible to make a reasonable estimate 

of the amOUnlS relating to all th ese commitmen ts, whicb 

are significant in cbaracter, quantified data will be provided 

and th e necessary provisions will be booked by setting them 

off against shareholders' eguity in ligbt of the general 

application of the new standard, 

O. Financial futures 
Aside from the financial subsidiaries, which comply with 

regulations that are specific to their sector, financial futures 

transactions (purchases and sales of options and forward 

contracts ) not yet closed out at year-mel arc recorded as follows: 
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- contracts on organized markets are marked to market; 

- for over-the-counter (OTC) con tracts, essentially interest 

rate SW~lpS , the potential accrued in te rest differential is 

recorded. 

Corresponding profits and losses arc recorded ;]s income 

In the same way as closed -O ll t contracts, whose profits 

imd losses are recorded for their net amount 8S interest 

income or interest expenses . 

Assets Jnd liabili ties in the balance sheet directly or indirectly 

affec ted by these financial instruments are valued at year-end 

in accordance with the relevan t accounting policies. 

Contracts not yet closed out are recorded in th e off-balance 

shed commitments at their nominal value. They arc set out 

in further detail in ;-":ote 22 

P. Other items specific to the banl(ing sector 
Bank customer loans: 

Loans to customers are stated in the balance sheet at nominal 

value and accrued interest is recorded in the income statement. A 

provision is set aside for unpaid interest and deducted from the 

,ISel, while the unpaid interest is no longer recorded as income 

after 90 days or 180 days at the latest, depending on the type of 

business emd the length of time tor which the payment has been 

outstanding. Corresponding receivables are then classified as bad 

debts. \-\'here changes to rates are granted due to the borrower 

experiencing financial diffi cul ties, interest is booked in 

accordance with the new terms of the loan. 

Provisions for bank customer loans are set aside in 

accordance with the estimated probable loss. 

funds for general banking risks: 

In accordance with current regulations in the countries of 

the European Union, the general management of the Group's 

banks may decide to set up funds ror general banking risks for 

reasons of conservatism in view of the risks inherent to bank 

transactions. ,,,,There hedging of identifiable risks results in 

the setting-up of such funds by banks belonging to the Group or 

is a consequence of such, these funds are stated in the liabilities 

of the balance sheet in "contingency and loss provisions." 

Otherwise, tbey are classified in the reserves and any changes 

to them have no impact on the income statement. 

Leasing transactions: 

Leasing tTansactions are classified as loans and credits 

granted. Revenues from these transactions are included in 

banking income, after deduction of depr('ciellion calculated on a 

financial basis. 

Q. Consolidated cash flow statement 
This statement shows actual flows of funds associated 

with the operations of companies consolidated at year-end. 

The figures are thus based on an opening balance sheet 

restated for year-end exchange- rate and consolidation 

conditions. The effects on cash flow of changes in l~xchange­

rate and consolidation conditions arc set out at the beginning 

of the statement. 

Nonetheless, where they are matcri~ll, flows of funds 

relating to business bet\olcen January 1 and their date 

of disposal by companies that have j,'lt the consolidated 

group during, the fiscal year, are maintained in the cash flow 

statement. 

Certain balance sheet movements are not considered 

to be flows, namely reclassifications, the impact of mergers 

and partial ass t' t contributions, and changes in accounting 

methods. 

Depreciation of current assets is classed as immediate 

realized losses. It thus has an impact on gruss cash flow and 

has a counterpart in the flow resulting from current business 

based on changes in current assets, net of depreciation. 

R. Earnings per share 
Earnings per share are calculated in accordance with 

the average weighted number of shares that m8ke up 

the outstanding capital during the fiscal year. Circulating 

shares are shares issued after deduction of treasury stock. 

This number, and the earni ngs per share, is modified 

in order to take into account the possible impact of the dilution 

of shares to be issued within the framework of stock options, 

equity warrants and convertible bonds. However, if by taking 

into account such dilution the indicators per share are less 

than 5% higher or lower, the results of these calculations 

are not mentioned. 
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NOTE 2 MAJOR ACQUISITIONS 
2.1 Merger of Lyonnaise des Eaux and Compagnie de Suez 

Accounting treatment of the merger operation: 

The Annual General Meetings on June 11 and 19,1997 approved the merger of Compagnie de Suez into Lyonnaise des Eaux, 

with retroactive effect as of January 1, 1997. This merger was recorded in the consolidated financial statements as follows 

(in millions ofEUR) : 

NET ASSETS TRANSFERRED BY COMPAGNIE DE SUEZ, ACCORDING TO THE MERGER AGREEMENT 4,916.3 

Correspondi ng consolidated ne t equity 5,097.5 

Va lue adjustments to asse ts and liabilities (1441) 

Elim ination of int ra-group goodwi ll (6914) 

Other adj ustments (579) 

Adjusted net equity 4,204.1 

GOODWilL FROM THE MERGER, OffSET AGAINS T ADDITIONAL PAID-IN CAPITAL 712.3 

Conso l id ate d net eqlJity of Lyonnaise des Eaux pub lished as of December 31,1996 2,809.8 

Adjusted net equity contrib uted by Compagnie de Suez 

Merger costs 

Cancellati on of i tems relat ing to treasury sto ck 

Net equity contributed 

NET EIlUITY IN THE 1996 PRO-fORMA BALANCE SHEET 

Contribution values 

The assets and liabilities were booked in the parent 

compJlJ\' Jccounts of LyonnClise des Eaux at their net values 

in the parent company acco unts of Compagnie de Suez. 

These values became the cost of the assets in both the parent 

company accounts and consolidated financial statements 

of Suez Lyonnaise des Ea ux. 

The date of the operation is deemed to be january 1, 1997 

(merger with retroactive effect). Thus, the following items, 

which did not give rise to payment at the time of the merger, 

were considered to have been carried out before the operation: 

the cancellation of Lyonnaise des EaLLX and Suez securities held 

di rectly by Compagnie de Suez, the distribution of dividends 

carried out in june 1997 by Compagnie de Suez and the 

offsetting of all of the expe nses connected with the merger, 

i.e. [ UJ{ 36.3 million , against additional paid-in capital. 

These last two operations are stated in the 1996 pro-forma 

balance sheet (see hereafter) in the prepaid income accounts. 

Adjustment of the vaJue of assets 

The asse ts and liabilities o f consolidated companies 

contributed by Suez were adjusted for the purposes 

oj' harmonizing accounting method s Jnd due to the unreali zed 

capital pins or losses calculated , for th e listed securities, 

in accordance with th eir m arket va lue as o f january 1, 1997. 

In view of the method used to book the above-mentioned 

contributions, the value o f the asse ts and liabilities held 

directly by Compagnie de Suez was no t adjusted. 

4,204.1 

(36.3) 

(564) 

4,111.4 

6 ,921.2 

Goodwill within consolidated sub-groups 

This goodv"ill was eliminated in order to calculate a new 

difference at th e level of the parent company. The (~roup share 

of goodwill amou nted to EUR 691.4 million, almost all of 

which related to Societe Generale de Belgique. 

Offsetting of goodwill against additional paid-in capital 

Followillg these various adjustments, the new goodwill 

amounted to EUR 712.3 million. It was offset aga inst the 

additional paid-in capitaL It was broken down with the aim of 

dividing it between the various underl ying activities and is 

monitored to ensure that the proper treatment is applied , 

especially in the event of a disposal. If it had been booked 

in the assets and amortized over 20 years, the corresponding 

amortization expense would have amounted to FUR 35.7 mil­

lion in J997 and EUR 35.1 million in 1998. 

Monitoring of accoWlting operations related to the 

merger in 1998 

The valuation components taken into account for 

the treatment of the merger in 1997 were reexamined within 

the context of the accoun ts closing as of December 31, 1998. 

The opening balance sh eet was not amended due to 

the insignifi (Cl ncc of the variances noted. 

Disposals of Recticel securities in early july 1998 and of 

Fortis B securities in late 1998 resulted in the booking, as a 

deduction from the capital gains, of part of the goodwill that 

was initially offset against additional paid-in Glpital (a nd 
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additional paid-in capital related to the public offer of exchange 

""ith regard to Societe Generale de Belgique - see paragraph 2.2 

hereafter) in the amount of FUR 154.6 million. 

Principles applied in order to draw up the pro-forma in­

come statement and balance sheet as of December 31, 1996 

Civen the extent of the changes in the scope of consolldation 

which resulted from the merger, it appeared necessary to prepare 

1996 pro-forma financial sta tements, in order to provide a more 

appropriate basis of comparison with the financial statemen ts of 

the new unit for 1997 and 1998. The pro-forma income statement 

and bal ance sheet were drawn up as follows: 

The consolidation method of certain companies 

was changed in relation to the previous practices of th e Suez 

and Lyonnai se des Eaux groups to make a comparative review 

of the financial statements easier: 

The companies consolidated in 1996, which were sold by 

either group in 1996 and 1997, were accounted for under the 

equity method and thei r contribution to the Group share of net 

income was reclassi fied on a separate line of the pro-forma 

income statement. Any capital gains or losses made at the time 

of disposal contribute to the extraordinary income for the 

period in question. This principle related mainl), to Banque 

Indosuez, hlCtofrance Heller, Nevis Hotel Development, Societe 

d'Epargne Viagcre and Aquachem. 

Tractebel and the Argentine wa ter subsidiaries are fully 

consolidated while the investment retained in Union Miniere 

is accounted for under the equity method. 

TIle pro-forma income statement comprises the accumulat­

ed income statements of the two groups on the basis of the meth­

ods set out above. Only one adjustment entry is made to the 

Group share of net income: the share of Lyonnaise des Eaux's 

income due to Suez (following amortization of related goodwill), 

which amounted to nOR 32.2 million. Amortiza tion of goodwill 

within the Suez group, which was subsequently canceled in order 

to draw up the opening balance sheet, therefore remains in the 

pro-forma income statement. The amount of such amortization 

amounts to f UR 70 million, of which EUR 35.4 million is the 

Group share. Adjustments to value also had no impact on pro­

forma income. In 1996, no restatement was necessary with respect 

to the new Group's income as a result of transactions between the 

Suez and Lyonnaise des Eaux groups. 

The pro-forma ea rnings per share is calculated using 

the number of shares circulating as of December 31, 1996 

to which are added th e number of shares resulting from 

the merger (66,226,733 shares). 

By contrast, the pro-forma balance sheet was drawn up 

taking into acco unt the acco unting consequences of the 

merger: increase in capi tal and additional paid-in capital 

foll owing the distrib ution of divid ends by Compagnie de 

Suez, elimination of treasury stock, adjustment of the val ue of 

identifiable assets and liabilities and offsetting of goodwdl 

against addi,ional paid -in capital. 

2.2 Public offer of exchange with regard 
to Societe Generale de Belgique (SGB) 

This public offer of exchange Jed to the contribution of 

25,396,358 SGB shares paid for by the issue of the same number 

of Suez LyonnaisC' des Eaux shares, noted by the Executive Board 

on July 2 and August 4, 1998. Suez Lyo nnaise des Eaux's 

shareholding in S(;B thus increased from 63.46% to 99.43%. 

These contributions 'were also accompan ied by the issue 

of 25 ,396,358 guaranteed value certificates (GVCs) entitling 

thei r holders to receive, between December 29, 2000 and 

March 30, 2001 , a sum in French fran cs that is equal to the 

difference, if positive, between EUR 167.69 and the listed 

market price of Suez Lyonnaise des Eaux sh:nes, as defined in 

the offer of exchange , up to FUR 27.44 per GVe. 

Accounling treatment of the transaction: 

This public offer of exchange was booked in the 

consolidated financial statements as follovvs (in millions ofEUR): 

Capita l increase cill cl add itional pai d- in cap ital 

representing the fa ir va lue of the SGB securities 

acq ui red 3,925.9 


Share of SGB's consolidated equity acqu ired (1,43 1.2 ) 


Goodwi ll related to the transaction, 

offset against add itional paid-in capital 2, 494.7 


Gross impact of the transaction on equity 1,431.2 

Cancell at ion of internal cap ital ga ins 
rea lized on the exchange 

Charging of expenses rel Zlted to the transaction (17.5) 

Net impact of the transaction on equity, Group share 1,49 4 .6 

The share of equity acquired is valued on the basis of 

the shareholders' eq ui ty of the 5GB group as of June 30, 1998. 

As Suez. Lyonnaise des Ea ux already controlled this company 

before the transaction, the value ofSGB's assets was not adj usted. 

The GVC is recorded in off-balance shee t commitments 

and will only be taken into account when booking the cos t of 

the Societe Gcnerale de Belgique securities if it gives rise to a 

cash payment. The add itional goodwill to be booked in this case 

would not be offset against equity but instead would be booked 

in the balance sheet and amortized over a period of 20 years. 

Offsetting of goodwill against additional paid-in capital 

The goodwill oi};ct was broken down with the aim of 

dividing it between S(;B's various underlying activities and is 

monitored to ensure that the proper treatmen t is applied in the 

event of any disposal. 

80.9 
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If it h;ld Ix'en hooked in Lhe ,lssets and amortized over 

20 years, the corresponding amorliLation expense would have 

amounted to Fl'R 59.2 ll1iJLion in )998. 

2.3 Acquisition of the Browning-Ferris 
Industries (BFI) group's activities 
outside North America 

This acquisition, which took effec t as of April I, 1998, was 

made by Sit<l for a price of FU~ 1.27 billion, Laking into account 

<J hedging option on the price of the USD which was enter..:d into 

undt' r favorable col1ditions.This acquisition was /l nanct'd by way 

or a medium-term hank credit of Jpprox.imately EL I{ 0.5 !-Jill ioll 

aml equity in an amount of EC f{ 0.76 billion ,IS follows: 

· I ncn.:asc in Sita's capital t()!. all dmoLlnt of FUR 0.41 billion 

to ~Xly for a P;lIt of the assets contriilull:d hy BFI (Great 

Britain and "l'\e\\l i:eaLlI1d). This sh3re issue enabled 13 FI 

to acqu ire a sharcholding of 19.2% . 

• Incre;lse in Sita's capital in an amount of approximately 

FUR 0. 33 billion in ca~h. 

Following th is tr:lJ1 sactiun, SUt'Z Lyonn aise d t:~ Faux hold ~ 

a 51. 5% stake in Sita. As Suez Lyonnaisc des Eaux did not isslle 

securities in order to finemce this transaction, the sha re 

of goodwill on~ct ;l gainst additional paid -in capital in Sita's 

consolidated lInancial statements was rebuilt at the level of 

the Croup's linancial sta temcn ts. The dilution g3in resulting 

frolll thi s tr;lI1 saction was dcd uc:t ed [rom th le' goodwill rebuiJt 

in this wa)'. Consequentl y, the amount entered in the balance 

sheet in thi s rega rd is FFR 0.85 billion and will be amorti zed 

ov('r 20 ye;;}rs (prorated over 9 months for 199H ). 

In addition, this t ra nsJ ct ion was accompanied by 

the signature of two ag reemcnts which included reciprocal 

put and ca li options: 

• One between Sita and the Otto gruup relating to OED 

securities hel d by this C;erman group, 

· The other between Suez I ),onnaisc des Eaux and BFl relating 

to the Sita securities held by 13 i'[, includi.ng options which 

may be exercised under certain conditions (pa rt icularly, at 

the init iative of Suez Lyonnaise des L1LLX in the event of 

substantial changes in the shareholding strllc( me of BF!) <l nd 

which will be closed out at market ,·alue. 

The key ligu res ill terms of contribution to the fin ancial 

statements for th e 1998 fi scal yea r (i.e. for 9 months in the 

income st<ltement) 3re as fo llows (in billio Ils of EUO: 

Revenues 0.66 

Operating income 0.06 

To ta l balance sheet 0.67 

2.4 Acquisition of Gerasul 
In September 1998, within the framework of its energy seclor 

dereglliation program, the Brazilian govcrnment put up for sale 

its controlling in terest in Gerasul. Through its lEe; (International 

Electricity and Cas) division, Tractebel acquired 68.6% (and 

77.3% of (he voting rights) of Ge rasul, which op e rat e~ 

hydraulic and thermal power stations with power of 4528 MV/ 

in the south of Brazil, supplying some 25 million people. 

The tot<J1 investment amounted to liRe 1,]';15 million . 

Gerasul' s assets and li ,lhilities were hllucd taking into Olccount 

the impact uf electricity sales agreements entered into with several 

suppliers bcfene TraClc'bel bec",me a shareholder, which run 

UJltil 2005, \I' irhin the contexr of the grJdu31 movement from 

a regulated situation to a totally deregulated market in Brazil. 

}\ s a result, negati" e goodwill recorded in relation to these 

operat ions amounted to EUR 0.05 billion as of December 31,1998. 

The ke~r figures in terms of contribution to the linancial 

statements lor the 1998 fiscal year (i.e. for 3 months in the income 

slalC'n1t'nt ) 3r(' as follows (in billions of f UR): 

Revenues 0 .1 2 

Operating income 0.06 

Tolal balan ce shee1 33 1 

NOTE 3 CHANGES IN THE 
SCOPE OF CONSOLIDATION 

The major changes to the scope of comolidation were: 

First-time consolidation (fully consolidated unless 

otherwise stated): 

Energy: 

(~erasul (eieCl' ric ity production in Brazil: Tractebl'i group). 


See !\'ote 2.4. 


!\lmaty Power C:y, Intergas Central Asia and (;Iollal (~a s Group 


(gas production and distribution in KJzakh stan: Tractcbcl 


; roup), I I-Powe r ('I'hailand: TrJctebel group), Gasoducto 


)\:or Andino (Chile and Argentina). 


Waste services: 

:-.ietwurk of subsidiaries outside the l lnited States, acquired by 


Sita from tht' BFI group. These companies are (uily consolida· 


ted JS from April I , 1998. See ;\Iole 2.3. 


A and J I:hdl (waste m;magement, United Kingdom) JI1 


Tractebcl' s env ironm enta l division. 


Water: 

Palyja (water distrihution in Jakarta, IndoncsiJ) 


I lage r & Eisiisscr (Welter treatment engincering, Degrt;rnont 


group in Ccnnany). 


http:includi.ng


~l I N OTES TO THE CON SOLIDATED 
FINANCIAL STATE MENTS 

Change in method: 

\,Vest Windsor (Tractebel Inc. group in the United States), 

accounted for under the equity method in 1997 and now fully 

consolidated. 

United Water Services (Lyonnaise des Eau x, wa ter 

distribution ill the United States), accounted for under the 

equity method in 1997 and now fully consolidated. 

VEGA (Sita, Waste Services in Br[jzil), accounted for under 

the equity method in 1997 and now full y consolidated. 

In millions of EUR 

Deconsolidation: 

Sita's Belgian subsidiaries were sold during the first half 

of 1998 to comply with the competition regulJtions set out 

within the fram ework of the BFI transacti on. 

La Henin Epargne Credit ~1lld ISM (retail financial ser­

vices) were deconsolidated as of July 1, 1998 following their 

sale. The same applies to Recticel (pol yurethane production ). 

Furthermore, Lydec (electricity and water dis tribution in 

Morocco) only co ntributed to th e Gro up' s financial 

statements for 5 months in 1997. 

The impact of the changes in consolidation scope Jnd meth­

ods on the financial stJtements, in millions of EUR, is as follows: 

NET IMPACT EFFECT OF DECONSOUDATION EFFECT OF FIR ST-TIM E DECONSOUDATION 

Con so l idati on revenues 1,086.8 - 1,03 5.0 2,121.8 

Current income (» 14.6 - 57.8 72.4 

Debt - net of cash flow (*) 1,129.3 - 3 09.2 1,438.5 

Fi xed assets 3,891. 7 - 3,593.7 7,485.4 

(.) Without takin~ into account the debt and tlnancia l expel1 s~ which ma)" have been incurred by the (j roup to fin ance acquisitions 

NOTE 4 OPERATING I NCOME 

Expenses relating to compulsory employee profit-sharing plans are class ified under payroll expenses. [n 1998 and 1997, 

they amounted to CUR 43 million and EUR 33.8 million respectively. 

4.1 Other operating income: 
In millions of EUR 

In-hou se production 

Expense transfers la) 

Income from the sale of construct ion site 

eqU ipment and assets under concession 

Other current management income 

TOTAL 

1998 1997 

320.9 235.8 

222.7 286.9 

33.5 28.5 

32 1. 0 350.5 

898.1 901.7 

(a) This heading include, capital in cre~st' costs offset aga inst Suez Lyonn~ise dcs Eaux additiona l paid -in capital fo r an amount of foU R 17.5 m illion in 1998 

and EL R 36. 3 million in 1997. 

4.2 Income from mixed inter-municipal companies and joint operations: 
In millions of EUR 

1998 1997 

Share in mi xed inte r-municipal companies' income 909.3 867.7 

Profits and losses t ransfer red 81.6 65 .4 

TOTAL 990 .9 933.0 

Mixed inter-municipal companies ' income cor responds to the share of Electrabel, Tractebel's subsidiary, in the income 

of mixed inter-municipal gas and electricity distribution companies in which it is associated with various Belgian municipalities. 
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4.3 Other operating expenses may be broken down as follows: 
In millions of EUR 

Purchases not trans fer reci t o inven tories 

Sub-contracting 

Rental and joint ownership expenses 

External pe rsonnel 

Repairs and maintenance 

I ntermed iary fees and remunerati on 

Other external services 

Miscellaneous 

TOTAL 

1998 

2/277.1 

1/905. 5 

649.9 

431. 6 

391.0 

3456 

3/636.7 

809 .8 

10 ,447 .2 

4.4 Operating income, interest and other financial sector costs 
In millions of EUR 

Gross insurance premi ums written 

Interest and banking income 

Income t rom securi Lies 

Income f- rom renta l of fi xed assets 

Other operat ing income 

I nsu rance sec tor expenses 

Jnterest and other bank charges 

Interest on equi ty loans and subordinated notes 

Bad debt losses 

TOTAL 

OPERAT1NG 1NCOME 

1998 

748. 8 

9388 

407.3 

6.0 

2 21 .8 

1997 

1/020.8 

1/215.3 

404.9 

14.9 

263.6 

2 ,322.7 I 2 ,919.5 

1997 

2/375.2 

1/556.5 

558 .3 

388.7 

320.9 

272.0 

3/498.9 

408 .1 

9,378 .6 

INTEREST AND OTHER COSTS 

1998 1997I 

393.3 285.7 

424.4 655.2 

16.8 24 .4 

75 .0 81 .0 

909 .5 1 ,04& .3 

4.5 Net operating depreciation allowances and provisions are brol<en down as follows: 
In millions of EU R 

Depreciation allowances 

Intang ib le assets 

Tangib le assets lal 

Amo rti zati on of assets under co ncession 

Provisions 

For renewal of f ixed assets 

On cu r ren l assets 

For co nt ingencies and losses Ib) 

Other 

TOTAL 

(a l lncludi ng, in j<)9H, dcprl'ci <1 tiun alluwa nce re lJti n~ to l 

19971998 

1,775.3 1,934.5 

151.7160.2 

1/575.61,716.1 

58.2 48.0 

569.0 140.0 

49.530. 2 

22.163.1 

(6.1) 468.5 

28 .9 52/8 

2,344.32,074.5 

,-,a s in ~ cuntraClS: EU I~ '17 million. 

(h) Having ta ken inro "ccnunt , ignifi c<lnt reversals of prov i,iolls booked in 1998 fo ll owi ng the commitment of corresponding c'pcns,~s (approximately EUR 0.3 bil­

liun, resu lt ing primarily from withdrawal, [rom res l estate program, ) ,md non- rec urring allocations which affected the 1997 fiscal year (EU R 0.18 billion). 
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NOTE 5 FINANCIAL RESULTS 

Companies operating in the financial sector do not ..Olltribute to this item as the income and expenses that they reco rd are 

included in operating income. 

In millions of EUR 

Revenues from investments in subsid iaries and affi Iia tes 

In te rest and Similar expenses 

Interest allCl equival ent income 

Allowan ces to loss provi sions on marke iilble secur iti es 

Other net fina nci a l ~evenll es 

FINANCIA L RESULTS 

NOTE 6 EXTRAORDINARY 

6.1 Net capital gains on disposals of assets 
The main disposals carried out during tbe fisca l yea r 

related to the secur iti es of Saint Cobain (EUR 394.5 million ). 

Fortis B (Fl. ' R 218.3 million ). Societe Europeenne de Sa tellites 

(FUR 77.3 million ) and Instituto San Pa olo di To rino 

,' f--:U R 32.5 million). The sale of La Henin Epargne Credit 

generated a ca pital loss of l:TR 76.2 million. 

6.2 Net allocations to provisions 
In 1998. the Cro up's companies th at are acti ve in 

emerging countri es (Asia. South America. Africa. Eastern 

Europe ) continued the policy that was sta rted in 1997 of 

booking provisions to cover risks related to setting up in these 

countries (FU R 170.3 million including EUR 98.3 million. 

Croup share). 

Some companies booked provisions for reo rganiza tion or 

restructuring costs. including EUR 45.4 million in the France 

'vVater division . 

1998 1997 

25 3 .7 219.4 

(1 , 148.6) (950 .4) 

437 .7 33 4.6 

(29.4 ) (20.9 ) 

119. 2 11 4.5 

(367 .4) (302.8) 

INCOME 


A EU R 23.5 million provision was booked for costs relating 

to the group's preparations for the changeover to the eurn 

and for th e vear 2000 . whi le expen ses for th e fi sca l ),ectl' 

amounted to ELR 10.5 million. 

Extraordinary depreciation of non-tlnancial assets amounted 

to EUR 106.4 million, induding EUR 53.7 mulion in amol1'ization 

of goodwill (£UR 30.5 million relating to the Fll'o group). 

Provisions for additional costs. related to new obli g~llions 

to monitor IandliU siles for 30 years after they ce:lse being 

used. were booked for an amount of EUR 53.4 million III 

the Sita group (see Note lJ) . 

6.3 Other extraordinary expenses 
Other ex traordinary expenses correspond primari ly 

to restructuring (EUR 41.8 million) and costs associated 

with disposals of asse ts and winding-up of companies 

(EUR 196.1 milli on . over r..U l~ 122 million of which was 

covered by previous provisions). 
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NOTE 7 CORPORATE INCOME TAX 

7.1 Income tax 
In millions of EUR 

1998 1997 

Taxes due on current income (6115) (473.7) 

Taxes cl ue on extraordi nary income (279) (7.6) 

Deferred taxes on curren t income (19.4) (47.4) 

Deferred taxes on extrao rd inary income 14.8 (2.4) 

TOTAL INCOME TAX EXPENSE (644.0) (531.1) 

French companies coJ1tribu leJ 10% of the total corporate income lax expense . 

.\lCt ropole Televis ion, Groupe CTM and Sila arc pa rent companies of tax consolidation groups, within the meaning 

of the provisions of f\ rticl es 223 A et seq. of the f rench TJX Code. 

1n 1991\, Sue! T.yonnaisc des Eaux was the parent comp~ll1y of a tax consolidation group composed of 190 compa nies . 

7.2 Deferred taxes 
In millions of EUR 

ASSETS LIAB ILITIES NET UABlLITlES 

As Of DECEMBER 31, 1997 230 ,8 530.8 300.0 

Changes in lhe scope of conso lidation 

and unreali zed forei gn exchange gains and losses 64.3 (49.9) (114.2 ) 

Impact of the chan ge in method app lied to leasing transaction s 14.3 0.0 (14.3) 

Impact · income for the fisca l year 41.5 46.1 4.6 

As Of DECEMBER 31, 1998 350.9 527.0 176.1 

Deferred lax liabiliti es resulted primarily from lax- regulated provisions booked in France and from the tax treatment 

of till' deprc(i<ltiol1 of opt'rating asse ts in the United Sta tes and Argentina. Provision s for pension plan liabiliti es resulted 

ill a deferred tax asset of ELi R 34.5 million. 
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NOTE 8 - COMPANIES ACCOUNTED FOR UNDER THE EQUITY METHOD 


In millions of EUR 

I 
1998 

N ET EQUITY N ET I NCOM ESHARE IN: 

Core businesses 

Belgian m ixed Inlet·-nlu ili ci pal compan ies 

Othel' Tractebel subs idiaries 

CEM (elect r ici t y company in Macao) 

Malaysian wate r compan ies 

Braz il ian subsi diar ies of Sila (UI 

Television Par Satel lite (TP S) 

Olher 

Others 

Gene rale de Banque (e) 


Fortis B (ban king and insurance) (d1 


Union M iniere (noll-ferrous metals) 


Groupe Cof iparco (moto rway concessi ons) 


Subs idiaries of GTM, 


park ing faci lity managemen t compan ies 


Othe r 


TOTAL 

3,431.6 

2,886.2 

348.8 

43.9 

29.4 

(LOSS) 

6.7 
(a) 

32 .1 

10 .5 

2 .9 

1.2 

1 22. 1 

2,273.0 

(42.S) 

4. 0 

249.0 

1,6 1 7.0 

234.3 

205.5 

199.4 

(1 2.2) 

4 6.7 

101.5 

114.7 

5,704.6 

13 .1 

2. 0 

255.7 

1997 

N ET EQUITY N ET INCOM E 

(LOSS) 

3,329.8 30.6 

2, 81 S.5 (a) 

202.4 28.4 

4 4 .1 8.1 

28.4 5.8 

99.7 11.0 

0.3 (24.9) 

13 6. 4 2 .3 

2,336.1 269.7 

989.6 11 7 .6 

64 5 .8 7 1. 0 

250.6 24 .1 

18 6. 5 41 .5 

98.8 9.9 

1 65. 0 5.6 

5,665 .9 300.3 

(.ll Ekell.thel\ ., harc in th e income of th e mixed inlcr-lllunicip,tI [('" .l\1d electricity d is trib ution cOl1ll'anic> i, included in o!," lilting inc!JII \<' (, cc :-.!ote 4..2) . 

(b ) These co m panie; are now full y conso lida ted. 

(c ) Gc neralc dc' I\;, nque was acquired by I'o rti s in 1998 an d is nu\\" included in the co ntr ibut iu n by thi , gro up . 


(tI ) ,'\ , o f 1 )ect'rnber 3 1. J99S. ! h ~ m ;ukc'! val ue of the Fo rti , B ::;ecuri!i c.' hd J by Societe (~e ll ~ rd le d e Belg ique alll o LJn teJ to H .: j{ ~ . il/ hill i'l n. 


NOTE 9 GOODWILL 

In m illions of EUR 

Goodwill as of December 31,1997 

Goodw il l reco rded in 1998 

including : 

Acquisition of BF I's activil ies outside North Ameri ca 

Acqu isition of Tractebel's subsid iaries in Waste Sel·vi ces sector I~) 

Acquisition of Tractebel 's subsidiar ies in Energy sector (h) 

Changes in the scope of consolidation and unreal ized foreign exchange 

gai ns and losses 

Amort ization expense 

i:xtraordinary amortizati on (e) 

BALANCE SHEET AS OF DECEMBER 31, 1998 

GROUP SHARE 

GOO DWill 

1,575.9 

1,5 57.3 

NEGATIVE GOODWILL 

(20.1) 

(8 1.5 ) 

NET 

1,555.8 

1 ,4 75 .7 

858.8 

168 .5 

16 1.9 

58.3 0.6 58.9 

(1 7 4 .4) 

(53 .7) 

2,963 .3 

2,018 .7 

9.6 

(91.4) 

(52.0) 

(164 .8 ) 

(53 .7) 

2,871.9 

1,966.7 

I J ) Prim 'lT iI )" the increase in the Fabricom group's stake in v\Tatco (who ll y owned as ot December } ], ]~ ~g). 


(b l lnc lude, goodwill re lat ed 10 the add ition of H. Power. In tl' rga , Cent ra l ,\ " ". San Sahri,·1 and \\'" t Wind,or to th e consoli da ted slIhsid i"r ics , 


(c) Inclu ded in the in (om~ stat eJ11ent in c>xtraordinary net :1 11hHt i/a li o n . 
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NOTE 10 - Fixed assets, depreciation and amortization 


10.1 Tangible and intangible assets 

Gross value 
[n millions of EU R 

Intangible assets 

Owned o u t l' igh t 

Unde r concession 

Tangible assets 

( .1 ) including: 

· di ' posa l, Jnd elil1linalio ns 

CHANGES DURING YEAR 

As OF CHANGE IN INVESTMENTS O T HER 

DECEMBER 31 , CONSoLioATI ON CHANGES 

1997 SCOPE Ca) 
1,661. 2 115.6 167.3 (213.0) 

33,691. 4 1,820.6 2,863 .8 281.0 

6,510.5 (12.5) 123. 1 72 .3 

40,201.9 1,808 .0 2,986.9 353.2 

· cll1l0ng :'l ....scb under (nllct'.s~ i o n , illvt...' s t IlH~ nls finan(cd o r contribu k'd by third p~lrt 

Oor.1i author il i," , ,'alcr aUlho ri lies, ('Ic) 


· effe" of Ihe d l<l ngc in acc()un ting principle applied to Ic,,-, illg 


Depreciation and amortization: 
In millions of EUR 

Intangible assets 

Owned outrigh t 

Und e r concessi on 

Tangible assets 

(a) incl ud ing: 

As OF CHANGE I N 

DECEMBER 31, CONSOLIDATION 

1997 SCOPE 

677 .6 (44 .7) 

16,749 .6 (637 .7> 

1,7 11.8 0.6 

18,461.4 (637 .1) 

EUR (934 1) m il lion 

i es 

EUR 277.8 million 

EL'R 7~7 . 1 

CHANGES DURING YEAR 

ALLOWANCES 

181.6 

1,72 6.5 

85.2 

1,811.7 

million 

OTHER 

CHANGES 

(a) 

(154 .9) 

(203.8) 

89.2 

(114 .7) 

As OF 

D ECEMB ER 31, 

1,731.1 

38,656. 7 

6,693.3 

45,350.0 

As OF 

DECEMBER 31, 
1998 

659.& 

17,634.6 

1,886.7 

19,521.3 

· among " ;SC i> under concess ion, dq)reciation recorded o n bchJ lf of concession granto rs paid o ut of the speci'll accoun t fo r the co un krpa rt 
o f fixed ,","c L; received . incJu lkd under liabilit ies in th e halance sheet EUR 166 m illio n 

· e[fed of Ihe' ,hange in acco unting principle applied to l e ~ s il\g 

· Ji ,po,.a ls ,lI\d eiim ltlol ti oll s 

10.2 Tangible assets owned outright 
In millions of EUR 

La nd 

Build ings 

Machinery and e q Uipment 


Veh ic les 


Fi xed assets unde r f inanc ia l le asi ng (a) 


Constr ucti o n in p rog ress and a dvance payments 


Other f ixed a ssets 


TOTAL NET VALUE 

EUR 202.9 million 

U ' R (662.4) million 

1998 

464 .1 

3,313.3 

11 ,500.6 

500 .2 

895.2 

1,0 19.6 

3,3 29 .2 

21,022. 1 

1997 

350.0 

1,794.2 

9,358.2 

378.1 

1,317.5 

89 4.4 

2,849.4 

1& ,941.8 

(a ) lhe \"ari ~lli on in thi s ikll l resu lts frum Ihe c h an ~c in th e acco un ling pr inciple appli ed to leasing (+ 459.3) and from th e sale of suhsidiaries (iSM, La ]-ICn in 

Epar~nc Cred il, rca l (".'Ute subsidiaries) (. I, 111 .Xl. 
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10.3 Tangible assets under concession 
In millions of EUR 

1998 

Placed under concession by the concession holder 1,463.2 

Placed under concess ion by the concession grantor 3,34 3.4 

TOTA L NET VALUE 4,806 .6 

1,430.4 

3,368.2 

4,798.6 

NOTE 11 - INVESTMENTS IN UNCONSOLIDATED SUBSIDIARIES 
AND AFFILIATES 

The main investments in un consolidated subsidiar ies and affi liates are: 

In millions of EUR 
1998 1997 

MARKET OR NET BOOK NET BOOK 

ESTIMATEO VALUE VALUE VAL UE 

Petrofi na 983 .1 668.8 669. 1 

Iberdrola 670.0 467.8 473.1 

AXA-UAP 643.6 330.1 348.5 

Scottish Power 302.7 164.9 165. 0 

Societe Europeenne des Satelli tes (S. E.S) 359.5 114.7 27.3 

Powerfin GM B H 87.4 8 7.4 87.2 

Acesa 227.8 77.4 77.6 

Arbed 54.4 54.4 93.0 

Compagnie de Saint-Gobain 457.0 

Fibelpar 169.8 

Other 2,19 3 .5 1, 5 53 .5 1, 892.8 

TOTAL 5,521.9 3,519 .0 4 ,460.4 

Movements during the fi scal year may be broken down as follows: 

In millions of EUR 
As OF DECEMBER 31, 1997 4,460.4 

Acqu isiti ons 673. 1 

Disposa ls, net book val ue (1 ,35 5.1) 

Net allocatio ns to provis ions (68.9) 

Changes in conso li dat ion sc ope, exc hange rate fluc tuati ons and other changes 090. 4 ) 

As OF DECEMBER 31 , 1998 3 ,519 .0 

The main acquisi ti ons made during the fiscaJ year relate to the following investment~ : stakes acqui red in Societe Furopeenne 

de Satellites (S.E.S.) and Cegedel by Tractebel ; stakes acquired in Bio Power and StlR by Elyo. 

Disposals of securiti es primarily related to the following: Suez Lyol1naise des Eaux' s interests in Saint Gobain, lnstituto 

San Paolo di Torin o and CCf; Societe Gcnerale de Belgique's and Tractebel's interests in Fibelpar; and 'lr,lc tebel 's inter(:; t in 

5. 1:..5. 



I\J 0 T E S TO THE CON SOLI DATE D 198 
FINAN CIAL STATEMENT S 

NOTE 12 - INANCIAL SECTOR INVESTMENTS 
In millions of EUR 

1998 1997 

2,7 21.7Bonds 2,595 .6 

Shares 2,885.3 2,3 06.9 

TI'easll ry bonds 59 .9 

Negotiable debt secu rilies 33. 2 252 .6 

0 .3 Rel ated receivables 2.7 

5,640.5 5 ,217.7TOTAL NET BOOK VALUE 

NOTE 13 - INVENTORIES AND WORK IN PROGRESS 

In millions of EUR 
1998 1997 

GROSS PROVISIONS NET NET 

569.6 55 .8 513.8Raw material s 566.7 

3,314.4 53 .7 3,260.7 3, 689.6Work in progress 

303 .4 30 .3 273 .0 324.3Finished pl'oducts and goods 

4,187.3 139.8 4,047.5 4,580.5TOTAL 

The change in work in progress should be consi ckred ;don gs.i de the changl' in down-payments rece ived from customers 

on orders in the li abi lities in the hcllan ce sheet. 

NOTE 14 - MARKETABLE SECURITIES 

The est imated value of the short-term investment sl'cunties portfolio as of December 31 , 1998 amoun ted [0 1.U lZ 1,2·1 1.7 milli un 

(i.e. an unrea lized capi tal g3 in of FUR 36.7 million) 
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ASSETS 


LIABILITIES 

NOTE 15 - FINANCIAL SECTOR CURRENT 

AND LIABILITIES 

In millions of EUR 

GROSS 

I nvenlol'ies 

Loan~ and cred Ils 

Other operating as~e ts 

Inte rban k t ransactions and secu rities in /'lawn 

Marketable sEcu rities 

Bonds, suhord lnated loans 

Neg otiable debt secul' iti es 

Customer deposl ts 

Otilef' opera t ing liabili t ies 

TOTAL 

NOTE 16 - ACCRUAL 

CURRENT ASSETS 

1998 1997 
37 .7 370.5 

5, 871 .1 1] ,1 54 5 

347 .1 473.9 

586.8 724.7 

2.1 4.9 

6,844 .8 12,728 .5 

ACCOUNTS 

1998 

2, 025 .9 

989.9 

2,4 4 6 .4 

68 .1 

367.3 

5,897 .5 

1997 

3,22 0. 0 

3,033.7 

3,690.2 

1,064.7 

515 .3 

11,523 .9 

In mill ions of EUR 

Prepaid expenses and accrued inconle 

Prepaid income and accrued l iabi lities 

Defe n'ed taxes 

E xpenses to be amortized 

Bond discounts to be am Oliized 

Unrealized foreign exchange ga ins and losses 

Ll ncalled subscribed capital 

othe r acer L1 als 

TOTAL 

1998 
PREPA I D EXPENSES PR E PAID 

&E XPENSES I NCOME 

TO BE AMORTlZED 

72 7. 3 

1,2 55.2 

35 0.9 527.0 

185.2 

109.8 

9.5 18. 8 

16.2 

142.4 45 .4 

1,541.3 1,846.4 

As ot-Dece rnber 31, 1998, retail financial services contributed FU R 195.3 million to prepaid expenses and F.UR 114.) mil­

lion to [Jrepaid income (EUR 287.2 million and FUR 250 million respectively as of l )ccember 31, 1997). 

1997 
PREPAID EXPENSES PREPAID 

& EXPENS ES INCOME 

TO BE AMORTlZED 

623 .2 

1,2 17 .9 

230.8 53 0.8 

15 7 .0 

J 25 8 

6.8 11.3 

23.8 

155 .5 96.8 

1,322 .9 1,856.8 
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NOTE 17 SHAREHOLDERS' EQUITY 

The changes in share capital as well as the outstanding marketable securities giving rights of access to capital are set OLit in 

the sec tion of the annual report entitled "Legal and adminis tra tive information." 

The number of shares shown in the table set out below corresponds to the number of outstanding shares befo re the elimination 

of treasury stock. As of December 31, 1998, the number of sh~!rl'~ held by Suez T,\'onnaise des Eaux o r its suosidiaries \\'JS 2,643,824. 

17.1 GROUP share of shareholders! equity 
In millions of EUR 

NUMBER CAPITAL ADDmONAL CONSOU· UNREAUZED TREASURY SHARE­
OF SHARES PAID-IN DATEO FORElGN STOCK HOLDERS 
MAKING UP CAPITAL RESERVES EXCHANGE GAlNS EQUITY 

THE CAPITAL AND LDSSES GROUP SHARE 

Shareholders' equity reported 
as of December 31, 1996 59,315,239 542.6 1,259.2 1,193.7 (179.6) (6.1) 2,809.8 
Merger with Cie de Suez 66,226,733 605.8 3,390.7 194.8 (799) 4,111.4 

Pro-forma shareholders' equity 
as of December 31, 1996 125,541 ,972 1,148.4 4,649.9 1,388.5 (179.6) (86.0) 6,921.2 
Capital increases 693,800 6.4 46.5 52.9 

Dividends distributed (91.5) 2.3 (892) 

Change in un realized foreign 

exchange gains and losses 105 .5 105. 5 

Miscellaneous (86 ..3 ) (863) 

Income for the year 611.8 611.8 

Shareholders' equity reported 
as of December 31,1997 126,235,772 1,154.8 4,696.4 1,908.8 (74.1) (170.0) 7,515.9 

Pub lic offe r of exchange with regard 
to Societe Generale de Belgique 25,396,358 232.2 1,157.7 104 .7 1,4 94.6 

Cancellation of shares (4,759,580) (43.6) (686.3) (7299) 

Conversion of bond loans 217,101 2.0 21.1 23.1 

Conversion of stock options 
and employees' investment fu nd 678,086 6.2 55.0 61.2 

Acquisition of treasury stock 3.8 (650) (61.2) 

Dividends distr ibuted (3686) 4 .6 (3 640) 

Changes in unreal ized foreign 
exc hange gains and losses (111.9) ( 119) 

Recovery of goodwill (*) 154 .6 154. 6 

Change in method applied to leasi ng (**) (479) (47 .9) 

Misce llaneous (8.3) (8.3) 

Income fo r the year 1,009.5 (46) 1,005.0 

SHAREHOLDERS' EQUlTY 
AS OF OECEMBER 31 , 1998 147,767,737 1,351.6 5,247.7 2,752.8 (186.0) (235.0) 8,931.1 

(0) Goodwil l ofbet against equity is recovered and deducted from the capital gain on disposals 01 assets when the companies in question are sold outside the Gro up . 

[n 1998, the recovery resu lt ed from the sale of Recticcl and the sale of part of Forri s B. 

(" . ) T he cha nge in accounling principle applied to It·a sing had the lallowing effec ts on the ii na ncia l statements in 1998: 

On the balance sheet (value as of January 1, 1998): 

Gt'OSS value of fixed assets 

A ccumulated depreci ation 

Net book value 

Debt 

Deferred ta x assets 

Effect on to tal sharehol ders' equi ty 

Incl .: Group sha re 

78 7.1 

(20 2.9 ) 

584.2 

656.9 

15 .4 

(57 .3) 

(4 7 .9) 

On the 1998 income statemen t: 

Dep rec ia ti on and amortizati on (47) 

Cancellation of fee payment expenses 92.1 

Financia l expenses (45.7) 

I ncome fro m deferred taxes 0.3 

Effec t on total net income <0 ..3 ) 



17.2 Unrealized foreign exchange gains and losses 
In millions of EUR 

lOl jNOTES TO THE CO N S OLlDATED 
F I NANCIAL STATE M E N T S 

CHANGE DECEMBER 31, 1998 

0.1) (81.9) 

(22.3) (48.9) 

(54.7) 17.5 

(2.6) 09.8) 

01.3) (52.9) 

(1l1.9) (186.0) 

1998 1997 

1,820.1 

7,656.9 

9,477.0 

<810.0) (721.1) 

(81. 7) 85.5 

1,053.4 992.6 

(783.0) (96.0) 

DECEMBER 31, 1997 

Peseta (80.8) 

Dollar zone (26.7) 

Pound sterl i ng 72.3 

Bel gian f ranc (72) 

Ot ller currencies (21.7) 

TOTAL UNREALIZED FOREIGN EXCHANGE GAINS AND LOSSES (74.1) 

NOTE 18 MINORITY INTERESTS 
In millions of EUR 

MINORITY INTERESTS AS OF DECEMBER 31, 1996 

Impact of merger with Compagnie de Suez 

MINORITY INTERESTS AS OF JANUARY 1 

Dividends distributed 

Change in unrealized foreign exchange gains and losses 

Income for the year 

Changes in the consol idation scope (a) 

Effect of rec lass ification of leasing 

MINORITY INTERESTS AS OF DECEMBER 31 

9,738.0 

(1.7) 

9,115.1 9,738.0 

(a) Includes minority shareholders' subscriptions to increases in the capital of consolidated subsidiaries ( including BFI in the SITA group), the addition of the 

minority interest s of newly-consolidated subsidiaries (including Cna>ul, Tractebel's Bra/ ilian suosidiary, for FU R 0.59 billion) and the buyback of the 

minority interests in Societe Ccnerale de Belgique via a public offer of exchange (FUR - 1.43 billion) 

NOTE 19 SPECIAL CONCESSION ACCOUNTS 
In millions of EU R 

1998 1997 

Thi rd-party financing 311.8 344.8 

Counterpart of fixed assets received from concession grantors 3,343.8 3,368.7 

Amortization of assets under concession 587.7 534.8 

TOTAL 4,243.3 4,248.3 
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NOTE 20 CONTINGENCY AND LOSS PROVISIONS 

20.1 Technical provisions for the insurance sector 

Tec hnical provisions for the insurance sector correspond t() the differe ll ce hetween the current values of commitments made 

res pectively by the insurer Jnd the insured. In th e case of contracts in currency u nit~ , this net commitment is resta ted at the t':l ir 

marke t va lue of this curre llcy unit at yea r-end. 

20.2 Contingency and loss provisions 
In millions of EUR 

1998 1997 

Losses on completion and contrac tual commitments 506.4 14 6.1 

DisplItes, claims and tax r is ks 4011 172 .4 

Foreign exchange losses 32. 6 17 .7 

Sector- relaterl t"isks 501.0 491 

Risks I'elating to emerging countries 1", 303 .7 133 .4 

Real esta le ~ i sl<s b, 5 05 .2 786.6 

Other risks 955.1 1,007 .7 

Total contingency provisions 3,205.1 2,754.9 

Reprocessing and storage of nuclear waste 1,602. 2 1,43 3,2 

Dismantling of nuc lear power station 524.3 45 0.3 

Major repairs and renovation 1, 1831 1,133 .6 

Wa rranty 24 5.3 227.6 

Site rehab ili tation 295 .9 155.4 

Pension liabilities 567.4 358 .7 

Projecl completion 62. 1 64.6 

Other expenses 501.6 3 67 6 

Negative goodwill, net of amortizati on (see Note 9) 91. 4 20 .1 

Total loss provisions 5,073.3 4,211.1 

TOTAL CONTING ENCY ANO lOSS PROVISIONS 8 ,278 .4 6 ,966.0 

la ) Thi' il(l11 in, ll ld,', .llip l'()\·i,i or" I(H U ILlntr)' risk> !hill al'c ,pcufi calh J Clotcd 10 geogrJp ilic·,rI ..I I'l'd > ordinaril y cl"" ill cd.I> "II lL'rgi ns co unlri c·' . This ddin i" 

tion (m a s the c'HlIi n~t1 1 of So ul h ;\merica, ;\, ia (excl udIng Hung Kong, ,\ la, :1 o "nd Si ng'lpor,' ), i\ fri c;1 ,mel r;lqC rn l:uro!'.:. The conccpt of cuuntry ri sk 

induJI.:'~ ri ~ k ~ oj tl ~h) hl i (<l l or c(o nol1l ic n,lturc <.: x(cnimg norm,li ()p c r~lti ng 1' 1"1-.; .... . 

(hJ Th is i";m include. all cont ill ge ncy Irab il it\' prO\'"ions relatlllg to Ihe reJ I (s l'l te 5eClor \\'hcthcl lhcse concern risks relat ing to rea l CSI,lle assets clnd rece iv'lb les , 

lus~ (' ... Oil c(lmpletion or risk", rd,ll ing 10 subsidiari es ,Ind sc~ t ()r- rcb t cd r i s k~ . Thi s i tl'1ll (kC I'C~ll:Ocd rollO\\'il1g dispoS;'l ls 1) 1' :ISScts carrH.:d ou t in 199H. 
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NOTE 21 FINANCING to long-term assets denominated in non-euro currencies 

21.1 MANAGEMENT OF ANANClAL CONTINGENCIES 

Cilsh management of the parent co mpany and of the 

financial subsidiaries is centralized at the level of Suez 

Lyonn~lise des b ux. lhe ma in operating subsidiaries hilve 

their own organization but deposit the major part of the ir 

clsh surp lus wi th , or obtain financing for part of their short­

term requirements from , the paren t company. 

Management of cash surpluses 

Group cash surpluses are denominated almost entirely 

in euro zo ne c:u rrcncies and do not then.'fore generate a foreign 

L' \l" hange ri sk. ·J'hey are managed in order t() gcnerate maxi mum 

liquidity at minimum risk on the basis of reference to day-to-c1ay 

exchange rJtcs. In order to ~lc hieve thl'sc objectives, a ll-balance 

sheet li nancial instruments such as interest rate swaps or FRAs 

mily be used wi thin a fra mework laid down and ilpproved by the 

Group's CCIH:ral ;v!amlgcmem. 

Management of foreign exchange risks 

The Croup's policy is to systematically hedge exposu re to 

foreign e\ change risk generated by financial transactio ns 

denominated in a currency other than the national curre ncy 

of the entity conce rned. The foreign ex(han ge ri sk related 

21.2 Breakdown of borrowings and long-term debt 

BY CATEGORY 

In millions of EUR 

Perpetual subordinated notes 

Long term debt 

Bank overdrafts and casl, CLlrt'ent accounts 

BORROWINGS AND LONG-TERM DEBT I N THE BALANCE SHEET 

IS 

of 

hedged when this is 

financin g in the sa me cur

possible, 

rency. 

thr oug h provis ion 

Debt management 

Borrowings are, when possible, born e b)' opera ting 

companies in their cash flow currency; holding companies 

should not, by their nature, bccome indebte d, except 

in exceptional circumstances. For the purpose of optimizing 

the structure and the cost of debt, the C;roup may carry out 

foreign currency or interest rate swaps, As of December 31, 

J998, the Suez Lyonnaise ues Eaux Group has a portfo lio of 

confirmed , und rawn lin es of credit amounting to EUR 1.84 

billion. 

Management of the counterparty risk 

Transactions involving foreign exchange hedging, interest 

rate management or short-term investments are carr ied out 

exclusively using highly-rated counterparties approved by 

the General Management. These counterparties are chosen 

in line with the ratings aSSigned by credIt rat ing agencies, 

The list thereof and the limit allocated to each counterparty 

is updated as and when necessary, in line with tbe change 

in ratings, Given the wide variety of co unterp~Ht i es used, 

the Croup does not consider itsel f to be exposed to any 

concentration of its credit risk. 

1998 

186,5 

14,430.2 

947 .6 

15,564.3 

1997 

228.7 

11,272 .4 

1, 273. 1 

12,774 .2 

The perpet ual subordinatc:d notes were issu ed by Sofi nco, Entrep rise Jean LelCbvre an d, for 1997, by La Henin Epargne Credit. 

Changes in the consolidation scope and change'S in consolidation methods resu lted in a EUR I 14 billi on increase in debt 

while the impact of exch;lllge rate fluctuati ons was a decrease ofEUR 0,26 billion , 
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BY MATURITY DATE (EXCLUDING PERPETUAL SUBORDINATED NOTES AND OVERDRAFTS) 

In millions of EUR 

Bond loans 

Amounts due on bank loans 

Leasing accounts 

Other borrowings and long-term debt 

TOTAL 

BY nUSINESS SECTOR 

In millions of EUR 

Core businesses: 
Energy (a) 

Water 

Waste serv i ces 

Co nlmuni cations 

Co nstructi on 

Other investments (b) 

TOTAL (EXCLUDING PERPETUAL 

SUBORDINATED NOTES) (e) 

1998 1997 
< 1 YEAR 1 - 5 YEARS > 5 YEARS < 1 YEAR 1 - 5 YEARS > 5 YEARS 

531.3 660.6 1,791.4 98.3 1,395.7 1,676.0 

1,985.8 2,005.0 2,976 .7 962 .4 2,577.0 1,679.7 

4 4.4 203.5 534.0 

281.6 1,610.0 1,805.9 368.8 1,112.9 1,401.6 

2,843 .0 4,479 . 1 7,108.1 1,429.5 5 ,085.6 4,757.3 

1998 1997 
GROSS NET Cd) GROSS NET 

12,323.8 10,563.4 8,258.8 6,710.5 

7,2 14.5 6,138.7 4,790.1 3,849.8 

3,781.7 3, 294.7 2,961.2 2,495.7 

1,256.8 1,101.0 479.9 381.0 

70.9 29.0 27.6 06.0) 

921.1 275.3 1,052 .2 318.2 

2,132.9 089.5) 3,234 .5 2,184.6 

15,377.8 10,649.2 12,545.5 9,213.3 

(a ) By agreemen t, all of the 'li'acrehel group' , debts are included in thi s sector 

( lr ) The Jell r, "r SUe? I.l'On nai se Jes I~a u x, Soc-ick C;cn0ralc Je Belgiqu e ,1l1<1 Crcd isLlcz 'I re includcJ on this line 

I;:) l'unding 01' the ~ndll c i il l selin r is !lor included in thi s item. It is broken Jown in Note 15 

(el j Ilreakdm,'o set ou t in p:mlrr.1j1h 21.3. 

21.3 Debt equity ratio 
In millions of EUR 

Lon g-term debt 

Bank overdrafts and cash current accounts 

Marketab le secur i ties 

Cash and ca sh equ ivalents 

Hedged financi al assets (. ) 

Net debt 

To tal shareholders' equ ity 

DEBT EQUITY RATIO 

1998 

14,430.2 1 1, 272.4 

947.6 1, 273 .1 

0,205.0) 0 , 252.7) 

(2,827.9) (2,079.6) 

(695.8) 

10,649.2 9,213.3 

18,037.8 17,253.9 

59.0% 53 .4% 

The rcdassiftcat ion of leasing, which W8S not carried out in 1997, contributed 4.3% to the incrcJsc in the debt equity ratio. 

(.) These l;n'lI1( ial .lSset, pr imaril y relate to AXA sL<.:uritic, booked at thei r net book va lue or at their v31uc on sale if th ey ha ve heen h<:.tgcd. 

1997 
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NOTE 22 OFF-BALANCE SHEET COMMITMENTS 

22.1 Surety bonds 

As of December 31, 1998 

In millions of EUR 
SURETY BONDS 

GIVEN RECEIVED FRO M SU BC ONTRACTO RS 

TOTAL 2,473.2 247.6 

22.2 Guarantee commitments 

These commitments primarily relate to guarantees given within the context of borrowings or credit lines taken out by non-tlnan­

cial companies within the Group or by tlnancial institutions belonging to the Group within the scope of their banking activity. 

As of December 31, 1998 

In millions of EUR 
GUARANTEES 

GIV EN (*) RECEIVED 

Financial sector 962 51.4 

Others 2,792.4 201. 7 

TOTAL 2,888.6 253.1 

(') After deduction of the am ount of borrowings alread y included in the' conso lidated balance sheet. 

Furthermore, the Group's companies have pledged some of their assets in an amount of EUR 1,054.8 million as security for 

the repayment of their bank borrowings. 

22.3 Commitments on interest rate, foreign exchange and stocl< marl<ets 

As of December 31,1998 

In millions of EUR 
FINANCIAL SECTOR OTHERS 

INTEREST RATE RISKS 

Off-balance sheet firm positions 
• Forward Rate Agreements (FRAs) 94.5 

• Rate swaps 2,687.7 3,641.9 

Off-balance sheet conditional pOSit ions 
• Caps 457.4 950.7 

• Floors 166.2 

• Collars 9.5 

EXCHANG E RATE RISKS 

Off-balance sheet firm positions 
• Futures puts 559 .6 
• Futures calls 239.5 
• Currency swaps 695.9 

Off-balance sheet conditional pOSitions 
(call and put options) 250.6 

5TO C K MARKET RISKS 

Off-balance sheet conditional positions 
• OTC agreements (*) 777.2 

(. ) Primarily relates to put and ca ll options regarding the AX", securiti es held . 
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22.4 Deferred taxes 

The Hriti sh subsidi:lr ies of the ( ;f()lIP have a delCrreu t<.LX 

li abil ity or EL' JZ 18,,[,9 million ,15 ol lk cembcr 31, EN S, Jl1 ain­

ly rcb tillg to tiIlling difli::n:n.;es hl'll\\~ l' n the bo()k ing of 

dcprcci.ltion (or accounting J nd lax pllrpo~cs un cntain UIl­

gib lc ,ISSc:t S (so:e ~() te J 1\ I ) Uver the coming ycars. the laxes 

due from the.<ie Rriti sh suhsidi,l r i e~ will be lkcreascd hv 

ELR 95,1) milJiull in li nc \I'ith thc deduction of ta x ucprecia­

ti Ull rel al ing to othef t.mgihle ,lSse ls hdd at closing. 

22.5 Other commitments 

Following thc acqu isition of TractebcJ shares held by 

J' kct ralina an d Ruple Beige in late 1990. Societe (; ('lllTa lc de 

Belgique cum In illed itself to purchJs ing "li'actebel sl 1<1 res fro m 

othcr sh a reh {) l de r~ or thi s compdny ",illing to se ll. This Cll lll ­

mi tl1l ent \Vas ev ide nc.;d bv fi .707,fiI4 put \\'arr.lIl ts iss li eu hy 

~() c i c tC ( ;Cll t'!".i1l' de Belgiquc and listed on t'he Hrussels Stock 

J.xch.lnge. e;lch entitling the holder to scl l fl\'c Trad ebel 

shares. The wa rra nts arc exerc isable until November 1999 at J 

price uf lil.t: 14.500 (o r 51r;lctdll:1 shilrcs, i.e. HEr 2.900 per 

ILKkbc'l sha re; the 'irac lchel sh;He market price as of 

[)ecc illher .~ I, 199fi \\'"s REF (),670. Out of a ll o f" th e wa rranl s 

i S~lI ed . l.2 /J,204 <II' '': held by Socictt> Cencrale de Belgique ur 

by cOll1pani,'s con trol lt·d by Societe C; eneralc ue llelgique. 

NOTE 23 REMUNERATION 

In 19ge. gll 'lra ntecd value ccrt ific ltcs (e vc:s) were issued 

to S Ue!. I.yonnaise des b lUX shareho lders who receil'eu th L'~e 

, hom 's within lhe scope of the Pllblic oner uf achange with 

regard to Societe C;cncr,lle de I\elgi guc's ., hares. T he commit­

ment curresponds to the L'l1titicl1l L' llt of l'<1(h of the 25,396.358 

(;\'Cs to rece ivc, betwecn Dece mher 29, 20()O and l'vlarch 30, 

20ll! , a slim in hellch fran cs ~'qll a l to the di ne-reno:. if posi­

tiw . bL,tweell EL R 167.3 il nd the li sted Suez Lyu llnaisl' des Faux 

slwrl' price up to ELIR 27.4 per C\'C ,\s of December 31. 

1':)<)8, I he max imum am ount of the cOlllmitment IV;]S 

Eli j(, f,% .il mill ion, ,\t tha t da IL" til l' markct vJi ue of the GVC~ 

am ou nted to EUR 154.9 million. 

As of December 3 1. 1998, the 'l ract t'bel Croup llildertnok 

to w ntri bl.lt c 011 of the Pl'lro lln3 sl'cLir iti o:~ th '1t it held to the 

Th L,LI group. 

\'Vithin the context I)f thL' ",ri cs of bus inC:~~l' s, the c(}) n pa­

ni es of the Suo LV(l nnai sc des Eall \ (;ro l.lI) art' bound by seI­

ler's gU<1 f,lI1l(o: clauses ti )r which provisions have been se t 

aside whel1 it seemed likely th<lt they wo uld be implemented. 

As of December 31, 1998, the C;roup 's financ ial sector 

entered intu commitmcnts to granL financing fOf an ilmuunt 

of FU R 4.H54.4 billion. 

Th t' SUe? Iyollnaise des Eaux C;roup gavC' o ther Y<lriolls 

comm itmc nt s <I S (Jf Uecember 31,1998 ill a total amollnt of 

f: UR 0.5 billion while lith er COl1lllli tll1l'l1 ts re(" ivl'J amounkd 

to [U l~ 0.37 hillion. 

OF CORPORATE OFFICERS 

The fi gures shown herl'a ftcr represen t the total remull eration received by the members of the ~uperv i sory Board il nd by th e 

members of the Lxec Ll tivc 13o<l rd and the corporaLe officers hold ing the pos itions lis ted Oil P'lf'.l' J 53 of th is repo rt 

In millions of EUR 
1998 1997 * 

N UMBER REMUNERATION NUMBER REMUNERATION 

Supel'visory Board 20 1.3 20 1.1 

Members of Lhe Executive Boa l'd and corporate officers 24 8.7 24 7.6 

TiI~ ligor" ,1" '''1 1 ;11 Ih~' 'C-, I; on "\kmb"r' 01 111,' 1'.\wUI;1 e !lo.lr'! and Ill<' SIII'I·r.i ,ory Board" li'l 1<)')7 dr~ [',,,,,,1 011 the t 99~ dd,n iti<> 11 of COII'() !";' !" "Dic,·rs. 

T hl' n~urr, I'uhl i, hl'd in tht, t""7 r"porl h,I'",1 1> 11 Ihe ddill il iol1 of ~MI'{lr, II" o lfi clI' " , i,li ll t-: ,n Ih" r ti n le WCI"e Ic~pnt ;lcl y I I (()IP<)f,tlC llfliccr, 

,lI1d ~ l I( 1.42 II1ll1 i,," . 

NOTE 24 DISPUTES AND OTHER EXCEPTIONAL EVENTS 

The Compa ny is !lot aware of any u isPUk or other cx(cptioJlal l'Vl'nl li ,lble III have a malcri,r1 impact on the bllsine~s activities, 

res ult s. fi n<lllcial position or assets of the Cro up whi ch was no t in cluded in thL' cOJlSolidated fi nancial statements as o f 

I )ccem her 3 J, 1,)9R. 
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NOTE 25 - PREPARATIONS 
FOR THE CHANGEOVER 
TO THE SINGLE CURRENCY 

The Group has prepared for th e year 2000 da te change by 

setting up an Executive Committt'e in June 1996, presiJed 

over by <1 member of the directora te, with the purpose 

of coordinating the Group's policy \yith respect to the year 

2000 date chimge and to prepare for changeover to the single 

cu rrenc)'. 

The Group Executive Committee has delegated responsi­

bilities to the steering committees crea ted wi thin each of the 

Group's di visions and to th e working groups set up in each 

suhsidiary. 

PJans for the year 2000 date change, which are drawn up 

compan)'- hy-company, are approved by the parent company 

of each of the Group's divisions. They take in to account, not 

only managt'ment hardware and software, but also all the data 

processing .lnd technical electronic equipment used by each 

of the Group 's businesses. Any possihle consequences for 

building management systems, including the impact on hea­

ting systems, eleva tors and control of access to the buildings 

themselves as well as the impact on automo tive equ ipm ent, 

are also taken into account. 

The most frequently used method takes place in five 

stages: 

1. lnventory of programs, proct':;YS and equ ipment lIsed 

2. EVJluation of the critical nature of all eqUipment/facilities 

3. formulation of an action plan (changes, replacements, 

costs, timetilhle) 

4. Devising and implementation of changes or replacements 

5. Performance of validation tests (including with rega rd to 

suppliers). 

l.::ach division reports to the Group Committee on it quar­

terly basis. f or th e great majority of companies, the choice of 

new sottw'a re and new hardware was made during th e period; 

progrJm configurations or modifications are in progress, in 

line with the approved tim etahle. The deploymen t phase fo r 

new software applicat ion packages ilnd equipment has begun 

for the most part , and will be completed during the summer 

of 1999 or at the latest, in the fall . 

In order to complete the measures taken, independent 

audits were carried out by an outside firm. In a number of ISO­

lated cases, they enabled corrective action to be taken or addi­

tional reso urces to be allocated. 

Furth ermore, each company is in contact with its main 

suppliers and subcontractors in order to obtain an 'lssur­

ance th at th ey have implemented the necessa ry meall s to 

ensure continuity of supplies and services . Measures \vill be 

taken in order to avoid any disruption of supplies during 

this peri od. 

Customer sa tisfac tion is also a priority and aJl neces­

sary measures will be taken to avoid customer problems at 

this time. 

Finally, con tin gency pl ans will be impl emented in 

order to deill with any incidents that may arise despit C' the 

preparations. 

The consequences ari sing from the changeover to the 

single currency were handled in the SJme mnnn er and priori­

ties were assigned as follows: 

• 'vVith effec t from January 1, 1999, to provide amounts in 

both local currency ,lIld in eUrDS on invoice'; and pay 

slips, to ~lCcept payments and to manage cash in euros. 

This first phase has been completed. 

· To prepare for the changeover to th e yem 2000 for all 

management and data processing systems. 

· finally, to concentrJte all our efforts on continuing the 

changeover to the euro in respect of all management and 

data prou:ssing sys tems. 

Due to the complexity of the various systems and the 

interaction between them, the diversity of the Croup's busi­

ness lines, the simultaneous occurrence of changeover to the 

single currency ilIld th e year 2000 date change and th e impli­

cations emanating from th ese issues, the Croup is unable to 

separate costs involved in changeover to the yea r 2000 from 

those relJting to changeover to the single currency. 

In order to meet these two deadlines, the combined 

overJII cost to the Group's companies is J-: UR 190 million , 

of which El"R 58.5 million has already been used. As 

of December 31, 1998, a provision of EU R 78.4 million was 

set aside for remaining expenses, relating to cha rges to be 

incurred. 

NOTE 26 - EVENTS 
SUBSEQUENT TO THE CLOSING 
OF THE FINANCIAL YEAR 

Sale of Sofinco 

A sale agreement was entered into for the sale of Sufln co 

to Credit Agricole , which was finalized Oil January 15 , 19911. 

This transaction will take place in two stages: 
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ln January I ;199, Credit /\ gr icole acquired 70% of the capital 

of Sotlnco: 

- 18% through the exercise of a call option pursuant to the 

agreements entered into hetween the partn ers in August 

19',1 3, 

- 52% by direct p urchase. 

In january 2000, the parties will be able to exercise reciprocal 

put and call options with regard to the balance of 30%. 

The price ur the 82%) of the ~harc~ acquired other than by way 

of a call option waS established on the baSIS of a valuation uf 

SoJinco at EUR 1.58 bil lion. The total amount of the tTansacri on 

waS EU R 1.39 billion, valued as of December 31, 1998, and it 

should generate il pre-tax capital gain estima ted at EUR 0.'17 bil ­

liUl1 for tJl e 1999 fiscal year and EUR 0.27 billion in the year 2000. 

Issue of bonds with an option for exchange for AXA 

shares 

On March I, 19')9, Suez Lyonnaise d es Eaux iss ued bonds 

111 an <1nlUun l of EL' R 787 million wilh a matur ity date of 

January I, 2004. These bonds, with a nominal interest raI l" of 

zero, have a redemption cost upon maturity of i 09.8<Y" of 

their par value. The bearers hold an option with regard to the 

exch ange of one share for one bond, which may be exercised 

aga inst AXA shares between July 7, 1999 and December 2'-1 , 

2003. In the event of this option being exercised, Suez Lyonnaist' 

des Eaux would ei ther have to sell, based on the issue price' 

of the bond s, i.e. EUR 122 per share, :1 .45 million fu'\.A sha res, 

or else pay the hol ders the difference between EUR 122 and 

the AXA share price on the date on which the option is exercised. 

Suez Lyonnaise des Eaux has the possibility to redeem the bonds 

early for an amount of up to a maximum of 50% of their value 

at the enel of December 2001, or for the balance remaining at 

the end of December 2002. The bonds are listed on the 

Luxemhourg stock exchange. 

Early retirement of ~oQverlible 6.5% bonds (June 

1990/January 2000). 

On December 8, 1998, Suez Lyonnai sE' d es Eaux announ­

ced the e;lI'ly redemption of convert ible 6.5% bonds (June 

1990jJanu ary 2000) from January 4, 1999 onwards, in accor­

dance with the poss ibility outlined in the issue contract. 

If the 2,893,4 12 outstanding convertible bonds remaining 

as of I ) ecember 31, 1998 are converted, the debt w ill be redu­

ced by EUR 0.38 billion. 

Sale of La Benin Vie 

Suez Lyonnaisc des Eaux and the mutual life assurance 

company La :V10ndiale announced on January 11, 1999 that 

th ey had reached an agreement on the acquisition by La 

Mondidle of a 68.3% stake in the capital of La Henin Vie as 

well as th e I ,a H enin Vie perpetual subordinated notes held by 

Suez. Lyonnaise des Eaux. 

The co mpletion of this operation is subject to certain 

con d it ion precedents including the carrying out by La 

M ondiale of 3n audit of the financial st3temcnts of La IIt'nin 

Vic as of Decem ber 31, 1998. 
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NOTE 27- LIST OF THE MAIN CONSOLIDATED 
COMPANIES AS OF DECEMBER 31, 1998 

Core businesses 

COMPANY NAME ADDRESS OF REG ISTERED OFfiCE % INTEREST CONSOLIDATION 

1998 1997 METHOD 

ENERGY 

Tractebel III and 12) Place du Trone 1 B - 1000 Brussel s - Belgium 49 31 IG 

ELECTRABEL (Tractebel group) Boulevard du Regent, 8 - 1000 Brussels - Belgium 19 12 IG 

DISTRIGAZ (Tractebel group) Avenue des Arts, 31 - 1040 Brussels - Belgium 20 13 IG 

ELVO 235, avenue Georges Clemenceau - 92000 Nanterre 100 99 IG 

C. E. M . (Companhia de Electricidade 

de Macau) Estrada D. Maria 11, Edificio CEM - Macao 12 12 M E 

WATER 

LVONNAI SE DES EA UX 72, avenue de la Liberte - 92753 Nanterre 100 100 IG 

EAU ET FOR CE 72, avenue de la Liberte - 92753 Nanterre 100 100 IG 

EAU X DE MARSEILLE 25, r ue Edouard- De langlade - 13006 M arseille 49 49 IP 

EAU X DU NORD 217, boulevard de Ii] L iberte - BP 329 - 59020 Lill e 50 50 IP 

STEPHANOI SE DES EAU X 28, rue Eugene Beaune - 42043 Saint- Etienne cedex 50 50 IP 

SC. M . (SDEl) 988, chemin Pierre Drevet - 69140 Rillieux- Ia-Pape 100 100 IG 

DEGREMON T 183, avenue du 18 juin 1940 ­ 92500 Rueil -M almaison 100 100 IG 

UNITED WATER RE SOURC ES (3) 200 Old Hook Road, Harrington Park New Jersey - USA 29 26 IG 

S.AAM. (Sociedad de Abstecim iento 

de Aguas de IVlacau) 82, avenue do Conselheiro - Borja PO BOX ll5 - Macao 26 26 IP 

NORTHUMBRIAN WATER Regent Centre, Gosforth , Newcastle upon Tyne 71 71 IG 

NE33PX - UI< 

AGBAR W Paseo de San Juan, 39, 08009 Barcelona - Spain 26 26 IP 

EURAVI/ASS ER Cicerostr. 26 - 10709 Ber li n - Germany 50 50 IP 

AGUAS ARGENTINAS Reconquista 823,1003 Buenos Aires - Arg entina 42 28 IG 

AGUAS PROVIN CIA LES DE SANTE FE Cordoba 844, piso 5 Rosario 2000 - Argentina 56 36 IG 

LVDE C 20, boulevard Rachidi, Casablanca - MOl'occo 60 60 IG 

WASTE SERVICES 

SJTA 132, rue des Trois Fontanots - 92758 Nante rre 51 64 IG 

FAB R I CO M (TI'actebel group) (1) Rue de Gatti de Gamond, 254 - 1180 Brussels - Belgium 49 31 IG 

N EM Regent Centre, Gosforth, Newcastle upon Tyne 71 71 IG 

NE3 3PX - UK 

CESPA Henao, 20 entreplanta - Bilbao - Spain 46 46 IG 

COMMUNICATIONS 

M ETROPOLE TV 89, avenue Ch. de Gaulle - 92200 Neuilly-sur-Se ine 34 34 IP 

COD ITE L (Tractebel group) III Rue des Deux Egl ises, 26 - 1000 Brusse ls - Belgium 39 24 IG 

LVONNAISE COM M UNICATION S 20, place des V ins de France - 75614 Pari s cedex 12 77 77 IG 

A UXIPAR 20, place des V ins de France - 75614 Pari s cedex 12 100 100 IG 

TP S 145, quai de Stalingrad - 92137 Issy-Ies-Moulineau x 34 17 ME 

Ie . fu ll consolidation - JV! r: :c t:quit y Ill rl hod - rp = I'roport ionallllelhod 

( I ) Shar,holding in 1998 aft er the public offer of exchange with rega rd to Socic.t': "encrolc de Belgiquc ca rried out in ful l' 1998. 

(2) The data relating to these multi-acti\'it), groups are set out in detail by busi ness sector in the manage ment repor t. Tractcbcl's and t\gba r's ma in consulidated 

subsid iaries arc included on thi s list for info!'lnation purposes . 

(3) Potenti al shareholding of .l2.H% fo llowing the conversion of preference shares held. 
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Others 

COMPANY NAME ADDRESS OF REGISTERED OrnCE % INTEREST CDNSDLJDATlO N 
1998 1997 METHOD 

CONSTRUCTION 

GRO UPE GTM 61, avenue J ules QUentin - 92000 Nan le rre 50 50 IG 

DUM EZ -GTM 61, avenue J ules Quentin - 92000 Nanter re 50 50 IG 

CHA NTI ER S MOD ER NES 18, avenue Gustave Eiffe! - 33600 Pessac 50 50 IG 

C. F. E. Chaussee de la Hu lpe, 164 - BI'Lisse ls - Bel g ium 23 23 IG 

EN TR EPRISE J EAN LEFEBV RE 11, bo uleva l'd Jean Mermoz - 92202 Neuilly ,sul'-Se ine 48 48 IG 

ETPM 32, avenue Pablo Picasso - 92002 Nantel"re 50 50 IG 

JNGE ROP 168/172, boulevard de Verd ull - 92413 Courbevoie 50 50 IG 

DELATTRE LE V I VI E R Tour Fi at ­ 92084 Pa ris La Defense 50 26 JG 

GTM H 72, rue Gabriel Peri BP 510 - 92 542 M ont.l"ouge 50 50 IG 

CO FI ROUTE 77, aven ue Raymond Po inca re - 75116 PaI" is 33 33 M E 

FINANCIAL SERVICES 

FORTfS B .11 Boulevard E. Jacqmaill, 53 - 1000 BnJsse ls - Bel giulll 16 ME 

BA NQ U E 50 FI N CO Rue chi Boi s Sauvage - 91038 Evry 100 IG 

LAH EN fNVI E 14, rue Ro quepine - 75379 Paris 88 IG 

OTHERS INTERESTS HELD 

SOCI ETE GE NE RAL E DE BELG IQ UE £11 Rue Royale, 30 - 1 000 BI'usse ls - Belgium 100 IG 

CR EDI S UE Z 1, r ue d'A sto l'g - 75008 Paris 100 JG 

COFIC EM / SAGE M (5G B 91'o uP) (l) 6, avenue d'Iena - 75783 Pari s ceelex 16 20 ME 

UN IO N M I N IERE (5 GB group) (1) Ru e du M arai s, 31 - 1000 Brussel s - Belgi um 25 ME 

SUEZ I NDUSTRJ E 68, rue du Faubourg Sa int- Honore - 75008 Paris 100 IG 

REA UM UR PA RT ICIPATIO NS 115, I" ue Reaumur - 75002 Par is 100 IG 

FONCI ER E DE L'ARC AD E 115, rue Reaull1u l' - 7 5002 Paris 100 IG 

DUMINVEST 11 5, I' ue Real/ IllI" I" - 75002 Pal"is 100 100 IG 

DUF I MM 115, ~ue Reaulllu r - 75002 Pari s 100 100 IG 

(I) Sh","dl() l din~ in 1,)% '11'l el" Ih,' pl lbllc olTc r o f excha nge \\ilh rcr:;lld 10 $oci<.;rc S" n,T,de de Belgique carried out III july J'!'1~ . 
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STATUTORY AUDITORS ' REP 0 RT 
ON THE CONSOLIDATED FINANCIAL STATEMENTS 

' j() thc sh~llT h() ldcrs of Suei' LyollllJise ti cs Laux, 

In compli ance with the ass ignment ent rusted to us at the Annual (; eneral ;\keting of Shareholders, we have l'x 'll11ineti the 

accull1 j13 nying cO ll so lidated fln 'IlKial sta k ll1 l'llb or Suez Lyollnaisl' dcs E<Jl lx for the periou ended DeCl: lllocr 31, 1(,)98. 

These conso lidated hnJ IKial sta tements ha ve becn approved by the Executive HOMe!. Our role is to cxp ress an opinion on 

thesc cOI1 ~olida ted fln anci ,ll s t ~ll cmL'n t s bascd on our 'lud it. 

vVe conducted o ur audit in accordancc with the professional standards applied in France. Those standards requirc that we 

plan and perform the audit to obta in reasonable assura nce about whethe r the 1111al1ci,11 sta tCll1 l' l1ts arc frce of ll1aterial misstate­

ment. ,\n aud it includes exa lll ill ing, on a kst basi s, l'viul'nce supporting the amounts and disclosurc's in tht' Ilnancia l statelllents. 

An aud iL also includcs assess ing the Jcco untin g princip ks used and signi fic,1I1 t estimates madl' hy 111 ~lIlag(; l1l c nl (0 draw up the 

finan cial statcmcnts, JS \w ll ,IS c\'J lu,lting lhe cl\'era ll financial statements presentatiun . ' VI" heli e\'(: that ou r aud it pro\' ides J rt',I­

sonablc basis for ou r t1 piniol1. 

In ou r opinion , the consolida ted finan ci,l l SL,l tt' lllenb giVl' a true ,lIlel (,ljr view or' the C; roup 's t1Il Jnciai positi on. ~l lld It s assets 

and ii aLli litic's, ~Ind of the resu lt s of o[1l'fatiolls of <lil th e com p,\I1ies includ ed in the cu nso li ciat ion scope. 

Without lju'l li fyin g the opinion expressed ,lbow, Wt' wish to draw your ,ltt entioll to j\"otC's D ,md ',J' of the l\'otcs to the FinanciJ I 

Stateme nts which se t o ut you r (;roup's position in relati on to the prefe rred meth()d .~ recommen ded by the I~ rt' n ch 1\a tion ;l1 

l\ ccounting Institute in terms or leasi ng and retirement indemnitics and pensions. 

\-\ '(, ,!Iso pcrfilrlll t'd the verifi ca Li oll of the in fo rJ n,l tion relating to the Croup given in the man al;\cmcnt repor t. \'Iie havc no 

comlll cnts to make:ls to irs fa ir prl'scntat ion JnL! its coni() rmity with the co nsolidated IJnancial sta tements. 

1\cuilh sur Seine and Pa ri s, April 16, 1999 

Ti lt' Sta tu tory ,\ud it ors 

Barhi er h in ;lldt & Aut rl's iVIJ 7;lrS 8< CUlTHrd 

Arthur Andersen Fr(~ d c ri ( Allibire 

Ch ristian (:hochon 

~./tlfL; 
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ACCOUNTS 


IN COM E STATEMENT 
In millions of EUR 

NOTE No . 

Operating income 

Revenues 

Finished goods & i ll -progress inventory 

[n-house production 

Operat ing subsidies 

Reversals of provisions, amortization & depreciation and expense transfers 

Other operating income 

Operat ing expenses 

Purchases of raw materia ls and other supp lies 

Changes in inventories 

Other purchases and extern <:l l charges 

Management costs and fee payments 

Taxes and related payments 

Payroll expenses 

Depreciation allowances & provisions 

Fi xed assets: depreciation allowances 


Fixed assets: provisions 


Current assets: provisions 


Cont ingencies and losses: prov isions 


Other operati ng expenses 

OP ERAnNG INCOME (lOSS) 2 

Share of income from joint operations 

1998 

1,320.2 

1,182.9 

4.8 

34.1 

5.2 

91.1 

2.2 

1,352.9 

20.0 

(0.5) 

422. 4 

394.5 

29.0 

293.7 

173.3 

87.5 

42.7 

6.5 

36.6 

20.5 

(32.7) 

0.2 

1997 

1,299.6 

1,163.0 

0.8 

33.5 

3 .4 

95.8 

3.1 

1,276.8 

19 .0 

(03) 

387.1 

387.2 

28.1 

290.2 

151. 3 

85.9 

43.5 

4.6 

17 .2 

14.3 

22 .8 

(4.3) 

1996 1996 
PRO FORMA REPORTED 

1,213.4 1,210.6 

1,113.9 1,113 .9 

13.5 13 .5 

33 .2 33.2 

3.5 3.5 

44.6 42.6 

4,8 4.0 

1,188.2 1,151.1 

19.6 19.6 

(0.3) (03) 

331.5 3164 

3 78.4 3 78.4 

28 .2 23.9 

279.4 266.9 

141.4 136.4 

83 .1 80.0 

45.1 45.1 

4.3 4.3 

8.9 7.0 

10. 1 9. 7 

25 .2 59 .5 

(0.6) (1.3) 
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IN COM E STATEMENT 
In millions of EUR 

NOTE No 

Financial income 

Income from investments in subsidi ar ies and affi liates 

Income from other marketable securit ies and no n-cur rent loans 

and advances 

Other interest and rel ated income 

Reversal s of provisions and expense transfers 

Fo rei gn exchange gains 

Net gai ns on disposals of marketab le secur ities 

Financial expenses 

Deprec iat ion allowances & provisions 

Inte res t and related expen ses 

Foreign exchange losses 

Net losses on disposa ls of marketable securities 

FINANCIAL INCOME (LOSS) 3 

CURRENT PRE-TAX INCOME 

Extraordinary income 

On management transactions 

On capital transactions 

Reversals of provisions and expen se transfe rs 

Extraordinary expenses 

On management transacti ons 

On capital transacti ons 

Depreciation allowances & prov isions 

EXTRAORDINARY INCOME 4 

Emp loyee profit-sharing 

Co rporate income tax 5 

NET INC OME 

1998 

618.3 

5251 

16.3 

42.9 

3.5 

12. 7 

17.8 

128.6 

25.0 

88.3 

13.4 

1.9 

489.7 
. . 
457.3 

1,571.7 

8.1 

1, 227 .1 

33 6.5 

1,438.7 

16. 9 

869.0 

552.8 

132.9 

(5 .4 ) 

106.4 

691.2 

1997 

633.8 

515.9 

12 .4 

35.0 

3.3 

27.3 

39.9 

120.7 

1 7.9 

76.6 

24.3 

1.9 

513 .2 

531.7 

1,797.4 

6.0 

901.5 

890.0 

2,183.6 

27.2 

1,00 5.9 

1,150. 5 

(386.2) 

(5.3) 

197.8 

337.9 

1996 1996 
PRO FORMA REPORT ED 

533.9 218.8 

450.9 163.1 

20 .5 0.7 

41.8 38. 2 

3.3 3.2 

9.7 8.3 

7. 7 5.3 

139.2 116.2 

18.3 18.1 

106.0 89.3 

13.8 7.7 

1.1 1.1 

394.7 102.6 

419.2 160.8 

3,237.5 408.5 

4.9 4.7 

2,865.6 287.7 

367.0 116.2 

3,122.8 426.0 

1 2.6 11.8 

2,372.9 2429 

737.3 1 71.3 

114.6 (17 .5) 

(3. 1) (23) 

81.3 4 .8 

612.0 145.9 
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BALANCE SHEET - ASSETS 
In millions of EUR 

NOTE No. 

Fixed assets 

[ntangible assets 6 

Tangible assets 6 

Assets owned outright 

Land 

Buildings 

Machinery, equipment, tooling, fi x tures & fittings 

Other fi xed asse ts 

Assets under concession 

Assets placed under concession 
by the concession holder 

Assets placed under concession 
by the concession grantor 

Tangible assets in progress 

Advances and down payments on assets 

Long-term investments 7 

Investments in subsid iaries and affi lia tes 

Amounts due on investments 

Other investment securities 

Loans 

Other long· te rm investments 

TOTAL FIXED ASSETS 

Current assets 

Inventories and work in progress 

Advances and down payments to suppliers 

Operating accounts rece ivable 

Trade accounts recei vable and related accounts 

Other accounts receivable 

Sundry receivables 

Marketable securities 9 

Cash and cash equivalents 

TOTAL CURRENT ASSETS 

Prepaid expenses 10 

Unrealized foreign exchange losses 

TOTAL ASSETS 

GROSS 

607.5 

4,251.4 

24 .3 

87 .7 

164 .3 

64.8 

697.1 

3,135.8 

76.3 

1.2 

16,133.5 

15,565 .9 

162.5 

345.0 

58 .5 

1. 7 

20,992.4 

94.& 

2.1 

337.8 

255.0 

82.8 

389.2 

339.8 

166.0 

1,329.5 

95.5 

2.0 

22,419.4 

1998 

OEP., AMORT. 

& PROVo 

185.3 


1,355.5 


0.6 

52.8 

120.7 

50.0 

227.5 

903 .9 

2,346.6 

2,286.9 

54.9 

4.5 

0.3 

0.0 . "., 

3,887.4 

0.9 

9.7 

9.5 

0.2 

5.9 

9.0 

25.5 

3,912.8 

NET 

422.2 

2,895.9 

23 .7 

34 .9 

43.6 

14.8 

469.6 

2,231.8 

76.3 

1.2 

13,786.9 

13,279 .0 

107.7 

340.4 

58 .2 

1.7 

11,105.1 

93.8 

2.1 

328.0 

245.4 

82 .6 

383.3 

330.8 

1&&.0 

1,304.0 

95.5 

2.0 

18,506.6 

1997 1996 

NET NET 

PRO FORMA 

440.0 454.2 

2,914.6 2,987.9 

23.7 25.6 

37.3 61.0 

36.8 77.7 

15.1 16.6 

483.3 444.9 

2,234 .9 2,255.9 

81.1 103.4 

2.4 2.8 

9,330.2 8,097.8 

8,208.7 7,343.5 

704 .7 106.2 

336.6 314.0 

78.8 332.7 

1.5 1.4 

12,684.8 11,539.9 

88.4 87.1 

2.1 1.8 

3&1.8 291.5 

228 .5 227.8 

133 .2 63.6 

457.0 229.8 

372.9 1,294.6 

326.7 368.6 

1,608.8 2,273.3 

114.0 130.1 

1.9 0.9 

14 ,409.5 13,944.3 

1996 

NET 

REPORTED 

453.7 

2,979.9 

21.0 

58.7 

77. 7 

15 .6 

444.9 

2,255.9 

103.4 

2.8 

2,669.9 

2,585 .0 

52.9 

28.5 

2.2 

1.3 

&,103.4 

87.1 

1.8 

291.5 

227 .8 

63.6 

125.5 

424.7 

392.6 

1,323 .1 

130.1 

0.8 

7,557.4 
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ACCOUNTS 

INCOME STATEMENT 
In millions of FRF 

NOTE No . 

Operating income 

Revenues 

Fi nished goods & in-progt-ess inventory 

In-house production 

Ope t-ating subsidi es 

Reversals of provisions, 
arnort ization & depreciat ion and expense t t-ansfers 

Other opet-at ing income 

Operating expenses 

Purchases of raw mate r ials ane! other supp lies 

Cllanges in invento r ies 

Othe t- purcllases and externa l cha t-ges 

M anagement costs and fee payments 

Taxes and related payments 

Payroll expense s 

Depreci at ion allowances & provision s 

Fixed assets: deprec iat ion allowances 

Fixed assets: provi sions 

Current assets: provisions 

Con ti ngencies and losses: prov isions 

Other operat ing expenses 

OPERATING I NCOME (LOSS) 2 

Share of incom e from joint operations 

1998 

8,660 

7,759 

32 

224 

34 

597 

14 

8,874 

131 

(4) 

2,771 

2,588 

190 

1,927 

1,137 

574 

280 

43 

240 

134 

(2 14) 

0.2 

1997 

8,525 

7,629 

5 

220 

23 

628 

20 

8,375 

125 

(2) 

2,539 

2,540 

184 

1,903 

992 

564 

285 

30 

113 

94 

150 

(28) 

PRO 

1996 
FORMA 

7,959 

7,306 

89 

218 

23 

292 

31 

7,794 

128 

(2) 

2,175 

2,482 

185 

1,833 

927 

545 

296 

28 

58 

66 

165 

(4) 

1996 
REPORTEO 

7,941 

7,306 

89 

218 

23 

279 

26 

7,550 

128 

(2) 

2,076 

2,482 

157 

1,751 

895 

525 

296 

28 

46 

63 

391 

(9) 



IN COM E STATEMENT 
In millions of FRF 

NOTE No. 

Financial income 

Income from investments in subsid iaries and affi li ates 

Income from other marketabl e secur iti es and non-current loans 

and advances 

Other interest and related income 

Reve rsals of provisions and expense tl'an sfers 

Foreign exchange gains 

Net ga ins on disposa ls of marketable securit ies 

Financial expenses 

Depreciati on a ll owances & prov isions 

I nterest and related expenses 

Fore ign exchange losses 

Net losses on disposa ls of marketable securit ies 

FI NANCIAL INCOME (LOSS) 3 

CURRENT PRE-TAX INCOME 

Extraordinary income 

On management transacti ons 

On capita l transactions 

Reversals of provisions and expense tran sfers 

Extraordinary expenses 

On management transactions 

On capital transactions 

Depreciation allowances & provisions 

EXTRAORDINARY INCOME 4 

Employee profit-sharing 

Corporate income tax 5 

NET INCOME 

11'1 I'"' A RE NT COM PAN Y Ac e 0 U NT S 

1998 1997 1996 1996 
PRO fORMA REPORTEO 

4,157 3,502 1,435 4,055 

3,444 3,384 2,958 1,070 

107 110 134 5 

281 201 274 251 

23 22 21 21 

179 64 54 

117 

83 

261 51 34 

843 791 913 7&2 

164 11 7 120 118 

579 502 696 586 

159 90 5188 

13 7 712 

3,212 3,3&& 2,589 &73 

3,000 3,488 2,750 1,055 

10,309 11,790 21,236 2,680 

53 39 32 31 

8,049 5,913 18,797 1,887 

2,207 5,838 2,407 762 

9,437 14,323 20,484 2,794 

111 178 83 77 

5,700 6,599 15,565 1,593 

3,626 7,546 4,836 1,124 

872 (2,533) 752 (114) 

(36) (35 ) (20) (15 ) 

698 1,297 533 3 1 

4,534 2,217 4,015 957 
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BALANCE SHEET - ASSETS 
In millions of FRF 

NOTE No. I 

Fixed assets 

Intangible assets 

Tangible assets 

Assets owned outright 

Land 

Buildings 

6 

b 

Mach inery, equipment, tooli ng, f ixtures & fi tt ings 

Other fixed assets 

Assets under concession 

Assets placed under concession 
by tile concession holder 

Assets placed under concession 
by the concession grantor 

Tangible assets in progress 

Advances and down payments on assets 

Long-term investments 7 

Investments in subsidiar ies and affil iates 

Amoun ts due on investments 

Othe r investment secur it ies 

Loans 

Other long-te l'm investments 

TOTAL fiXED ASSETS 

Current assets 

Inventories and work in progress 

Advances and down payments to suppliers 

Operating accounts receivable 

Trade accounts receivable and related accounts 

Otiler accounts recei vab le 

Sundry receivables 

Marl<etable securities 9 

Cash and cash equivalents 

TOTAL CURRENT ASS ETS 

Prepaid expenses 10 

Unrealized foreign exchange losses 

TOTAL ASSETS 

GROSS 

,"' .. ........ '.. 


3,985 

27,888 

159 

575 

1,078 

4 25 

4,573 

20,569 

501 

8 

105,828 

102,105 

1,066 

2,263 

3 83 

11 

137,701 

621 

14 

2,215 

1,672 

543 

2,552 

2,229 

1,088 

8,719 

627 

13 

147,060 

1998 

DEP., AMORT. 

& PROVo 

1,215 

8,890 

346 

792 

331 

1,492 

5,929 

15,393 

15,001 

360 

30 

2 

25,498 

6 

64 

63 

1 

39 

59 

168 

25,666 

NET 

2,770 

18,998 

159 

229 

286 

94 

3,08 1 

14,640 

501 

8 

90,435 

87, 104 

706 

2,233 

381 

11 

112,203 

615 

14 

2,151 

1,609 

54 2 

2,513 

2,170 

1,088 

8,551 

627 

13 

121,394 

1997 1996 

NET NET 

PRO FORMA 

2,886 2,980 

19,119 19,599 

160 168 

241 400 

24 1 510 

99 109 

3,170 2,918 

14,660 14,798 

532 678 

16 18 

61,202 53,118 

53,845 48,170 

4,622 696 

2,208 2,060 

517 2,183 

10 9 

83,207 75,697 .. 

580 572 

14 12 

2,373 1,911 

1,499 1,494 

874 417 

2,997 1,507 

2,446 8,492 

2,143 2,418 

10,553 14,912 

748 854 

12 6 

94,520 91,469 

1996 

NET 

REPORTEO 

2,976 

19,547 

138 

385 

509 

103 

2,91 8 

14,7 98 

678 

18 

17,513 

16,956 

34 7 

187 

15 

8 

40,036 

572 

U 

1,911 

1,494 

417 

824 

2,785 

2,575 

8,679 

853 

5 

49,573 
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BALANCE SHEET - LIABI LITIES 
In millions of FRF 

NOTE No. I 19981 1997 1996 1996 

PRO FORMA REPORTED 
· 1 ~ I · 

7,574 3,559 

30,806 8,260 

128 128 

753 348 

6,057 475 

245 245 

294 145 

2,217 957 

67 60 

115 119 

48,256 46,308 14,296 

16,601 16,594 16,594 

11,584 7,124 3,830 

13,454 11,122 11,086 

7,069 8,474 8,4 74 

807 477 477 

445 402 382 

5133 1,769 1,7 53 

69 47 47 

2,449 2,026 1,992 

528 392 391 

1,921 1,634 1,601 

2,052 1,752 1,681 

1,446 1,570 1,566 

606 182 115 

18,024 14,947 14,806 

42 6,492 43 

13 4 4 

94,520 91,469 49,573 

Shareholders' equity 

Share capital 8,866 

Additiona l paid-in capital 50,765 

Revaluation adjustments 15 128 

Reserves 

- Lega l reserve 910 

- Statutory reserves 6, 110 

- Other reserves 245 

Retained earnings 3 0 

Inco me for the year 4,534 

Investment subsid ies 25 

Statutory provisions 104 

TOTAL SHAREHOLDERS ' EQUITY 11 71,717 

Special concession accounts 12 16,446 

Co ntingency and loss provisions 13 13,807 

Li abilit ies 

Financial liabi lit ies 15,217 

Bond loans 6,888 

Bank loans and borrowings 5 63 

Sundry loans and long-term debt 560 

Current accounts of subsid iaries 7,206 

Advances and do wn payments received from customers 123 

Operating liabilities 2,329 

Trade notes and accounts payable 5 70 

Other operating debts and bo r rowings 1,7 5 9 

Sundry liabilities 1,668 

Debt related to fixed assets and re lated accounts 1,3 38 

Other debts 33 0 

Total debts 19,3 37 

Prepaid income 58 

Unrealized fore ig n exchan ge gains 29 

TOTAL LIABILITIES 121,394 
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STATEMENT OF CHANGES IN CASH FLOW 

In millions of EUR 

Cash fl ow 

Net inCl'ease in inventori es and accounts receivab le 

Net increase in trade accOlJllts payable 

Acc rued investment income 

Interest expense and tax li abi li ties 

CHANGES IN CASH FLOW FROM OPERATING ACTIVITIES 

Purchases of tangib le and intangib le fi xed assets 

Disposals of tang ible and intangible fix ed assets 

Purchases of seell l'iti es and new loans granted 

Disposals or securities anci prev ious loans I'epai d 

CHANGES IN CASH FLOW FROM INVESTMENT ACTIV ITIES 

New loans 

Loan repayments 

JI1c rease in sharehol ders' equity 

Div idends paid 

CHANGES I N CASH flOW FROM FINANCING ACTIVITIES 

NET CHANG E IN CASH FLOW 

Casll at beginni ng of period 

Cash at year-end 

1998 

602.9 

174.4 

(23.2) 

(1 .7) 

(17.5) 

734_9 

(88. 7) 

1.4 

(5,867.3) 

1,971.3 

(3,9833) 

100.0 

(186.9) 

3,270.2 

(369.2 ) 

2,814.1 

(434.3) 

134.6 

(299.7) 

1997 1996 
PRO FORMA 

527 .3 624.3 

(136.1) (47 .1) 

64,2 (48 .9) 

(28. 4) (32.6) 

(6.6) 7.6 

420 .4 503 .3 

005.6) 021.3) 

302.9 29 

(1 ,655.9) (1 ,587.8) 

909.7 2,756. 4 

(548 .9) 1,050 .2 

58.2 4,4558 

(254.7) (4,774.1) 

67.2 214 .6 

(91.5) (30 1.2) 

(220 .8) (404 .9) 

(349.3) 1,148.6 

483.9 (6647) 

134.6 483.9 
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STATEMENT OF CHANGES IN 
In 	millions of FRF 

..... ..... '.. ........ '....... '.. ....... ......., .. 

Cash flow 

Net increase in inventories and accounts recei vable 

Net increase in t rade accounts payable 

Accrued investment income 

Interest expense and tax liabilities 

CHANG ES IN CASH FLOW FROM OPERATING ACT IVITIES 

Purchases of tangible and intangible f i xed assets 

Disposals of tangible and intangible fi xed assets 

Purchases of securities and new loans granted 

Disposals of securities and previous loans repaid 

CHANGES IN CA SH FLOW FROM INV ESTMEN T AC TIVITIE S 

New loans 

Loan repayments 

Increase in shareholders' equity 

Dividends paid 

CHANGES IN CASH FLOW FROM FINAN CI NG ACTIVITI ES 

NET CHANGE IN CASH FLOW 

Cash at beg inni ng of per iod 

Cash at year-end 

CASH 
 FLOW 

1998 

3,955 

1,144 

(152) 

(11) 

(115) 

4 ,821 

(582) 

9 

(38,487) 

12,931 

(26 ,129) 

65 6 

(1,2 26) 

21 ,451 

(2,4 22) 

18,459 

(2,849) 

883 

(1 ,966) 

1997 1996 
PR O FORMA 

3,459 4,095 

(893) (309) 

421 (321) 

(186) (214) 

(43 ) 50 

2,758 3,301 

(693) (796) 

1,987 19 

(10,862) 	 (10,415) 

5,967 18,08 1 

(3 ,601) &,889 

382 29,228 

(1 ,671) (31 ,316) 

441 1,408 

(600) (1 ,976) 

(1,448) (2,656) 

(2,291) 7 ,534 

3,174 (4,360) 

883 3,174 
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NOTE 1 ACCOUNTING 
METHODS AND PRINCIPLES 

T he 1998 parent company accounts have been drawn up 

and presented in accordance with French generally accepted 

accounting principles and the valuation methods c:'_'scrihcd 

he reafter, and they havc been converted into eUfOS using the 

official exchange rate (6.55957). 

In order to give a true and fair view of the financial position 

of the company, two exceptions to the rules of prescntation 

in the hench General Chart of Accounts have been m ade 

in the income statement. 

1 - In companies holding concessions, management of fixed 

assets under concession is a contractual obligation 

that is closely related to the public service function. 

ThereforC', resulting disposals of fixed assets a re recorded 

in operating income and not in extraordina ry income. 

The same also applies to depreciation, amortization and 

provisions of any kind as well as various adjustments 

which may alIect assets under concession. This exception 

to the rule, which makes it easier to assess operating 

income, does not affect fixed assets owned outright. 

2 - In add ition to its own activity as a company holding 

concessions in the public service field, the company 

manages a substantial portfolio of investments 

in subsidiaries and affiliates. 

In order for financi a l income to remain representative 

of cLlrrent income and to l~lCilitate comparisons of fiscal 

years, all capital tl"ansactions relating to this portfolio are 

recorded as extr~lOrdinary income_These notably concern 

provisions and reversals of provisions for investments 

in subsidiaries and affiliates and amounts due on 

investments in subsidiaries and affiliates and, where 

applicable, losses on same (see Note 4 - Extraordin:.Jry 

income and Note 7 - Financial fixed ;]ssets). 

For the sake of uniformity in presenting the income 

statement, these items are stated under e>..1:raordinary income 

and expenses, where gains and losses on disposals of invest­

ments in subsidiaries and affiliates are normally recorded. 

Valuation methods 
Intangible fixed assets: 

Intangible fixed assets include: 

- sums paid or payable constituting fees connected with 

the holding of concessions and amortized over the duration 

of th e contract not yet elapsed; the portion of these 

commitments that is not yet due is stated in the debts 

related to fixed assets and reinted accounts; 

- office software amortized over 12 months; 

- other software, specific customizations and suhsequent 

modifications resulting in its practical application 

in the technical, scientific and man:.Jgement sectors, 

amortized according to the straight-line method over 

a period of five years. 

Tangible fixed assets: 

Tangible fixed assets are valued at acquisition cost or 

at production cost with the exception of assets acquired before 

December 31, 1976 which were subject to statutory revaluation 

in 1976. 

With the exception of land, tangible fixed assets are all 

depreciated according to the straight-line method. The main 

depreciation periods are as follows: 

4-10 years for tooling, vehicles, office and computer 

equipment, 

5-20 years for industrial equipment, 

10 years for furniture and fixtures and fittings, 

15-40 years for buildings and equipment relating to water 

collection and distribution. 

Fixed assets placed under concession by the 

concession grantor: 

Suez Lyonnaise des Eaux records under dssets fixed assets 

which have an impact on add ed value. Fixed assets which 

the company is not contractually obliged to renew are thus 

not included. An equivalent \-aluc is recorded in the liabilities 

under "special concession accounts." 

Long-term investments: 

• Investments in subsidiaries and affiliates: 

These represent long-term investments which make 

it possible to take control of the issuing company or to exercise 

significant influence over it or which make it possible to 

establish business relations with the issuing company. 

If necessary, a loss provision is set aside in order to decrease 

the acquisition value to its usefulness value, determined with 

particular reference to equity value and financial return value. 

In conjunction with the valuation of these securities, 

amounts due on them are, where applicable, depreciated where 

the risk is b'Teater than the value of the securities. 

Contingency provisions may be set aside if the company 

considers its commitment to be greater than the assets held or 

if there is a risk relating to certain investments which may not 

necessarily lead to a loss on assets. 
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• Other long-term investments: 

These are investments held with a view to the long-term, 

but do not correspond to the criteria set out for investments 

in subsidiaries and affiliates. 

Inventories and work in progress 

Raw materials and consumables in inventories are booked at 

acquisition cost net of supplier discounts, rebates and reductions 

but excluding discounts for cash payments. This inventory 

is valued according to the avcr:lge weighted cost method , 

which is calcuJated each time an addition is made to the inventory. 

A loss provision is set aside for items with slow turnover. 

"Work in progress" includes: 

· Work in progress, connected to our water distribution 

business, 

• Estimated water supplies to our customers for which no 

meter-readings had been made at year-end. Such estimate 

is made at cost by customer sub-group. 

Current asset receivables 

These receivables are recorded in the balance sheet 

at nominal value and the risk of non-payment is analyzed 

on an individual basis. A provision is set aside to cover any risk 

of debtor insolvency for the amount of risk incurred. 

In relation to amounts receivable from customers, a provision 

is set aside following the sending of a second request by registered 

mail. The customer's file is then sent to the litigation department. 

Marketable securities 

Depreciation of these securities, which consist mainly 

of listed securities, begins when their listed price is lower 

at year-end than their original cost. 

Bond discounts 

Bond loans, on which repayment is accompanied 

by discounts, are booked in the liabilities of the balance sheet 

at their total value , including said bond discounts. In return, 

these discounts are recorded in the assets and are amortized 

over the term of the loan in proportion to accrued interest. 

Special concession accounts 

These liabilities accounts comprise: 

· The counterpart of fixed assets received free of charge from 

the concession grantor and recorded in the company's 

assets under "tangible fixed assets." Depreciation calculated 

on these assets has no impact on income and is charged 

to this liabilities account; 

• 0 u tsid e finan ci ng which may be prov id ed to 

the concession holder for capit<ll expenditures which 

he is obliged to make under the terms of the concession 

contract; 

• Amortization of assets under concess ion, the purpose 

of which is to rebuild funds (after deduction of outside 

financing) invested by the concession holder in assets that 

must be returned free of charge to the concession grantor 

upon expiration of the contract. This amorti zation 

is deducted from income over the res idual life 

of the contract. 

Provision for renewal 

Among the obligations borne by companies holding 

concessions is the obligation to renew water distribution 

and waste water installations which results in the company 

having to set aside the necessary provisions each year. 

These provisions are calculated by estimating the replacement 

cost of the installations based on their usefulness value, 

applying a discount coefficient each year. 

Insofar as the lifetime of fixed assets other than water pipes 

and mains is shorter than the life of the contract, the provision 

is calculated asset-by-asset, spreading their replacement value 

over the lifetime of the asset in question. 

For water pipe systems, Jnnual provisions are calculated 

contract-by-contract, with foresee8hle partial replacement 

and renovation costs being spread over the life of each contract. 

Transactions in foreign currencies 

Foreign currency income and expenses 8re recorded at their 

equivalent value in French francs :It the date of the transaction. 

Amounts receivable and payable and cash in foreign 

currency are translated at year-end exchange rates. Translation 

differences are booked in the income statement for available 

cash and stated in the balance sheet under "unrealized foreign 

exchange gains and losses" for amounts receivable and payable. 

A provision is set aside for unrealized losses that are 

not covered. 

Water sales 

Water sales are recorded in accordance with an economic 

conception of revenues and include all amounts billed 

to customers, exclusive of value added tax, but including surtaxes 

and fees collected on behalf of third parties and management 

costs. A countcq:1Jrt for these amounts received on behalf 

of local authorities is recorded under operating expenses 

under the item "manJgcment costs and other fcc rJyments." 
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\"'ith res pect to manag em ent contract s, th e md nage r 's 

remuner:ltion is recorded in services provided. 

S,lies oC water are booked when meter readings arc made, 

which make it po s ~ibl e to determine amounts owe d 

by customers. 

If the water has not yet bee n supplied but a bill ha s 

been i ss u~d in accordance with the contract (pre-billed 

subscriptions), a provision, which is recorded in the Iiahili ties 

on the balance sheet under loss provisions, is set aside 

at Yl'a r-t'nd for th e expenses incurred as and wh en the wa te r 

is supplil'd. 

Reveoues from the securities portfolio 

Dividends arc booked for their net amount in the fiscal year 

during wh ich the decision to distribute them was made 

by the appropr iate hody. 

Financial instrnments 

Suez LyonnaisC' des Eaux is active in the derivatives markets . 

Transactions not ye t closed out at year-end are recorded 

as follows: 

. Contracts on orga ni zed markets are marked to market; 

. I~o r over-the-cou nter (OTC) contracts, essentially interest 

r:He swaps , the potential accrued in teres t differenti al 

is recorded . 

NOTE 2 OPERATING INCOME 

2.1 Brea\<down of income by sector 
In millions of EUR 

Water distr ibution 

Waste water treatmen t 

Works 

Othe rs 

TO TAL 

Of which exp orts 

Corresponding profits and losses arc recorded as income 

in th e S3me way as closed-out contracts. 

Assets and li abi lities in the halance shee t direct ly 

or indirectly affected by these financial instruments are valued at 

yt'Jr-end in accorJ ~mce with the releva nt accounting princ ipl es. 

Contracts not yet closed out are reco rded in the off-balance 

sheet commitments at nominal value. They are set out in further 

detJil in No te 17.6. 

Corporate income tax 

By an election on December 20, 1990 ren ewed on 

Dccl'mber 22 , 1995 , the company decl ared that, as from 

January I , 1991, it was to Decome the pJrent company of a lax 

consolidation group within thc me3n ing of the provisions of 

Art icles 223 A et seq. of the French General Tax Code. 

The tax consolidation agreement draw n up with the sub­

sidiaries of the tax group applies the principle of tax neutrality: 

for each subsidiary involved, the ta x charge to be recorded 

in its income statement and paid to Suez Lyonnaise des Eaux 

is Gllclllated ~l S if the company had been taxed separately. 

Suez Lyonnaise des Ea ux pays the hench TreJSllry a 

tax corres ponding to th e t~l X income of thc whole tax group, 

after on~e tling profits and losses , in particular. This results 

in either a consolidation profit or loss , which is Jcquired 

by Suez Ly()nnaise des EaLlX and recorded in the results. 

(LOSS) 

1998 1997 

65 4 .6 649.7 

382.2 372.3 

41.6 41.6 

104. 5 99 .4 

1 ,182.9 1 ,163 .0 

56.9 61.0 
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2.2 Other purchases and external charges 
In millions of EU R 

Sub-contract ing connected with the "w orks" secto r 

P!lrchases of suppli es not invento l' ied 

Outside personnel 

Renta l expenses 

Fees and I'emune l'ati on of intermed iar ies 

Maintenance 

Other ex temal se rvices 

TOTAL 

2.3 Payroll expenses 
In millions of EUR 

Wages and salar ies 

Social secul' it y cont l' ibut ions 

TO TA L. 

2.4 Assets under concession 

1998 
21.6 

116.2 

23.1 

34.8 

83.4 

48.3 

95,0 

422.4 

1997 
20,7 

75.2 

20.3 

35.1 

88.4 

47.3 

100. 1 

387.1 

1998 

187 .6 

106.1 

293.7 

1997 

187 .7 

102.5 

290.2 

The book value of assets under concession removed from the assets hecause they became obsolete during the fisc d YC3r stands 

at LU R. 16.7K million, for a retirement value of El; R. 0.05 milli()n. 

2.5 Operating depreciation, amortization and provisions and reversals thereof 
Operating depreciation, amortization and provisions and reversal s thereof may be broken down as folluws: 

In millions of EUR 

Depreciation & amortization 
I ntangible assets 

Tangibl e assets 

Assets under concession 

Expenses to be accrued 

Provisions 
Renewal 

Fo r current asse ts 

For expenses 

Expense transfers 

TOTAL 

I 
DEP., AMORTIZ., 

PROVo 1998 
87.5 

30.6 

29.4 

26.4 

1.1 

85.8 

42.7 

6.5 

36.6 

173 .3 

NOTE 3 FINANCIAL RESULTS 
In millions of EUR 

Dividends on investments in subsidiaries and affiliates 

Net income on investment transact ions 

Net expenses on financing transactio ns 

Other income and expenses 

TOTAL 

REV ERSALS 

1998 
12.7 

2.3 

10.4 

50.8 

36.9 

4.9 

90 

27.6 

91.1 

1998 
520.0 

16.5 

(43.9) 

(2.9) 

489 .7 

DEP. , AMORTIZ . , 

PROVo 1997 

85.9 
28.6 

35.4 

20.9 

1.0 

65.2 
43.5 

4.6 

17.2 

151.3 

REVERSALS 

1997 
15.4 

4.4 

11.0 

35.9 
27.3 

3.0 

5.6 

44.5 

95 .8 

1997 
509.0 

53.4 

(50.0) 

0.8 

513.2 
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NOTE 4 - EXTRAORDINARY 
INCOME 

There was ex traordinary income of EUR 132.9 million 


due to the followin g transactions: 


~ disposals, including: Saint Gob<lin (EUR 394.54 million), 


San Paolo di Torino (FUR 32.47 million), contributions 

of F1cctricit (· Je 1~lhiti secu ritit·s to £lyo (EU R 27.59 million). 

NOTE 5 - CORPORATE INCOME 
In millions of EUR 

Tax on cU l'rent income (includi ng prof it-sharing) 

Tax on ext raordina l'y income 

Tax consol idation gai n for the fiscal year 

NET CORPORATE INCOM E TAX 

NOTE 6 - TANGIBLE AND 

6.1 Gross values 
In millions of EU R 

Intangible assets 

Tangible assets 

Assets owned outr igilt 

Assets placed under concession by the concession holder 

Assets placed under concession by the concession grantor 

Tang ilJle assets in-prog ress 

Advances and down payments on f ixed assets 

TOTAL 

6.2 Depreciation & amortization 
In millions of EUR 

Intangible assets 

Tangible assets 

Assets owned out t-i ght 

Assets placed under co ncession by the concess ion holder 

Asse ts placed uncleI' concession by the concession gl'antor 

TOTA L 

including: 

Wi th regard to operat ing income 


Wi th rega rd to li abil ity countel'part 


~ depreciation of foreign su bsidiary securi t ies 

(FU R 29. 5R million) including FU R 17.68 million for 

Palyja (I ndonesia); 

- additional loss provisions for Crc' disue7. (FUR 289.35 mil­

lion) and emerging countries (FUR 38.11 mi ll ion); 

- recovery of contingency provisions in the "faciliti es! 

construction" sector (FUR 79.88 million). 

TAX 


INTANGIBLE ASSETS 


1997 

596.5 

4,193.5 

329.9 

720.8 

3 1 059.3 

811 

2.4 

4 ,790.0 

1997 

156.& 

1,278.8 

216.9 

237. 5 

824 .4 

1,435 . 4 

CHANGES DURlNG THE 

INCREASES 

19.2 

300.8 

23.0 

71.9 

205.8 

0.1 

320 .0 

CHANGES DURING THE 

INCREASES 

30.5 

172.4 

18.6 

26.9 

126.9 

202 .9 

59.9 

142.8 

1998 

(123.2) 

219.1 

106.4 

FISCAL YEAR 


DECREASES 


8.2 

242.9 

11.9 

95.6 

129.3 

4.9 

1.2 

251.1 

1998 

607.5 

4,251.4 

341.0 

697.1 

3 1 135.8 

76.3 

1.2 

4,858 .9 

FISCA L YEAR 


DECREASES 


1.8 

95.7 

11.6 

36.8 

47.3 

97.5 

1998 

185.3 

1,355.5 

223.9 

227.6 

904.0 

1,540.8 

(depreci ation of assets un der concession - finallc i ng of thi rd parties - fixed assets of the cOllcession gl'alltor) 

10.5 



129 1NOTE S TO THE PARENT 
COMPANY ACCOUNTS 

NOTE 7 FINANCIAL FIXED 

7.1 Gross values 
In millions of EUR 

1997 

Investments in consolidated subsidiaries and affiliates 9,597.1 

Investments in unconsolidated subsidiaries and affiliates 960.1 

Amounts due on investments 760.6 

Other long-term investments 341.3 

Other financial fixed assets 82.3 

TOTAL 11,741.4 

In relation to securities: 

- the main acquisitions relate to Societe Generale de Belgique 

(EUR 3,931.4 million), following the public offer of exchange, 

Credisuez (EUR 897.2 million capital increase) and Sita 

(EUR 217.4 million capital increase) and Elyo (EUl{ 220 million 

capital increase in cash and contribution of Electricite de Tlhiti ) 

- the divestments relate to disposals of Saint Gobain securities 

to Saint C;obain itself (EUR 457 million), of SO'alex securities 

to our subsidiary rided (EUR 35.8 million), of I :ungarian 

Fovarosi Vismuvek securities to the project subsidiary 

Hungariaviz (EUR 38.6 million), to the contribution of 

Electricite de Tahiti to Flyo (EUR 47.1 million) 

7.2 Provisions 
In millions of EUR 

1997 

Investments in consolidated subsidiaries and affiliates 2,263.1 

Investments in unconsolidated subsidiaries and affiliates 85.5 

Amounts due on investments 55.8 

Other long-term investments 4.7 

Other financial fixed assets 2.1 

TOTAL 2,411.2 

ASSETS 


CHANGES DURING THE FISCAL YE AR 

INCREASES DECREAS E S 

5,574.8 37.7 

34.1 562 .5 

26.3 624.4 

866.0 862.3 

9.4 31.6 
.­ .... , 

6,510.6 2,118.5 

1998 

15,134.2 

431. 7 

162.5 

345.0 

60.1 ... 
16,133.5 

Amounts due on investments take into account the removal 

of an amount of EUR 609.8 million for Credisuez that has been 

capitalized. 

The other long-term investments represented buyback 

movements (EU R 793 million ) and cancellation movements 

(EUR 729.8 million) for Sue7 Lyonnaise des faux securities; 

at year-end, this entry included 387,824 Suez I.yonnaise des Eaux 

securities (EUR 63.4 million) , plus 79,252 securities entered 

as marketable securities aJiocated to the exercise of the stock 

options granted. 

CHANG ES DURING THE FISCA L YEAR 

INCREASES OECREASES 

27.9 107.8 

23.5 5.3 

0.6 1.5 

1.2 1.4 

1.8 

53.2 117.8 

1998 

2,183.2 

103.7 

54.9 

4.5 

0.3 

2,346.6 

NOTE 8 - BREAKDOWN OF RECEIVABLES BY MATU RITY DATE 

In millions of EU R 

Fixed assets 
Amounts due on investments 

Loans 

Other long-term investments 

Current assets 
Trade notes and accounts recei vable 

Other receivables 

Prepaid expenses 

TOTA L 
....... . 


.1"....
GROSS VALUE 

AS OF DEC. 31. 
1998 
222.6 

162.5 

58.4 

1.7 

733.5 
255.0 

471.8 

6.7 . . - .... 

95&.1 

. .. . , .... ....... - .. . 
MAXIM UM OF 1·5 YEARS OVER 5 

1 YEAR YEARS 

121. 7 46.4 54.5 
113.3 40.1 9.1 

8.4 4.6 45.4 

1.7 

705.5 27.5 0.5 
229.0 25.5 0.5 

469.8 2.0 

6.7 

827.2 73.9 55 .0 
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NOTE 9 .. MARI{ETABLE SECURITIES 
The marketable securities in the balance sheet which amount to El -R 330.81 million had a market value of EUR 340.27 mil· 

lion as of D ecember 31, 19':18. 

NOTE 10 - ACCRUAL ACCOUNTS 
In millions of EUR 

1998 1997 

Prepaid expenses 955 114.0 

Prepaid expenses 6.7 6.7 

Expenses to be accrued ovel' several fiscal years 8.9 9.9 

Bond discounts to be amortized 79.9 97.4 

Prepaid income 8.8 6.4 

Prepaid income 8.8 6.4 

NOTE 11 SHAREHOLDERS' EQUITY 

11.1 Changes in shareholder's equity 
In millions of EUR 
Shareholders' equity at 1997 year-end (not including income) 7,018.6 

A llocation of 1997 income to sha reholders' equity (31.4) 

Shareholders' equity at beginning of 1998 6,987.2 

Increase in capita l following the public offer of exchange with regard to Societe Genera le de Belgique 3,908.3 

Cancellation of treasury stock (729.8) 

Other changes in the 1998 f iscal year: 

. conversion of bonds 23.1 

. subscrip t ion of shares reserved for employees 61.3 

- changes in subsidies and statutory provisions (8.ll 

Sha. reholde.r~: "e~uity at 1998 year-end (not including income) 10,242.0 

11.2 Breal<down of share capital 
[n millions of EUR 

NUMBER PAR VALUE AMOUNT 

(1) (in EUR) (in millions of EUR) 

Shares making up share capital at beginning of fiscal year 126,235,772 9.15 1,154.6 

Shares issued during the fiscal year: 

increase in capital following the pub li c offer of exchange 

v'/ith rega rd to Societe Generale de Belgique 25,396,358 9.15 232 .3 

Cancellation of treasury stock (4,759,580) 9.15 (43 6) 

Conversion of bonds 21 7,101 9.15 2.0 

Exe rcise of stock options by employees 417,421 9.15 3.8 

Subscript ions to the investment fund rese rved for employees 260,665 9.15 2.4 

Shares malting up share capital at year-end 147,767,737 9.15 1,351.5 

(I) Thi s par va lu ~ is only Ih~ equivaknt of the par value in I'RF anJ J()~ nOI co rrespond to the par va lue resuliing from the ot'f'cial conversion of capital into 

cu ros as of 19YY. 
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NOTE 12 SPECIAL CONCESSION 
In millions of EU R 

Fixed assets placed under concession by the concession grantor (2) 

Fixed assets financed by third parties 

Amortization of assets under concession 

TOTAL 

ACCOUNTS 


1998 

2,231.9 

64.3 

211.0 

2,507 .2 

1997 

2,234.9 

96.3 

199.6 

2,530 .8 

(2) COrJ'L'sponds to the net book vdlue of assets provided Cre t' of ,barge by the local authority when d co nlract is signed or an amendillent is signed th ereto and 

whicb Suo Lyonnai se des b ux is under an obligation to renew. 

NOTE 13 
AND LOSS 
In millions of fUR 

STATUTORY 
PROVISIONS 

Statutory provisions 

Special revaluation provision 

Others 

Contingency and loss provisions 

Sector· related risks 

Risks re lating to emerging countr ies 

Pension liabilities 

Renewal 

Other contingencies and losses 

TOTAL 

Including provisions and reversals of provisions 

. Operating 

. Financial 

- Extraordinary 

The purpose of provisions for sector-related risks and risks 

relating to emerging countries is to hedge potenti,ll or existing 

risks connected with the business of our subsidiaries, 

particularly in the real estate field and in foreign countries. The 

EUR 111.1 million pension plan commitment provision covers 

firstly commitments made to former Lyonnaise des Eaux 

personnel for FUR 97.1 million (Note 18) and, secondly. 

commitments made to former Compagnie de Suez personnel 

which amount to EeR 14 million. 

PROVISIONS AND CONTINGENCY 


1997 

17.5 

8.4 

9.1 

1,766 

1,166.1 

38.1 

108.9 

352.9 

100.0 

1 ,783 .5 

CHANGES DUR ING THE FlSCAL YEAR 1998 
INC REASES OECREASES 

2.0 3.6 15.9 

6.30.0 2.1 

2 .0 15 9.6 

577.7 238.9 2,104.8 

371.8 148.8 1,389.1 

38.1 0.0 76.2 

111.12.2 0.0 

331.642.7 64.0 

196.8122.9 26.1 

2,120 .7 579.7 242 .5 

79.3 45.9 

2.0 2.6 

498.4 165.1 

The renevval provision records , in particular. the impact 

of contracts ending. 

Beyond the various contingencies and losses connected 

with our water distribution business. th ese provisions take 

into account the impJct of a draft agre ement on early 

retirement measures proposed to employees of the company. 
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NOTE 14 - BREAKDOWN 
BY MATURITY DATE 
In millions of EUR 

Long-term debts 
Convertible bond loans 

1990 6.50% convertible bonds 

1996 4% convertible bonds 

Bank loans and borrowings 

M iscellaneous loans and long-term debt 

Current accounts of subsidiaries 

Trade payables and sundry liabilities 
Trade notes and accounts payable 

Tax and social securi ty liabilities 

Other trade payables 

Debts related to fixed assets and related accounts 

Other sundry liabilities 

Prepaid income 

TOTAL 

NOTE 15 - REVALUATION 
In millions of EUR 

Provisions 
Land 

Buildings 

Machinery, equipment and tooling 

TOTAL PROVISIONS 

Reserve 
Investments in subsidiaries and affiliates 

OF DEBTS 


GROSS VALUE I 
AS OF DEC. 31, 

1998 

2,319.8 

1,050.1 

399.4 

650.7 

85 .8 

85.4 

1,098.5 

618.3 

86.9 

88.7 

179.5 

204.0 

50.3 

8.8 

2,938.1 

1997 

0.3 

1.5 

6.7 

8.2 

19.5 

AND LIABILITIES 


MAXIMUM OF" 1-5 YEARS 

1 YEAR 

1,632.3 647.1 

420.1 630.0 

399.4 

20.7 630.0 

85.8 

27.9 17.1 

1,098.5 

475.0 86.1 

86.4 0.3 

88.3 0.5 

179.4 0.2 

61.7 85.2 

50.3 

8.8 

2,107 .3 733.3 

CHANGES DURING TH E FISCAL YEAR 

ADDITIONAL DECREASES 

DEPREC. DUE TO 

& AMORT. OISPOSAlS 

0.2 

0.2 0.2 

0.6 1.1 

0.8 1.3 

OVER 5 

YEARS 


40.4 

40.4 

57.2 

0.2 

57.0 

97.6 

1998 

0.1 

1.1 

5.0 

6.1 

19.5 

NOTE 16 - ITEMS RELATING TO SUBSIDIARIES AND AFFILIATES 
WHICH COME UNDER SEVERAL BALANCE SHEET ENTRIES 
In millions of EUR 

SUBSIDIARIES AFFILIATES .......... :-" .... ........
' 

Investments 12,521.1 349.9 

Amounts due on investments 95.0 3.5 

Trade notes and accounts rece ivab le 6.3 

Other receivables (including debit balances in current accounts of subsidiat' ies) 217.8 8.4 

Credit balances in current accounts of subsidiaries 999.2 

Trade notes and accounts payable 4.6 1.1 

Other Iiabi Iities 5.9 15.2 
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NOTE 17 .. FINANCIAL 
COMMITMENTS 

17.1 Former Lyonnaise des Eaux 
pension commitments 
The amount of commitments given with respect to vested 

pension commitments and retirement benefits corresponds, 

firstly, to all of the rights acquired as of December 31, 1988 

by all current personnel or former employees who had retired 

at that date in respect of the previous pension plan, and, 

secondly, to contractual retirement indemnities and benefits, 

the amount of which is updated as of December 31 of each yea r. 

These commitments are valued on the basis of the following 

actuarial assumptions: 

- annual interest rate: 5.06% 

- annual salary increase rate: 2% 

- annual company pension plan increase rate: 2% 

- mortality tables: TV 88-90 

The sum of commitments calculated in this way amounted 

to EUR 170.4 million as of December 31,1998 and is broken 

down as follows: 

- Retirees 

. covered by insurance 

17.3 Leasing 
Leased assets 

In millions of EU R 
ORIGINAL 

VALUE 

Bu ildings 60.S 

Other tangible fi xed assets 63.1 

TOTAL 123.9 

Leasing commitments 

In millions of EUR 

LESS THAN 
1 YEAR 

Buildings 3. 5 

Other tangible fi xed assets S.5 

TOTAL 12.0 

93.6 

66.0 

, covered by a provision 27.6 

- Current personnel 76.8 

. covered by insurance 7.1 

. covered by a provision 69.7 

Starting from January I , 1989, the date of implementation 

of the new contributory pension plan, commitments have been 

limited to the pay ment of fixed contributions to an insurance 

company. 

17.2 Former Compagnie de Suez 
pension commitments 
Commitments with respect to retirement benefits granted 

to employees by the former Compagnie de Suez can be broken 

down into four categories: 

- pensions paid to Compagnie du canaJ de Suez retirees 

- pensions paid to Banque de Suez retirees 

- supplemental pensions paid to former employees in accor­

dance with Jgreements entered into between 1988 an d 1993. 

- a guaranteed pension, for which the pension plan was closed 

in 1995 by Compagnie de Suez's board of directors, that shall 

be paid to a specified group of retirees. 

In order to provide for these future expenses, a FUR 14 million 

provision has been booked on the balance sheet. 

LEASE PAYMENTS 

FOR THE 

FISCAL YEAR 

3.4 

7.5 

10.9 

LEASE PAYMENTS 

1-5 YEARS 

13.4 

23.9 

37.3 

ACCUMULATED 

LEASE PAYMENTS 

13.3 

32.9 

46.2 

REMAINING DUE 

MORE THAN 
5 YEARS 

DEPRECIATION ACCUMULATED 

EXPENSE FOR DEPRECIATION 

THE FISCAL YEAR 

1.4 3.S 

4.3 25.6 

5.7 29.4 

TOTAL RESIDUAL 
PURCHASE PRICE 

., ...... _... _..... 
39 .2 56.1 0 

IS .6 51.1 0.2 

57.8 107.2 0.2 
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17.4 Commitments given 

In millions of fUR 

lnternational contract guarantees 

Real estate sector guarantees 

Sale ag reement guarantees 

Guaranteed va lue ce rtificate commitments 

Others 

The 25,396,358 guaran teed value certificates were iss ued 

at the time of the public offer of exchange wi th regard to 

Societe C enerak de Belgique and entitle holders to receive, 

between D ecember 29, 2000 and March 30, 2001, a sum 

in French francs that is equal to the difference , if pos itive, 

between FUR 167.69 and the listed market price of Suez 

Lyonnaise des f aux shares, as defined in the offer of 

exchange, up to EUR 27.44 per GVc. 

The commitments given correspond to 25,396,3SR outstand­

ing GVCs for EUR 27.44 each. The market value of th e GVCs 

as of December 31, 1998 amounted to EUR 154.R9 million. 

Other commitments were given to the a utho r ities in 

Hong Kong, to guarantee the performance of agreem ents 

17.5 Commitments received 

In millions of EUR 

Re turn to profit 

Others 

17.6 Reciprocal commitments 

In millions of fUR 


Rate swaps 

Forward exchange contracts 

Options 

6482 

288.0 

573.2 

696.8 

133.2 

acquired by Sita from Browning-Ferries Industries; this guarantee 

is counter-guaranteed by our subsidiary Sita. 

Suez Lyonnaise des Eaux made commitments by way 

of option agreements: 

- to A.I.G . - "Asian Infrastructure Fund LP" and "Tropical 

Excellence Infrastructure Pte Ltd" to buy back the Lyonnaise 

Asia \Vater Limited shares subscribed by these two companies. 

- to allow holders of Lyonnaise des Eaux equity warrants, 

which relate to No rthumbrian shares, to transfer to Lyonnaise 

des Eaux the purchase of one Northumbrian Water Group PLC 

share for the price of GBP 1.96 provided that holders can prove 

that they has already acquired the 35 warrants required to apply 

for one Lyonnais(' des Eaux share. 

142.7 

35.7 

215.9 

35.4 

815.3 * 

, This Linc pr imari ly «)l1ce-rn, put and call options for sh"res and cOl1vcr1ihlc bond, in AX !\ . 

NOTE 18 VALUATION OF DEFERRED TAXES AT YEAR-END 
In millions of EUR 

TYPE OF TIMING DIFFERENCES 

Non tax-deductible expenses or temporarily non-taxab le income 

Pension commitment provisions 

Expenses deducted for tax purposes but not yet booked for accounting pUl'poses 

Income taxed but not yet booked for accounting purposes 

Difference between value of securities for accounting and tax purposes 

TOTAL 

DEFERRED TAX : ASSETS (LIABILITIES) 
1997 VARIATIONS ,-, ---'-1-9-9-8-' 

534.9 95,8 630.7 

40.7 39 .8 0.9 

(9.9) 8.8 0.1) 

7.5 (6.3) 1.2 

(9.3) 2.1 (7.2) 
9· ..... -··· ..... 

563 .0 101.3 664.3 
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NOTE 19 AVERAGE WORKFORCE 


Company personnel 

Senior management and executives 

Lower management and supervisory staff 

Workers, employees, technical staff 

Personnel on loan to the company 

1998 

5,494 

769 

1,062 

3,663 

12 
I" 

1997 

5,503 

747 

1,048 

3,708 

18 

NOTE 20 - PLAN FO R TH E YEAR 2000 DATE CHAN G E 
AND THE CHANGEOVER TO THE EURO 

The com pany has prepared for these two deadlin es 

by setting up a working group in June 1996 with the purpose 

of preparing the information systems for the yea r 2000 date 

change and the changeover to the euro. 

The plan takes into account, not on ly management 

hardv·,Iare and software, but also all the data processing 

and technical electronic equipment for the catchment, treatment, 

production and distribution of water and for waste water 

treatment to provide for the continuity of publ ic service at 

the time of the year 2000 date change. 

Any possible consequences for building management 

systems, including the impac t on heating systems, eleva tors 

and control of access to the buildings themselves as well 

as the impact on automotive equipment, are also taken 

into account. 

Furthermore, the Company is contacting its main suppliers 

and subcontractors in order to obtain an assurance that they 

have implemented the necessary means to ensure continuity 

of supplies and serv ices. Measures will also be taken in order 

to avoid any disruption of supplies during this period. 

Fina lly, contingency plans will be implem ented in order 

to deal with any incidents that may arise despite the preparations 

so as to ensure continuity in the provisi on of water and waste 

water treatment services to the public. 

A large portion of our internal IT resources and those of 

. our subcontractors have been all ocated to the crucial year 2000 

project. Thus, the changeover to the euro for most of our 

management systems has been postponed to 2001. However, 

steps have been uken to provide billin g and pay slip 

information in euros and to accept payments from our 

customers in euros as of January 1, 1999. 

From a financial standpoint, the measures implemented 

occasionally coincide with the replacement of certain hardware 

or software that was already planned or with the changes required 

as a'result of the changeover to the single currency. Thus, it can be 

difficult to establish the costs that only relate to the year 2000 issue. 

Overall expenditure is estima ted at approximately 

EUR 18.6 miJJion : EeR 5.2 million have already been used 

and EUR 9.4 million have been booked in provisions, while 

Ee R 4 million remains to be invested. 
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Five-year financial summary of the company 

I) Capital at year-end 

Share capital (in EU R) 

Number of existing ordinary shares 

Maximum number of shares to be issued 

in the future 

· By bond conversion (lJ 

· By the exe rcise of subscription rights (2) 

· By the exercise of Northumbrian 

stock put'chase warrants () 

ll) Operations and income 
for the fiscal year (in millions of EUR) 

Revenues before ta x 

income before tax, emp loyee profit-sharing, 

depreciation, amortization and provisions 

Corpo rate income ta x expense (gall1) 

Employee profi t-sharing due for t he f iscal year 

Income after ta x, employee profit-sharing, 

deprec iation, amortization and provisions 

Dividends di st r ibLJted 

rm Earnings per share (in EUR) (4) 

Income after tax and employee 

profit-sharing but before depreciation, 

amortization and provisions 

income after tax, employee profit-sharing, 

deprec iation, amortization and provisions 

Dividends allocated per share 

N) Personnel 

Average workforce emp loyed 

during the fiscal year 

Total payroll for the fiscal year 

( in millions of EUR) 

Total amounts paid during the fiscal year 

in respect of social benefits (social security, 

contributions to welfare schemes and 

chari tabl e works, etc.) 
(in millions of EUR) 

1997 1996 1995 19941998 

1,351,622,777.1 11,154,67 1,162.9 542,552,993.6 530,940,650.1 519,435,892.9 

147,767,737 126,235,772 59,315,239 58,045,706 56,787,935 

9,586,000 9,586231 2,951,714 2,951,714 

2,060,658 

9,368,899 

2,492,585 1,760,600 1,521,650 1,286,250 

976,513 1,99 8,203976,513 

1,803 .3 1 1,799.8 1,336.7 1,239.6 1,188.5 

520.6 3 19.4 345.9 271.7 

006.4) 

937.7 

097.7) (4.7) 2.3 

5.3 2.3 2.0 3.45.5 

691. 2 1 338.0 145.9 123. 3 120.4 

527.0 369.2 118.1 101.8 123.2 

7.0 1 5.6 5.3 5.9 4.7 

4.71 2.7 2.5 2.1 2.1 

2.7 2.3 1.8 1.8 1.8 

5,
494 

1 
5,503 5,358 5,229 5,110 

187.7 187.7 170.7 165.3 158.2 

106.1 I 102.6 96.2 93.1 86.9 

I··, 
(I) - following the is~uc: 

- in 1990 uf 2,953,740 honds at the ~un"Cnt ratc of one hond per share (as of December 3 1, 199R: 2,8 10,358 honds rcm,ining, i.c. 2,810,358 shares) 

- in 1996 ui' 6,634,616 bonds 3t the current rate of one bond per share (as of December 31. 19911: 6,558.541 bonds remaining, i .c. 6,558.541 shares) 

(2) - stock opt ions for the henefit of Gruup personnel 

(.;) - following the issue in 1996 by Nonhumbrian of 69.937. 105 ~hare$ to each of which is attached one Suez Lyonnaise des Faux equity warrant which entitles 

the holder 10 subscribe tn onc sharc for 35 warranls (as of l lecl'mber 31, 1998: 34 ,177,955 warrants, i .e. 976513 shares) 

(-I) based on 14 7.767.737 shares exist ing as of December 31. 1998. 
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GENERAL STATUTORY AUDITORS' REPORT 

To the Shareholders of Suez Lyonnaise des Faux, 

In compliance with the assignment entrusted to us at the Annual Ceneral Meeting of Shareholders, we hereby pn:st::n t to you 

our report relating to the fiscal year ended Decemher 31,1998 on: 

• the audit of the accompanying parent company accounts of Suez Lyonnaise des f aux, drawn up in French francs, 


. the specific verifications and information stipulated by the law. 


T hese parent company accounts have been approved by the Executive Board. Our role is to express an opinion on these 


accounts based on our audit. 


1. Opinion on the parent company accounts 
We conducted our audit in accordance with the professional standards applied in France. Those standards require that we plan 


and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. 


An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the accounts. An audit 


also includes assessing the accounting principles used and significant estimates made by management to draw up the accounts, 


as well as evaluating the overall accounts presentation. Vie believe that our audit provides a reasonahlc basis for our opinion 


as expressed hereafter. 


In our opinion, the financial statements give a true and fair view of the Company's finnncial position, and its assets and liabilities 


as of December 31, 1998, and of the results of operations of the company for the year then ended. 


2. Specific verifications and information 
We also performed the verifications specifically stipulated by law, in accordance with the generally accepted auditing standards. 


'vVe have no comments to make as to the fair presentation and conformity with the parent company accounts of the information 


provided in the management report of the Executive Board and in the documents sent to the shareholders relating 


to the company's financial position and accounts. 


In accordance with the law, we have ensured that the various information relnting to acquisitions and controlling interests 


and the identity of the shareholders has been provided to you in the management report. 


Paris and Neuilly, April 16, 1999 

The Statutory Auditors 

Mazars & Guerard: Barbier Frinault & Autres 

Frederic Allilaire Arthur Andersen: 

Christian Chochon 

~, ;il 
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SPECIAL STATUTORY AUDITORS· REPORT 

ON REGULATED AGREEMENTS 

Parent company accounts - Fiscal year ended December 31, 1998 

To the Sh areholders oC SU l'L. Lyonnaisc des Eaux, 

Acting in our capacity as the statutory auditors of your company, we hereby provide you with our report on the regula ted 

agreements. 

In accordance with Article 145 of the Law oOu'l) 24, 1966, we were informed of the Jgreements that were previously authorized 

by your Supervisory Board. 

It is not our responsibility to examine whether any other agreements exist, but rather to disclose, based on the information 

give n to us, the main fea tures, terms Jnd conditions of those that have been brought to our attention, without having 

to give an opinion on their interest for the company or their well-founded nature. In accordance with the terms of Articlc 117 

of the Decrec 01 March 23, 1967, it is your responsibil ity to assess the interest for the company in entering into these agreements 

with a view to thei r approval. 

We conducted our audit in accordance with the professioncd standards applied in France. Those standards require that 

we pl'rfurm due diligence reviews to verify that the information that was given to us is consistent with the source documents 

from which this information is taken. 

1. With Sita 

Member of the Executive Board: Mr. Philippe !3rongni<1r t 


Members of the Supervisory Board involved: Mess rs. Rene Coulomb, Andre )cllTosson and Claude Pierre-Brossolette 


At its meeti ngs on January 14, 1998 and April 14, ]998, your Supervisory Board authorized the counter-guarantee granted 


by Sita to Suez Lyonnaise des fa ux for the guarantees granted by Suez Lyonnaise des Eaux to the authorities of Hong Kong 


within th e scope of Sita' s acquisition of the international business of Browning- Ferries Industries. 


The amount and duration of this commitment are not stated. 


This acquisition will take place in two separate stages: 


. in January ]999, Crec.lit Agricole will acquin: 70% of tht' capital of Banque Sofinco according to the following terms and conditions: 


- 18% under the conditions of th e call option provided for in the agreements entered into between· the partners in J\ugust 1'193, 


- 52% by direct acquisition . 


. in January 2000, Suez Lyonnaise des E<i Llx will transfer the rt'mainder of its Sofinco shares - i.e., 30% - to Credit Agricole. 


The price of the 82% acquired th rough means other than the call option was established on the basis of a valuation of Banque 


Sofinco at FRF 10.39 biLlion. The total amount of the transaction will be FRF 9.15 biIJion, based on the value as of June 30,1998. 


2. With Caisse Nationale de Credit Agrioole 

Member of the Supervisory Board involved: M r. Lucien DouroLlx 


At its meeting on April 14, 1998, your Supervisory Board Authorized thl' sale of 100% of Banque Sofinco to Credit Agricole. 


1. With Credisuez 

Members of the Executive Boarc.l involved: Messrs. Gerard Mcstrallet, Fran<;:ois Jaclot and Philippe Brongniart 

At its meeting on April 14, 199R, your Supervisory Hoard authorized the Executive Board to grant the joint surety of Suez 

Lyonnaise des 'faux to tbe purchaser of ISM SA for the payment of all the sums due by Credisuez for the implementation of 

the guarantet's granted within the hamework of the sale, that is a seller' s guarantee with regard to assets and liabilities for the 

portion limited to 25% of the selling price, i. e. FRF 265 million. 

At its meeting on October 14, 1998, your Supervisory Board authorized the grzlllting of a joint surety covering all of Credisuez's 

commitments within the scope of the sale of Banque La Henin. These arc seller' s guarantees limited to 25% of the price 

of the transaction that are valid un tiJ the end of 2001, e.xcept for unlimited tax- and social security-type guarantees that are 

valid until the lcgallimitation period expires. 
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4. With Compagnie de Saint Gobain 

Member of the Executive Board involved: Mr. Gerard Mestrallet 

Member of the Supervisory Board involved: Mr. Pierre Faure 

At its meeting on May 5,1998, your Supervisory Board authorized the agreement planned between Suez Lyonnaise des Eaux 

and Compagnie de Saint Gobain to release their cross-shareholdings. 

The planned agreement includes the following terms and conditions: 

• following the adoption by the French Parliament of the law authorizing the acquisition of shares, Suez Lyonnaise des Eaux 

would buy 4.2 million Suez Lyonnaise des Eaux shares from Saint-Gobain while , for its part , Saint-Gohain would acquire 

2.3 million Saint-Gobain shares, 

• the prices applied for the exchange and sale were calculated , 1997 dividend off, on the basis of the average weighted prices of 

the last ten Stock hchange trading sessions, which gave FRF 1,010.7 per Suez Lyonnaise des Eaux share and FRF 981.6 per 

Saint-Gohain share, 

• the exchange would be performed by the two parent compan ies; unless the Law of December 31, 1998 were to come into 

effect, a substitution mechanism would enable Suez Lyonnaise des Eau x to acquire the shares held by Saint-C;obain, via a 

company within its C roup. 

· the 2.3 million Saint-Gobain shares still held by Sue? Lyonnaise des Eaux following the exchange would be reclassified in co­

operation with Saint-Gobain , either directly or by way of a bought deal. 

5. With Degremont and Northumbrian Water Group 

Member of the Executive Board involved: Mr. Philippe Brongniart 

Member of the Supervisory Board involved: Sir Frederick Holliday 

At its meeting on October 14, 1998, your Supervisory Board authorized the guarantee and counter-guarantee to be granted 

within the scope of the joint offer made by Northumbrian Water Group and Degremont for an agreement for the operation 

of a waste water treatment plant. 

6. With Elyo 

!\/[embers of the Executive Board involved: Messrs. Philippe Brongniart and Fran<;:ois Jaclot 

At its meeting on October 14, 1998, your Supervisory Board authorized the principle of a contribution to Elyo of the shares 

of flcctricite de Tahiti that SUC! Lyonnaise des bux held. 

Within the context of the policy of re-centering and simplifying the Group's structures, it was contemplated that Suez Lyonnaise 

des Eaux would acquire the 29% of the capital of Electricite de Tahiti held by its subsidiary SPSP for the sum of 

fR F 206.6 million and then transfer its entire stake, which would thus have been increased from 39.8% to 68.8%, to Elyo in 

the form of a contribution in kind. The values envisaged \-vould be FRf 1,031.25 per Electricite de 'lahiti share and HZF 375 

per Elyo share, which gives an exchange parity of 11 Elyo shares for 4 Electricite de Tahiti shares. 

Furthermore, in accordance with the Decree of March 23, 1967, we were informed that the performance of the following 

agreements, approved during previous fiscal years, continued during the last fi sca l year. 

7. With Compagnie de Saint Gobain 

The principle of a reduction in the cross-shareholding between your company and Compagnie de Saint Gobain was authorized in 

1997, pursuant to which each company committed to halve its interest in the capital of the other over a period of twelve months 

following the request \-vhich would be made by the latter company. Furthermore, this boa rd of directors' meeting authorizd the 

granting of a mutual right of first refusal in relation to shareholdings until they have each faUen to less than 2% of the voting rights. 

The complete release of the cross-shareholdings took place during the 1998 fiscal year. 

8. With Degremont 

The return to profit cJa use, which was laid down at the time of the granting of subsidies to Degremont in 1984, 1985 and 1987, 


was amended; through this amendment, Degremont pledges to pay back the balance of the subsidies and cancellations of debt 


that were granted to it by Suez Lyonnaise des faux at a rate of 10% of its net book income over ten fiscal years 8S from 1991 


up to th e amount of sums due. 


The repayment for 1998 provided for under this agreement stands at FRF 4 million. 


http:1,031.25
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9. With Dumez 

In 1998, no repayments relating to the return to profit clause agrel:d to at the time of the cancellation of debt, which was 

gran tl:d by Suez Lyonnaisc des Eaux to Vumez in 1992, were m ade. 

JO. With Elyo 
The performance guarantee given by Suez Lyonnaise des Eaux to Elyo relating to the construction and rU llning of a refuse 

incinerating plant in RiIieux-la-Pape is still effective. 

II. With Sita 

The guarantee granted by Suez Lyonnaise des Faux relating to the Nent dump call for tenders is still effective. 

12. With Eurawasser 

The wmmitment given by Suez Lyonnaise des Eaux relating to the fun ding of investments to be made within the conkxt 

of the water distribution and waste water treatment services contract for the city of Rostock (Germany) is still effective. 

13. With Lyonnaise Europe 

The purpose of this agreement is to guarantee GBP 13,0 IS million worth of loan notes issued by L)'onnaise Furope. 

14. With Lyonnaise Deutcbland 

The agreement, which transformed the balance of the deb t due by Lyonnaisc De utschland (i.e. D F:v1 45 million 

as of December 31,1998) as well as the interest due and future interest payable into a subordina te debt whose repayment 

by Lyonnaise Deutschland would be subject to a return to profit or the recording of a liquidat ing dividend , is still effective. 

15. With Compagnie Fonciere Internationale (CFI) 

In th e con text of commitments made by CH to its employees in July 1994 and guaranteed by Compagnie de Suez, only two 


gua rantees remain in force: 


- supplementary redundancy indemnities for former C FI .employees made redundant on December 31, 1999 at the latest, 


- retirement indemnities relating to CFl employees transfe rred to Unibail (until September 30, 2004). 


This agreement did not affect the 1998 fiscal year. 


16. With Credisuez and its direct and indirect subsidiaries 

Following the decisions taken concern ing the centralization of all of the real estate activities of the Compagnie de Suez group 

within the Credi5ucz group, guarantees of value were granted by Compagnie de Suez and taken over by Suez Lyonnaise des 

Eaux at the time of the merger: 

Guarantee granted to Reaumur participations and to three of its subsidiaries, Savipar, Financicre i\storg Saussaie~ and SNC 

Partie!' The effects of this guarantee on the 1998 fi scal year were as follows: 

- Sue? Lyollnaise des Eaux was caJled upon for gua ra ntees for a totai amount of FRF 198 million; 

- the total resid ua l amount guaranteed was FRF 213 million as of December 3J, 1998 for which full provisions were set aside 

in the accounts closed on that date; 

- Compagni e de Suez made funds corresponding to the guarantees which had not been called at this date available in advance 

as from July 1, 1996. Funds transferred in this \vay do not bear interest. 

Guarantee gra nted to Astofoncier. The effects of the gua rantees granted at the time of the sales of Zeus and Sanrive on the 1998 

fiSGll year were as follow s: 

- Suez Lyon naise des Eaux was called upon for guarantees for a total amount of FRF 85 million; 

- the total residual amount guaranteed was fRf 118 m illion as of December 31, 1997 for which total amount provisions were 

set aside in the aCCOll.nts closed on that date; 

:ompagnie de Suez granted three banking institutions first demand guarantees concerning three loans subscribed by Credisuez 

for a total <1ggregate amount of FRF 1,600 million. These guarantees do not bear interest. 

Compagnie de Suez authorized the granting of a 1 O-yea r joint surety to th e group taking over Credit aI'Habi tation; this surety 

is limited to the guarantee relating to obligations, events or potential risks which might have affected the management of business 

debts contributed by Banque La Henin and Banque Monod to the company sold and which were, for the most part, paid off. 
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17. With Suez Industrie 

The counter-guarantee agreement signed in December 1995 by Compagnie de Suez for the benefit of Sucz lndustrie relating 


to a sum of FRF 165 million is still effective. 


This counter-guarantee does not bear interest. 


This agreement did not have any effect on the 1998 fiscal year. 


18. With Bank Indosuez 

. Operations resulting from the absorption of Compagnie La Henin by Compagnie de Suez in 1991. 

Suez Lyonnaise des Eaux previously guaranreed Banque lndosuez for FRF 337.15 million in repaying a bridging loan grantcu 

to Zeus. This guarantee ended in 1998, after Credit Agricole Indosuez pulled out of the Zeus banking pool. 

. Other operations 

Compagnie de Suez took over all of Banque Indosuez's risk on an investment credit relating to two parts of the Reamur package 

in order to release it from such risk on a definitive basis. Following the sale of the p;]rts of the Reamur package, Credit Agricole 

lndosuez was reimbursed for FRF 210.6 million , and Fonciere de l'Arcade was reimbursed for FRf 34.4 million. The guarantee 

was therefore closed out at year-end. 

19. With Caisse NationaJe de Credit Agricole 

Compagnie de Suez granted a seller's guarantee to Ca isse Nationale de Credit Agricole within the framework of the sale 

of the major ity shareholding in Banque Indosuez to Caisse Na tionale de Credit Agricole. In 1998, no payments were made 

rel ating to this guarantec, which is limited to 24% of the selling price. 

20. With Banque La HeDin 

The authorization for Suez Lyonnaise des Eaux to sell shares that it held in the capital of Banque Monod to Banque La llenin 


for the nominal sum of FRF 1 was accompanied by: 


- a seller' s guarantee limited to one year as from January 1, 1998 (except for tax guarantlOes which shall expire after January I, 


2000) and to a sum of FRF 50 million. This guarantee was called during the tlscal year in the amount of FRF 47 million. 

- a guarantee on the value o f the buildings held by Banque Monod in order to compensa te for the loss which would result 

from the sale of these buildings. This guarantee Clpplied only to requests made before December 31, 1997. The call under 

the guarantee was made before 1997 year-end in the amount of FRF 79,748 million . 

Paris and \Ieuilly, April 16, 1999 

The Statutory Auditors 

Barbier Frinault & Autres: Mazars & Guerard: 

Arthur Andersen Frederic Allilaire 

Christian Chocbon 

~,
IJ!~ 
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Information required 
by French law and 
administrative information 
INFORMATION 
ABOUT THE COMPANY 
Name (article 2 of the by-laws) 
Suez Lyonnaise des Eaux. 

Registered office (Article 5 of the by-laws) 
72 avenue de la Liberte - 92000 :· ·:anterre - France. 

Administrative headqu3rlcrs: 1 rue d'Astorg - 75008 Paris - France. 

Legal form of the company (Article 1 
of the by-laws) 
French Societe Anonyme (joint-stock corporation) with a 

Executive Board and Supervisory board governed by the Law 

of July 24, 1966, the Decree of March 23, 1967 and subsequent 

laws relating to business corporations. 

Life (Article 4 of the by-laws) 
Except in the event of early winding-up or extension, as 

provided for by law and the company's by-laws, the life of the 

Company shall end on December 31, 2040. 

Corporate purpose (Article 3 of the by-laws) 
The corporate purpose of the Company is to use all means to 

manage and promote its present and future assets in all 

countries, and in particular: 

a) obtaining, purchasing, leasing and operating any 

concession or business relating to the supply of drinking or 

industrial water to cities, the removal and treatment of 

waste water, drainage and waste water services operations, 

irrigation and the construction of any installation used to 

transport, protect or store water. 

b) obtaining, purchasing, leasing and operating all kinds of 

sales and services to municipalities and private individuals 

in connection with urban development and management 

of the environment. 

c) studying, preparing and performing all public and private 

projects and works on behalf of municipalities and private 

individuals, drafting and conclusion of all agrccments or 

contracts relating to the performance of such projects and 

works. 

d) acquiring shares and ownership interests in existing or 

future companies, by means of subscription, purchase, 

contribution, exchange or by all other means, equity 

securities, shares, bonds, and any other security i:: ::, ued. 

e) 	obtaining, purchasing, selling, licensing ~ll1d utilizing all 

patents, patent licenses and processes. 

f) 	in general. entering into all industrial. commercial , financial 

and property (personal or real property) transactions 

directly or indirectly relall'rl to the company's corporate 

purpose or likely to facilitate and promote the company's 

business. 

The corporate purpose of the Company may, furth"rmore, be 

amended by the general meeting of shareholders in accordance 

with the law and Article 35 of its by-laws. 

Company registration 
The Company is registered in Nanterre under number 

B 542 062 559 02239. Its APE code is 41 OZ. 

Consultation of legal documents relating 
to the Company 
The legal documents relating to Suez Lyonnaise des Eaux may 

be consulted at the administrative headquarters of the 

Company: I. rue d'Astorg - 75008 Paris - France. 

Fiscal year (Article 37 of the by-laws) 
The fiscal year of Suez Lyonnaise des Eaux begins on January 1 

and ends on December 31 of each year. 
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Statutory appropriation of earnings 
(Article 39 of the by-laws) 
One-twentieth of the profit generated , after deduction of any 


prior losses carried forward, is trans/erred to the legal reserve. 


This tran~ter ccases to be mandatory once the legal reserve 


reaches one- tenth of the share capital. 


Any remaining profits (including any retained earnings) are 


avai lable for distribution as dividends. 


The following amounts are drawn on such distributable profits: 


I) The amount needed to pay shareholders an initial dividend 


equivalent to 5% of the paid-in, unredeemed value of the share 

capital, without shareholders having any entitlement to claim 

payment of this dividend from profits generated in subsequent 

years, should the current year's earnings be insu fficient to 

cover such an amount. 

2) amounts that the Annual General Meeting of Shareholders has 

decided, on the Execut-ive Board 's recommendation, to carry 

forward or to transfer to reserves or a contingency fulld set up 

for the purpose of total or partial redemption of the 

Company's shares, in particular. 

Any remaining distributable profits are to be shared equally 

among the shareholders in proportion to the par vallie of their 

holdings, as a supplementary dividend . 

Annual General Shareholders' Meetings 
• Convening of meetings, conditions relating 

to attendance and the exercise of voting rights 

(Articles 26-34 of the by-laws) 

AJI shareholders are entitl ed to attend the Annual General 

Shareholders' Meetin gs, regardless of the number of shares 

th at they own. 

A shareholder ma y only be represen ted by another 

shareholder o r hi~ / he r spouse. 

Each shareholder is entitled to as many votes as the l1 umber of 

shares that he/she owns o r represents, without lim itation , 

subject to the prov isions of Articles 356-1, 356-4 and 359-1 of 

the Law of July 24, 1966. Dual voting rights are granted to 

holders o f full y- pa id in shares that have been registered in the 

shareholder' s llame for at least rwo yea rs. Dual voting rights 

are also conferred immediately on any registered shares 

distributed without payment to a shareholder in respect of 

shares that already entitled the shareholder to such rights. 

Dual voting rights are surrendered when registered shares are 

converted into bearer shares or whe n they change hands. 

However, a change of ownership through inheritance, the 

liquidation of m arital community property between spouses 

or a donation inter vivos in favo r of a SPOllSf; or a close relative 

does not result ill the loss of such rights and also do es not 

affect the calculation of the time limit after which such rights 

are acquired. 

Shareholde rs present at meetings or their dul y accredited 

proxies vot e by show of hands, unless <1 :,l'crct ballo t is 

requested ei ther by tJ1C President or by sha fl:holders jointly 

holding at least one-ten th of the share capital. 

Any shareholder may vote by mail in accordance with the laws 

and regulations in force. 

Voting forms that do not indicate the shareholder's intention 

or by which th e shareholder abstains are counted as votes 

against the resolution in qu estion . 

A shareholder providing or enjoyin g a special benefit is not 

entitled to vote on a motioJl to approve that benefit on his 

own behalf or as a proxy, and hi:·;/her sharf::, are not taken into 

account when calculatin g the majority vote and quorum. 

• CompUance with ownership thresholds 

(Article 13 of the by-laws) 

In addi tion to complying with th e obligations contained in 

r ticles 356-1 to 356-1-4 of the Law of Ju ly 24, 1966, any legal 

en tity o r individual who directly or indirectly owns a number 

of sha res exceeding 1% of the share CJ pi tal is required to 

info rm the Company within fifte en days . This ob ligation also 

applies to each additional 1 % of the share capi tal acquired. 

Failure to compl y with thi s obligation is penalized , at the 

request of one or more shareholders holding at least 5% of the 

share capital , by cancellation of the voting rights pertaining to 

the shares whose percentage ownership should have been 

declared. This cancellation applies to all shareholders' 

meetings held within tvvo years as from the date on which the 

notification is d uly effected. 

• Identity of shareholders (Article 11 of the by-laws) 

The Company may, at any time and in accordance with the 

laws and regulations in force, request the stock market clearing 

hOLlse to in fo rm it of the identity or, in the case of a k8C11 entity, 

the name, nationality and address of ho lders of shares 

conferring the immediate or futLire right to vote at its 

shareholders ' meetings as well as of their individual ownership 

interests and any restrictions applicable to the shmcs. 
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Conditions laid down in the by-laws for changes 
in the capital and shareholders' rights 
Any change in the capital or the rights conferred by shares must 

be made in accordance with Chapter Il of the by-laws. The issue 

of new shares to increase capital can be approved only by the 

Extraordinary General Meeting, to which the Executive Board 

must submit a report on the proposed share issue. 

If new shares are issued following capitalization of reserves, 

profits or premiums, the general meeting of shareholders 

shall vote subject to the quorum and majority requirements 

applicable to ordinary meetings of shareholders. 

Amount of paid-in capital, number 
and classes of shares 
As of December 31, 1998, the company's share capital had 


been fully subscribed and amounted to FRF 8,866,064,220, 


comprising 147,767,737 shares of a par value of FRF 60 each , 


all of the same class. 


Significant transactions affecting the capital in 1998 were as 


follows: 


. issue of 25,396,358 shares and GVCs, in July and August 


1998, following the public offer of exchange with regard to 

Societe Gcnerale de Belgique, 

· cancellation of 4,759,580 shares, on October 30, 1998, within 

the framework of a reduction in capital, 

· subscription of shares by employees of the Company and 

related companies or economic interest groupings, under the 

terms of a company savings plan (resulting in the issue of 

260,665 shares), 

• exercise of employee stock options (resulting in the issue of 

417,421 shares), 

· conversion 	 of June 1990 6.50% co nvertible bonds and 

January-Febru ary 19964% convertible bonds (resulting in 

the issue of271,101 shares). 

Converting the share capital into euros 
On the basis of the authority given to it by the Ordinary 

and Extraordinary Ge neral Meeting of Shareholders 

on June 1I, 1998 ( 13 th and J.6 th resolutions) , the Executive 

Board decided at its meeting on January 25, 1999, to convert 

the share capital into euros, rounding the par value 

of shares up to the nearest euro, thereby raising tbe 

par value from FRF 60 (equivalent to EUR 9. 14694) to 

EUR 10 per share. 

As of February 1, 1999, the share capital of Suez Lyonnaise 

des Eaux stands at EUR 1,477,677,370. It is divided into 

147,767,737 shares with a parvaJue of EUR 10 each, aU of 

the same class. 
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CHANGES I N THE CAPITAL 
OF COMPAGNIE DE SUEZ OVER THE LAST 5 YEARS 

YEAR I NCR EASE S HARE ISS U E C AP ITAL NU MBER OF 

I N CAPITA L PAR-V ALUE ADDITIONAL PA ID­ (I N FRF) SHARE S 

<IN FR F) IN CAP ITAL (IN FRF) OUTSTA NDI NG 

DEC . 31, H93 11 ,556,069 154 ,080,92 1 

1994 - Issue of 22,859 shares with a par va lue of FRF 75 each 
through exercise of stoc k options 1,714 3,801 11,557 ,784 154,1 03,780 

- Issue of 1,091,87 8 sha res w ith a par va lue of FRF 75 each 
ul l'ough payment of a st{) ck dividend 81,891 216,19 2 1 1,639,674 155,19 5,658 

Issue of 6,161 shares with a par value of FRF 75 each 
th rough exe rcise of stock 0 ~ti on5 4 62 825 11,640,136 155,20 1,819 

- Issue of 243,539 shares with a par vahle of FR F 75 each 
thl'ough an Increase in capita l rese r ved for Group personnel 18,265 31, 173 11,658,402 155,445,358 

]9'15 - Issue of 3,228 shares wllh a par va lue of FRF 7 5 each 
through the exercise of stock opti ons 242 439 11,658,644 155,448,586 

Issue of 4,005,369 shares w ith a par value of FR F 75 each 

thl'ough the payment of a stoc k dividend 300,403 624,838 11 ,959,047 159,453,9 55 

- Issue of 40 0 shares w llh a pa r value of FRF 75 each 
through exercise of stock opt ions 3 0 54 11,959,077 159,4 54,355 

Issue of 128,2 67 shares with a par value of FRF 75 ea ch 
through an Increase in capital rese r ved fo r Group pet'so nnel 9, 6 20 1 0,646 11,968,697 15'1,582 ,622 

1996 - l ssue of 4,064, 162 sha res with a par vafue of FRF 75 each 
th rough payment of a slack divi dend 304,812 402,35 2 1 2, 273,508 163, 64 6,784 

- issue of 11 6,5 98 shares wi th a par va lue of FRF 75 each 
through an incl'ease in capital reserved for Group pe rsonne f 8,745 10,144 12, 282, 254 163,763,382 

D EC. 3 1, 1996 12 ,282 ,2 54 163,763,382 

JU NE 19 , 199 7 12 ,282 ,254 163 ,763 ,382 
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DATE TYPE OF TRANSACTIONS PAR VALUE CAPITAL ADDITIONAL PAID- N UMBER OF 

PER SHARE (IN FRF) IN CAPITAlC· ) SHARES 

(IN FRF) (IN FRF) (2 ) OUTSTANOING (3) (I) 

DEC_ 31, 1993 	 2,235,610,000 53,926,835 

June 9, 1994 	 exerci se of Mat'ch 1989 7.60 % war ran ts 60 141,972,0 60 77 2,5 79,512 2,3 66,201 
exercise of stock options 
conve rsion of June 1990 6.50% bonds 

Sept. 2, 1994 	 exet'cise of stock op t ions 60 23,364,480 154,709, 791 389,408 
conversion of June 1990 6.50% bonds 
payment of 1993 di vidend (F RF 51 7) in stock 

Jan. 18, 199 5 exerc ise of stock options 60 6,329,460 37,432,503 105,491 
convers ion of June 199 0 6.50% bonds 
mployee stock ownership plan 

Sept. 27, 1995 payment of 1994 dividend (FRF 456) in stock 60 67,92 1,860 429,484,21 9 1,132,031 
exercise of stock opt ions 
employee sto ck ownership plan 

Jan. 10, 1996 exercise of stock opt ions 	 60 7,544,400 48, 247,100 125,740 

Sept. 25, 1996 	payment of 1995 dividend (FRF 451) in stock 60 66,296,880 431, 779,881 1,104,94 8 
exercise of stock opt ions 
conversion of January-February 1996 4% bonds 

Jan 15, 199 7 employee stoc k ownersh ip plan 60 9,875,1 00 52,204 ,961 164,585 
exercise of stock options 
co nvers ion of January-February 19964% bonds 

DEC. 31, 1996 	 60 3,558,914,340 59,315,239 

conversion of January-Febr uary 19964% bonds 60 18, 001,920 11 9,083,395 30 0,032 
convers ion of June 1990 6.50 % bonds 
exerc ise of stock options 

JUNE 19, 1997 	 3,576,916,260 59,615 ,271 

(*) 	Additi onal paid-in capital: the amounts in thi s item co rrespond to changes in premiums on issues, con t r ibutions or mergers I'elating to 

capital transactio ns. They do not incl ude amounts drawn on additional paid- in capi ta l to cove r expenses, t ransfers to the special long-term 

capita l gains reserve, transfers to the legal reserve and a proviS ion for retirement benefits . 
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CHANGES IN THE CAPITAL OF SUEZ LVONNAISE DES EAUX 
BETWEEN JUNE 19, 1997 AND DECEMBER 31, 1998 

YEAR INCR EAS E IN CAPITAL SHARE ISSUE 

PAR-VALUE ADDITIONAL 

(IN FRF) PA1D-1N 

CAPITAL (IN FRF) 

CAPITAL 

(IN FRF ) 
NUMBER OF 

SHARES 

OUTSTANDING 

JUN E 19, 1997 MERGER 1,532,518,320 125,541 ,972* 

* not taking into account the 300,032 Lyonnoise des fa ux shor

issued during the first half of 1997 and recorded 

es 7,550,520,240 125,842,00 4 

on January 5, 7998 by th e Executive Boord of Suez Lyonnaise des Eaux 

· Issue of 272,539 shares with a par va lue of FRF 60 each 16,352,340 125,913,0 18 7, 566,872,580 126,114,543 
th rough an increase in capital reserved fo r G roup personnel 

• Issue of 121,105 sha t'es with a par value of FRF 60 each 7,266,300 44,277,038 7,574,138,880 126,235,648 
through exercise of stock options 

· Issue of 3 shares with a par val ue of FRF 60 each 180 2,220 7,574,139,060 126,235,651 
through the conversion of June 1990 6 50% convert ible bonds 

· 	I ssue of 121 sl1ares w ith a pa t· value of FRF 60 each th rough 7,260 55,660 7,574,146,320 126,235,772 
the conversion of January·February 1996 4% convertib le bonds 

DECEMBER 31, 1997 	 7,514,146,320 126,235,772 

· 	Issue of 24,072, 058 shares with a par value 1,444,323,4 80 22,964 ,7 43,332 9,018,469,800 150,30 7,830 
or FRF 60 each follOWing the public offer of exchange 
(early July 1998) wi th regard to SGB 

Issue of 1,324,300 shares with a par value 79,458,000 1,263,3 82,200 9,097,92 7,800 151,632,130 
of FRF 60 each followi ng the additional public offer of ex change 
(early August 1998) with regard to SG B 

· Cancellation of 4,759,580 shares with a par value of FRF 60 each 	 8,812,353,000 146,872,550 

· 	Issue of 260,665 shares with a par value of FRF 60 each through 15,639,900 192,370,770 8,827,992,900 147,133,2 15 
an increase in capital rese t'ved for G roup personnel 

I ssue of 417,4 21 shares with a par value of FRF 60 each 25,045,260 168,926,9 10 81 8,853,038,160 147,550,636 
through exerc ise of stock options 

· Issue of 141,342 shares with a par value of FR F 60 each 8,480,520 104,593,080 8,861,518,680 14 7, 691,978 
through the conversion of June 1990 6.50% convertible bonds 

, Issue of 75,759 shares w ith a par value of FRF 60 each Ul rough 4,545,5 40 34,849,140 8,866,064,220 147,767,737 
the convers ion of January· February 1996 4% convertible bonds 

DECEMBER 31, 1998 	 8,866,064,220 147,167,737 

FEBRUARY I, 1999 
· 	Legal conversion of share capi tal into eu ros by capi tali zati on 1,477, 677,370 147,767,73 7 

of the sum of FRF 826,8 63,926 drawn f rom the item ' addi ti onal 
pa i d~ i n cap ital ' and corre lative increase of the par va lue of shares 
f rom FRF 60 (equivalent to EUR 9. 14694 ) to EU R 10. 

Authorization to increase the capital 
Authorization given by the General Meeting of Shareholders on June 11, 1998 

Ordinary General Meeting of Shareholders 

RfS DLUTl DN PUR PDSE Of THE RESOLUTION 	 VAUOITY MAX IMUM AMO UNT AMO UNT USED 

9th Authority to It'ade 1 yea r Max imum purchase price: 	 4.1% 
in lis shares on the Stock Exchange 	 FRF 1,200 

Minimum seil ing price: FRF 750 
M aximum holding: 10% 

10t l1 Issue of bonds and debt securities 5 years FR F 10 bill ion 	 FRF 4.6 bil lion In GVCs 
for the SGB publ ic offer of 
exchange -'- EUR 78 7 m il ­
l ion (FR F 5.2 bill ion) 
fo r the zero coupon bond 
loan wi th exchange 
options fo r AXA shares 

Bonds to t'esul t from the exercise of warran ts 	 FRF 5 bi ll ion 
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Extraordinary General Meeting of Shareholders 

RESOLUTIO N PURPOSE OF THE RESOLUTION VALI DITY MAX IM UM AMoUNT AMOUNT USED 

13th Increasin g the share capital, either by the issue, 
with ma intenance of preferential subscription rights, 
of shares, warrants and/or marketable securities 
which give access to Company shares 
or by the capital ization of premiums* , 
rese rves, profits Or suchlike 

26 months FRF 4.5 bi l lion 
(for the shares) 
FRF 5 billion (for the 

marketable securities) 

None 

14th I ncreasi ng the share capital, by the issue, 
w ith el imination of preferential subscription rights, 
of shares, warrants and/or marketable secw'i t ies 
which give access to company shares 

26 months FRF 4.5 billion 
(fo r the shares) 
FRF 5 bi l lion (for the 

marketable securities) 

FRF 1.52 bi l li on 
fo r the S GB publ ic 
offer of exchange 

15th Increasing capital at the time of a takeover bid 
or pub Iic offer of exchange 

1 year same as 14th None 

18th Cancel ing shares 1 year 10% of the capital 4 .8 million shares 
i.e . 3.2% of the capital*' 

19th Granting stock subscript ion 
or purchase options 

5 years 2% of the capi tal 1,041,000 shares 
i.e. 0.7% of the capital 

20th I ncreasing cap i tal reserved 
for Group personnel 

5 years 5% of the capital 260,665 shares 
i.e. 0.2% of the capi tal 

21st Au thority to 1 yea r the two types of existing June 1990 6.5% bonds 
carry out convertible bonds: we re called for redemption , 

convertible bond June 1990 6.50% in accordance with the initial 

rest t' uctur ing January-February 19964% issue agreement, in January 1999 

'k FRF 827 m illion in cap italization of additional paid-in capital to round up the par-va lue of shares to EU RIO. 

•• a minimum of 1.4 mil lion shares sti l l have to be canceled, i.e. nearly 1 % of the capital. 

Securities not representing an interest 4% convertible bonds issued 
in the share capital in January-February 1996 
Suez Lyonnaise des Eaux has not issued any founder's shares In February 1996, Lyonnaise des Eaux issued convertible bonds 

or voting rights certificates. for a total amount of FRF 3,450,000,320. 

A total of 6,634,616 bonds bearing interest at 4% were issued to 

6.50% convertible bonds issued in June 1990 this end at a par value of FRF 520. These bonds will be 

In June 1990, Lyonnaise des Eaux issued convertible bonds for redeemed in full on January 1, 2006 at a price of ~RF 630, 

a total amount of f RF 2,362,992,000. f RF 720 million of corresponding to 121. 1 5% of the issue price. Based on the 

these bonds were placed on the internat ional market. current conversion parity, each bond can be converted at any 

2,953,740 bonds with a FRF 800 par value were issued in all, time at the rate of one bond for one share. 

bearing interest at 6.50°/t). In 1998, 75,759 bonds were converted. As of December 31, 

In 1998, 141,342 bonds were converted. 1998,6,558,541 bonds were outstanding, i.e. 98.9% of the total 

In accordance with the Executive Board's deliberation all number of bonds issued. 

December 7, 1998, all of these bonds were called for early The bond's highest/ lowest prices for 1998 were respectively 

redemption beginning as of January 4, 1999. They retained FRF 1,200 (EUR 182.94) and FRF 726 (EUR 11068), closing at 

their conversion right for a period of three months following FRF 1,119.72 (EUR 170.70) as of December31, 1998. 

the call for redemption , i.e. through April 3, 1999. 

As of December 31, 1998, 2,810,358 bonds were outstanding, 

i.e. 95.2% of the total number of bonds issued. 

The bond's highest/ lowest prices for 1998 were respectively 

FRF 1,195.02 (EUR 182.18) and FRF 925.03 (EUR 141.02 ), 

closing at FRF 1,133.95 (EUR 172.87) as of December 31, 1998. 
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Equity warrants 
In June 1990. Northumbrian Water Group PIc, in which Suez 

Lyonnaise des r aux has a controlling interest of almost 71 % of 

the capital, issued 69.937,105 shares. A Suez Lyonnaise des Faux 

equity warrant Wd~ attached to each of these new shares with 

35 warrants entitling their holder to subscribe to one Suez 

l .yonnaise des U lUX share. 

The warrants may be exercised at any time during the following 

pcriod(s): 

· during a period of 5 work days starting on the 21st calendar 

day preceding the day when Northumbrian Water Group PIc 

shares are expected to be quoted on the London Stock 

Exchange, provided that this first quotation takes pJace before 

December 31,1999. 

· between January 1. 2000 and April 30, 2001 inclusive. After 

April 30, 2001, any warrants not exercised lose their value. 

Given the cancellation of 35,759, r:)o warrants belonging to th e 

former Compagnie de Suez at the time of the merger in June 

1997, the maximum numbcr uf Suez Lyonnaise des Eaux 

shares that may be issued through the exercise of these 

warrants henceforth amounts to 976.513. 

As of December 31, 1998, no warrant had been exercised. 


For each exercise period, the striking price for warrants will be 


computed as follows: 


· C corresponds to the average of the opening Suez Lyonnaise 


des Faux share prices quoted at the Paris Stock Exchange on 

ten consecutive days of trading during which Suez Lyonnaise 

des Eaux shares shall have bt~cn traded, prior to the day before 

the first day of the \\',lrrant exercise period in question , 

· if C is lower than or equal to FRF 800, the warrant striking 

price will be FRr 540, 

• if C is greater than FRF 800, the striking price will amount to: 

FRF 540 + (C-800) 

2 

Guaranteed value certificates (GVCs) 
Within the scope of the public offer of exchange with regard to 

the capital of Societe Generale dc Belgique that took place in 

June and July 1998 and in order to remunerate the contribution 

of 25 ,396,358 Societe Generale de Belgique shares, Suez 

Lyonn<lise des Eaux issued 25,396,358 new sharcs and 

25.396.358 guaranteed value certificates. These guaranteed value 

certificates entitle holders to receive, between Dccember 29, 

2000 and March 30, 2001, a sum in French Francs equal to the 

difference, if positive, between FRF 1,100 and the listed market 


price of Suez Lyonnaise des l~ux shares, as defined in the offcr 


of exchange, up to FRF 180 per eve. 

These GVe s have been listed on the Paris Stock Exchange since 


July 6, 1998. The total volume of transactions, as of March 31, 


1998, was 21,340,476 for an average market price of EUR 7.77. 


Share subscription plan reserved for Group 
personnel under employee savings plans 
At the Ordinary and Extraordinary GenlT;]1 Meeting of Suez 

Lyollnaise des f aux on June I I, 1998, the shareholders ,lgain 

authorized the Executive Board to incrc8se the Company's 

capital by issuing Suez Lyonnaise des Eaux shares fcvTved for 

subscription by Group personnel under the terms of employee 

savings plans, within a limit of 5% of the share capital, as of the 

date of the Executive Board's decision. 

At its meeting on September 14, 1998, the Fxecuti\'e Board took 

advantage of tl1is authorization and decided to issue an initial 

1,000,000 shares at a price of FRf 798 per share. The number of 

new shares suhscribed by employces following this decision was 

260,665. 

Stock options granted to employees 
and corporate officers of the Suez Lyonnaise 
des Eaux Group 
In 1998, 4 17,421 shares with a par value of f Rf 60 were issued 

following the exercise of stock options by employees of the 

group. 

Stocl( options issued by the companies 
of the Group 
Stock option plans have been implemented in several 

subsidiarics of the Suez Lyonnaise dcs Faux Group. 

The stock options of each subsidiary are allocated only to 

corporate officers and senior executives of the company in 

question. 
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Hereafter is a summary of the stock options exerc ised: 

Stock option plans of the former Lyonnaise des Eaux 
STOCK STRIKING NUMBER T OTAL 

OPTION PRICE OF OPTIONEES NUMBER 

PLANS (fRf) PER PLAN OF SHARES 

07/0 7/1993'" 430 225 (284 ,450) 

07/15/199 4 485 361 338,750 
06/14/1995 493 4 22 366, 850 
07/24/1996 45 6 4 92 454,300 

TOTAL 1,159,900 

(1) Plan now exp ired 

NUMBER OF SH ARES NUMBER OF STO CK OPTIO NS BALANC E EXPIRY 

TO BE SUBSCRIBED BY OPTION EES EXERCISED CARRIED DATE 

THE MANAGEM ENT BOARD (E XECUTIVE BOARD) IN 1998 FO RWA RD 

AS OF OEC . 31, 1998 
(83,300 ) 1 5 214,550 07/07/1998 

102, 100 15 56,480 268,250 07/ 15/ 2002 

11 2, 200 15 34, 200 321,950 06/17/ 2003 

136,000 15 50,550 401 ,650 07/24/200 4 

350,300 355,780 991,850 

Stocl( option plans of the former Compagnie de Suez 
STOCK STRIKING N UMBER TOTAL 

OPTION PRICE OF OPTIONEES NUMBER 
PLANS ( fRF) PER PLA N OF SHARES 

1 0/l 2/l 99 3 (j, 5 7.3. 06 57 (62,63 5) 

1 2/20/ 1994 433 .47 56 83,049 
10/15/1996* 3 21.09 6 1 87,2 65 

TOTAL 170,314 
" stock purchase pl an (for already ex ist ing sha res) 
(1) plan al r'eady expired 

NUMBER OF SHARES NUMBER OF STOCK OPTIONS BALANCE EXPIRY 

TO BE SU BSCRIBED BY OPTIONEES EXERCISED CARRIED DATE 

THE MANAGEMENT BOARD (EXECUTIVE BOARD) IN 1998 FORWARD 

AS OF OEC. 31, 1998 
(10,34 7) 7 50, 106 10/1 2/1998 

17,427 8 6,53 5 74 ,608 1 2/20/1999 

3 1,279 10 5, 158 82, 107 10/ 15/2004 

48,706 61 ,799 15.6 ,71.5 
" ....... a .. ' ....... 


StoCI( option plans of Suez Lyonnaise des Eaux 
STOCK STRIKING NUMBER T OTAL N UMB ER OF SH AR ES NUMBER OF STOCK OPTION S BALANCE EXPIRY 

OPTION PRICE OF OPTIONEES NUMBER TO BE SUBSCRIBED BY OPTION EES EXERCISED CARRIED DATE 

PlANS (FRF) PER PLAN OF SHARES THE CORPO RATE omCERS (CORPORATE omCERS FOR WARD 

OF THE GROUP OF THE GROUP) AS OF DEC . 31, 1998 
11(17/ 1997 573 873 999,200 176,000 
11/16/1998* 9 78 9 71 1,040,70 0 24 7,700 

TOTAL 2,039,900 423,700 
, Stock purchase pl an (for already existing shares) 

STOCK MARKET 
INFORMATION 
The Ordinary and Extraordinary General Meeting of 

Shareholders on Jun e 11 , 1998 authorized the Company to 

trade in its own shares in order to manage its equi ty based on 

conditions set by the laws and regulations that apply. 

Conditions: Maximum purchase price FRF 1,200 

Minimum selling price FRF 750 

Quan ti ty: 10% of the capital 

Between August and October 1998, the Company acquired 

4,759,580 shares: 

- 4,223,082 within the framewo rk of the release from cross­

sha reholdings with Sain t Goba in, 

- 535,000 on the market, 

- 1,498 from a company of the Grou p, 

fo r a total value of FRF 4,786,902,243.40 and a per- share 

value of FRF 1,005.74. T hese shares were canceled at the end 

of October 1998 . At the end of March 1998, Suez Lyonnaise 

des Eaux held 465,156 in treas ury stock. 

21 5,000 994,200 11/17/ 2005 

25 0 1,040,700 11/16/ 2006 

5,000 2,034,900 

Markets on which the company's securities 
are listed 
Suez Lyonnaise des Eaux shares are listed on the Paris Stock 

Exchange monthly settlement market and on the Stock 

Exchanges of Brussels, Luxembourg and Geneva. 

As of December 31, 1998, the closing price of the share was 

FRF 1,148 (EUR 175.01). 

Variation in highest and lowest stock exchange prices 

(in EUR) and average volume of transactions 
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Traded options on shares 
Volume (number of contracts) exchanged for Suez Lyonnaise 

cl ,:s Eaux-class options in 1998 

Purchase options: 424,587 

Selling options: 312,905 

TO TAL 737,492 

6.50% convertible bonds issued in June 1990 
These securities were listed on the Cote Officielle (Paris Stock 

Exchange official list) on July 2, 1990. As of December 31, 1998, 

tbe number of potential shares liable to be issued as a result of 

conversion of the bonds was 2,810,358. All these bonds were 

called for early redemption starting as of January 4, 1999. 

4% convertible bonds issued in January­
February 1996 
These securities were listed on the Cote Officielle (Paris Stock 

Exchange official list) on February 6, 1996. As of December 

31, 1998, the number of potential shares li able to be issued as 

a result of conversion of the bonds was 6,558,541. 

Average stock exchange prices and trading volume 

relating to June 1990 6.50% convertible bonds 
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BREAKDOWN OF THE CAPITAL 
AS 0 F DEC E M BE R 31, 1998 
The share capital as of December 31, 1998 consisted of 


147,767,737 shares with a par value of FR~ 60 each, 


representing 164,039,271 voting rights. 


After the conversion of capital into euros, the share capital of 


Suez Lyonnaise des Eaux was EUR 1,477,677,370, comprising 


147,767,737 shares of a par value of EUR 10 each. 


Suez Lyonnaise des Eaux carried out an investigation into 


identifiable bearer securities for clearing in January 1999, 


which identified around 300,000 shareholders. 


Share ownership 
Breakdown of main shareholders 

% Of CAPITA L % OF VOTING RIGHTS * 

Electrafina 10.7% 12.6% 

Credit Agricole 6.1% 10.5% 

CDC 3.1% 4.4% 

Cogema 3.1 % 2.8% 

Fortis 2.2 % 2.0% 

CN P Assurances 2.1% 1.9% 

AXA 2.0% 1.8% 

Treasury stock 1.7% 

Employees 0.7% 0.7% 

Other shareholders 68.3% 63 .3% 
........ ..... , 


100% 100% 

* Based on our last statement in the Bulletin des annonces legales 
obligotoires (Bulletin of compulso ry legal notices) on July 10,1998, 
i.e. 163,796, 863 voting rights. 

Significant changes in the share ownership 
over the last three fiscal years 

Over the last three fiscal years, the Electrafina holdings in the 

cap ital of Suez Lyonnaise des Eaux have increased from 6.1 % 

to 10.7%. 

To our knowledge, there is no shareholders' agreement in 

existence. 

Dividends over the last five fiscal years (in FRF) 
... .. 

Fiscal year Net dividend Tax credit Aggregate income 

1993 II 5.50 16.50 

1994 11.50 5.75 17.25 

1995 11.50 5.75 17.25 

1996 12 6 18 

1997 15 7.50 22.50 
... -. --. ...... 


Dividends that are not claimed wi thin five years are paid to the French 

Treasury. 
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MEMBERS OF THE EXECUTIVE BOARD 
AND THE SUPERVISORY BOARD 

Executive Board 

Mr. Gerard Mestrallet 
President of the Executive Board 

Mr. Philippe Brongniart 
Member of the Executive Board 

Mr. Franyois Jaclot 
Member of the Executive Board 

Supervisory Board 

Mr. Jerome Monod 

President of the Supervisory Board 


Mr. Jean Gandois 

Vice-President of the Supervisory Board 

Former President of C.NPF. 


Mr. Gerhard Cromme 

Chairman of the Executive Board of Thyssen Krupp AG 


Viscount Etienne Davignon 

Chairman of Societe Generale de Belgique 


Mr. Paul Desmarais Jr. 

Chairman of the Board and Co-Chief Executive 

of Power Corporation of Canada 


Mr. Reto Domeniconi 

Former Executive Vice President of Nestle S.A. (Switzerland) 


Mr. Lucien Douroux 

Chief Executive Officer of Caisse Nationale de Credit Agricole 


Mr. Jean Dromer 

Chairman of Fondation de France 


Deceased on November 24,1998 


Mr. Pierre Paune 


Chairman of Sagem 


Mr. Ricardo Fornesa Ribo 

Chairman of Sociedad General de Aguas de Barcelona S.A. 


Baron Albert Frere 


Chairman of Groupe Bruxelles Lambert 


Sir Frederick Holliday 

Chairman of Northumbrian \Vater Group 


Mr. Philippe Jaffre 
Chairman and Chief Executive Officer of Elf Aquitaine 

Mr. Andre Jarrosson 
Honorary Chairman of Groupe G T'M 

Mr. Jacques Lagarde 
Advisor to the Chairman of The Gillette Company 

Mr. Philippe Malet 
Honorary Chairman of Compagnie des Salins du M idi 
et des Salines de rEst 

Mr. Bernard ~'lira t 

Former Deputy Chairman and C.E.O. of Societe des Bourses 
Franyaises 

Mr. Jean PeyreJevade 
Chairman of ( :n:'dit Lyonnais 

Mr. Claude Pierre-Brossolette 
Chairman of Caisse de Refinancement Hypothecaire 

Mr. Jean Syrota 
Chairman of Cogcma 

Shares of the members 
of the Supervisory Board 
In accordance with the by-laws, the Memhers of the 

Supervisory Board of Suez Lyonnaise des Eaux must each 

hold at least 400 shares of the Company. 

Directors' fees 
The amount of the directors' fees paid for the 19')8 fiscal year to 

the members of the Supervisory Board as well as the members of 

the three committees of the Supervisory Board ofSucz Lyonnaise 

des Eaux was FRF 3,435,000 (an overall annual amount of 

FRF 3,500,000 was allocated by the Ordinary and Extraordinary 

General Meeting oC Shareholders on June 11, 1998). 
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REPORTS OF THE COMMITTEES 
OF THE SUPERVISORY BOARD 

Audit Committee report 
Following the unfortu nate dea th o f Jean Uromer on 

:-.Jovemher 24, 1998, Mr. Lucien Douroux. was appointed to 

repl ace him upon the proposal made by the Remuneration 

8nd N()minations Committee at the Supervisory Board 

i\,leetin g on January 13, 1999. 

The Audit Committee is nov\' composed of the following four 

members: Mcs~rs. Claude Pierre-Brossolettc (President ), Lucien 

Douroux, Philippe Jaffre dnd Bernard Mirat. 

The Co mmittee has two primary roles. The first is to carry out a 

detailed examination of the half-yenrly and yearly financial 

statements in order to c1ari l)' to the Supervisory Board their 

con tent, their presentation to the public and the changes in the 

accu unting methods. The second is to take note of internal and 

external control procedures in o rder to ensure th at th ey cover 

risk area~ adequately. 

With respect to the transposition of International ,\ccounting 

Standa rds into the accounting standards of the Suez Lyonn<lise 

des Eaux group, the Committee was closely involved in 

progrc.')sively implementing th e~e new international accounting 

standard s. At th e end of 1997, fourteen Internation al 

Accounting Standards were already implemented by the Group. 

1\1/0 new st8ncbrds were adopted as of the closing on June 30, 

1998, taking retroactive effect as of January 1, 1998. One 

standard pertains to construction contracts and the o ther 

pertains to lease agreements, which led to including all the 

leasing commitments in the balance sheet. With respect to the 

pension commitments standard, the Committee approved the 

implementation of this sta.ndard in a year's time, so that the 

calculations of pension commitmen ts for certain foreign 

subsidiaries may be finalized. 

The Committee noted that th e Croup had undertaken a study to 

calculate the impact of the changes resulting from the new 

French methods for consolidated financial statemen ts and that it 

did not in tend to implement these methods ahead of time. 

The committee noted t'hat , as the amounts in question were 

small in relation to net income, there was no reason to change 

the initial balance sheet of the Lyonnaise des fa ux/Compagnie 

de Suez m erger. 

Furthermore, the Committee took note of the changes in the 

control procedures within the group. T he Group's internal 

audit was orga nized as a network composed of a cenl.ral audit 

(that of the parent company) and loca l aud its for each core 

business: W~tcr audit (Lyonnaise des Eaux) , Energy audit 

(Elyo), Waste Services audit (Sita) and Constr uction audit 

(GTM) Given its size, the Communicati ons division is 

direc tly controlled by the central audit functi on. The 

structurin g of the internal control and aud it procedures of the 

hcnch holding company with th ose of the Belgian part of the 

Group wi ll be clarified durin g the 1999 fi sca l year. 

T he Committee examined the Group 's exposure to the ri sks in 

emerging countries, particularly within Asia and Latin America , 

and tJ1C s leps and options taken to manage these risks. 

The Committee val idated the action plans undertaken by the 

Group ",ith respect to the Year 2000 date change and the 

changeover to the euro, both as regards management IT and 

technical IT issues. At its meeting on December 21, 1991:), the 

Executive Board, which wanted to haw J single Statutory Auditor 

throughout the chain: Suez Lyonnaise des Faux. - Societe ( ;,'nerale 

de TIelgique - Tractebel - Electrabel, decided to propose to the 

Ceneral Meeting of Shareholdcrs the appointment of a third 

Statutory Auditor, Deloitte Touche Tohmatsu, which is alreJdy the 

Auditor of the three aforementioned major Belgian entities. At the 

Audit C.,ommittce Meeting on March 4, 1999, the proposal was 

unanimo Llsly approved as this appointment would help make 

methods consistent and facilitate the consolidation of (he Group. 

Ethics Committee report 
The Ethics Commi ttee of Suez Lyonnaise des "a11x\ 

Supervisory Board is composed of Messrs. Jacques Laga rde, 

Frederick Holliday, Andre Jarosson and Jea n Syrota. '\1r. Rene 

Coulomb was also a member of the Comm ittee until th e 

General l'vleeting of Shareholders on June 11 , 1998, when he 

resigned from his position to become Advisor to the President; 

acting in th is capaci ty, he continued to attend the Committee's 

meetings. The Committee, which is chaired by Mr. Jacq ues 

Lagarde, held three meetings over the year. Presiden t Jerome 

Monod and President Gerard MestralJet attended the last 

meeting at which the Group's Values and Ethics were presen ted. 

Ovcr the coursc of the yea r, the Committee closely fo llowed 

the implemen tation of this Ethics and Values program that 

consisted of: 

establishing the Va lues, based on a survey of some 85,000 

employees and taking account of the comments of some 10 

groups of senior executives from ditf~ren t parts of the world; 
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drawing up the Group's Ethics Charter and two 

implementa tion documents: Organization G uidelines 

and Code of Conduct for the Group's Companies and 

the Internation al Labor Charter. The latter document, 

co-authored by Messrs. Gerard Mestrallet and Philippe 

Brongniart , and the employee representatives within the 

Group's Luropean Dialog Entity, presents the values 

behind the human resources policy and the rights that are 

recognized as fundamental rights within the Group. 

The Group's Values and Ethics, officially presented to 

employees on January 5,1999, are currently being distributed. 

The Ethics Committee expressed its satisfaction with the work 

carried out and the values and ethics adopted. 

The Committee took note of the more widespread use of 

letters of compliance that the Presidents of the Group's major 

companies are required to submit each year to the President of 

the Executive Board. For the first time, the m ajor holdings of 

the former Compagnie de Suez implemented this procedure 

that was used by the former Lyonnaise des Eaux and that the 

Group adopted at the time of the merger in June 1997. 

Environmental issues, risks and prevention were addressed at 

each meeting; the second meeting focused primarily on these 

issues. Thus, it was possible to study, in particular, the 

measures taken in order to strengthen emissions standards for 

refuse incinerating plants and to study the capacity of the 

Group's companies to handle crisis s ituations. The 

Committee evoked the importance of uSlJ1g 

a\·"arenesslresponsibility, training and control actions to 

complement the environmental strategy, as was done in the 

area of ethics. It noted that an environmental charter would be 

drawn up and distributed within the Group in 1999 and 

would be available on the Internet like the other ethics 

documents. The Group's views on ethics are shared and 

disseminated through the involvement of management, 

functional management networks (Human Resources, 

Communications, Audit, etc.) and employees. Three seminars 

were held over the course of the year bringing together 300 

Group employees and directors of subsidiaries to reflect on 

and receive training on their duties and responsibilities. 

As required, the Committee noted that the structures and 

procedures implemented at the parent company level are 

developing and increasingly being used within the 

subsidiar ies, thus facilitating implementation of all the rules 

of conduct laid down by the Group. 

Compensation and Nominations 
Committee report 
The Compensation and Nominations Committee discussed 

the amount and terms of the variable portion of the 

remuneration of the " resident and the Vi.ce-President of the 

Supervisory Board as well as the Members of the Executi, ,; 

Board. 

As was the practice before th e merger in both Lyonnaise des 

Eaux and Compagnie de Suez, the C ommittee confirmed that 

the remuneration of corporate officers should include a 

substantial portion that is variable. The proportion of the 

variJble portion within the total amount of remuneration 

stands between 28% and 41 % , and the proportion of the 

variable remuneration increJsl's in relation to the degree of 

operating responsibility. 

The index chosen to determine the variable portion is the 

Group's share of net current income per share. Each year a 

target is set that corresponds to the amount of the base 

variable remuneration; a progression scale for this 

remuneration is drawn LIp to make it possible to determine 

the amount of the variable portion based on the income 

actually generated, however this amount has a 175% upper 

limit and a 25% lower limit with respect to the base amount. 

Choosing net current income per share as the criterion to set 

the variable portions made it possible to have a simple tool 

that is in line with the Group's fmancial strategy. The 

Committee is currently considering a second criterion that 

takes into account the return on the Group's equity. 

vVith respect to stock options, the Committee was informed of 

the policy implemented by the Executive Board and made 

proposals to the Supervisory Board regarding the stock options 

to be allocated to the corporate officers. It gave its approval for 

the position favoring the number of stock options allotted 

rather than the average val ue of the stock options allotted. 

The table below shows the number of stock options allotted or 

shares purchased over the la st tv.'o fiscal years: 

Suez Lyonnaise des Eaux's plans 

STO CK NUMBER Of TOTAL NUMBER OF NUMBER OF 

OPTION OPTI ONEES NUMBER Of SHARES TO BE OPTl ONEES 

PLAN S SHARES SUBSCRIBED BY THE (CORPORATE 

CORPORATE OFFIC ERS OFFICERS OF 

OF THE GROUP TH E GROUP) 

1997 873 999,200 176,000 21 
1998 978 1,040, 700 247,000 25 

(II The vuiable portion sho uld correspond to the pre-sct target. 
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INFORMATION ON SUBSIDIARIES AND AFFILIATES AS OF DECEMBER 31,1 

A - Detailed information concerning affiliates whose gross value exceeds 1% 

of the capital of Suez Lyonnaise des Eaux, i.e. EUR 13,516.30 

I. Subsidiaries 


(at least 50% of the capital held by Suez Lyonnaise des Eaux) 


Eau et Force - 72, avenue de la Li berte - 92000 Nanterre 

Societe de Contra le et de Management - 2, rue dll President Carnot - 69293 Lyon 

Degremont - 183, avenue elu 18 ju in 1940 - 92500 Rue il-Malmaison 

DB LE - 72, avenue de Iii Uberte - 92000 Nantcrre 

Sita - 94, rue de Provence - 75 009 Paris 

Elyo - 235, avenue Georges Clemenceau - 92000 Nanterre 

Hungariaviz - H-1l34 Budapesl Vae i ul23-27 - 1566 Budapest - Hungary 

Dumez - 32, a.venue Pablo Picasso - 92000 Nanterre 

Fided - 3 2, avenue Pablo Picasso - 92000 Nanlerre 

Ogelye - 72 , avenue de la Libel·te - 92000 Nanter re 

Lyonnaise American Holding - 100 West Tenth St-Wilm ington · 19801 Delawa re·U SA 

H isusa - 11 0, pr incipe de Vergara - Madrid 28002 - Spain 

Lyonnaise Eu rope PLC - M ildmay road - Chelmsford - Essex CM OXW - UI< 

Lyonnaise des EalJx Canada - 8200 bd Decarie - M ontreal - Quebec H4P 2P5 - Canada 

Aguas Provinciales de Santa Fe - calle 9 de Julio - Santa Fe - Argent ina 

Pam lyonnaise Jaya - sentral Senayan 1 - offi ce l ower Lantai 7 - Jalan Asia Afrika n 8 ­

Jaka rta Pusai 1027 0 - Indonesia 

Lyonnaise Commun ication - 4-i>, villa Thoreton - 7501 5 Paris 

S.S.I.M. I - 72, avenue de la Liberte - 92000 Nanterre 

Auxipat· . 72, ilvenue de la Liberte - 92000 Nanterre 

Suez Industrie - 68, t'ue du Faubow'g Sain t- Honore - 75008 Paris 

Franepar - rue Blanche 27 - 1050 Brussels - Belgium 

Findlrn (fo rmerly Credisuez) - 1, rue d'Astorg - 75008 Pari s 

Banque Sofinco Rue du Boi s Sauvage 91038 Evry cedex 

Sopranor - 4, place des Saussa ies - 75008 Paris 

Societe Financie re d'Epargne - 4, place des Saussaies - 75008 Par is 

La Henin Vie · 14, rue Roquepine - 75379 Paris 08 

Societe Generale de Belgique - rue Royale 30 - 1000 Br ussels · Belg ium 

Auxilex 4, place des Saussai es - 75008 Paris 

II. Affiliates 

(10% to 50% of the capital held by Suez Lyonna ise des Eau x) 

Lydec - 20, Boulevard Rachidi - Casablanca · M orocco 

Aguas Argentinas - Reconquite 823 CP - 1003 Buenos Aires - Argen tina 

Maynilad Water Services - 4 th fl oor, Benp res Building. Meralco ave · Pas ig City - Philippines 

Mett"Opole Television - 8 9, avenue Cl1arle, de Gaulle - 9220.0 Neu il ly-su r-Se ine cedex 

C consol idated ( ompan ies 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

c 

CAPITAL 

59.0 

16.6 

56.7 

0.9 

86. 1 

207.8 

6,000 

116.6 

245.3 

50.3 

208 

138.2 

419 

68 

60 

105,000 

29.4 

144.7 

57.3 

113.7 

4.2 

303.2 

113.1 

0.2 

29.0 

46.0 

1,460.8 

31.9 

800 

159 

1,800 

40.2 

RES ER VES 

AND RETAINED 


EARNINGS (*) 


343.5 

16. 0 

54. 1 

4.4 

1,1286 

369.5 

844 

(21.6) 

30.0 

(50.3) 

6 

319.8 

18 

7 

7 

(66,394) 

17.7 

(0.2) 

9.0 

346.8 

423.2 

(290.6) 

264.7 

85.4 

76.4 

62.2 

4,750.3 

41. 8 

(290) 

133 

(547) 

187. 4 

SHARE OF 


CAPITAL HEUJ 


(AS A PE RC ENTAGE) 

100.0 

84.13 

95.15 

99.95 

5065 

100.00 

51. 00 

100.0 0 

90. 11 

100 .00 

100.00 

51.00 

80.00 

51 .35 

51 .69 

100.00 

7677 

100. 00 

100.00 

100.00 

100.00 

100 .00 

99.98 

99 .90 

100.00 

68.30 

90 53 

100. 00 

35.00 

35.59 

20.00 

34 .46 

• befone al location of the income of the fisca l year, including investment subSidies, premiums, and statutory provisions. 
(1) these figLlres are given in E U R millions, for fo reign subsidiaries as well. 

http:13,516.30
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1998 
In mi l lions of EU R, unless othe rwise stated 

BOOK VAUIE LD ANS AND ADVANC ES AMOUNT REVEN UES (LOSSES) PRoms (LOSSES) DI VID ENDS REMA RK S 

OF SHA~E S HEll! GRA NTED BUT or GUARANTEES FR OM THE FROM THE FRO M TH E ROM THE COLLEC TED BY 

GR OSS NET NOT YET REPAID AND SURETY GI VE N SE CON D TO LA ST FI SCA L SEC OND TO LAS T FISCAL THE COM PANY 

(1) (1) (1) BY THE CO MPANY LAST FISCAL YE.AR YEAR LAST FISCAL YE AR YEAR DURIN G THE 

fIS CA L YEA R(1) 

4 08.6 4 08 .6 309.5 345.0 13 .0 8 .8 2. 4 

250.8 250 .8 2.1 2. 0 4 .0 2.3 3 .~ 

190.7 190 .7 304. 0 333 .1 (13 .0) 5.4 9. 8 

399 399 1.1 0. 5 1.1 

374. 7 37 4 .7 63 .1 4 1. 8 21. 6 24.2 172 .7 9.5 

608.0 608 .0 3 78. 5 564.8 (4 .3) (7.6 ) 

14. 0 13 .1 3 .0 62 .7 1,934 (11) 8 55 In millions of Hvnq8rian forints 

346.5 1 27 .0 5 .6 4 .3 17 .2 37.2 

37 1.1 359 .5 59 6.9 8 .2 7 .9 

50.3 50 .3 29 0 0 4 .6) (35 .5) 

193 .9 193 .9 23 7 29 .7 In 111· P!)fl~ of US. dQII"~ 

10 1.5 101.5 25.2 2 7.3 13 .9 

508.3 508. 3 18 .4 25 35 30.5 ill m.1!IGrtS of POllndS stefling 

25 .0 2 1.5 4 27 6.7 In 1111111Of~ 01 CaMrHdn dOlJrll"\ 

3 7.5 37 .5 8 4 .2 8 2 87 6 5 In million~ of A~IIIlr.n(l pti.O~ 

24 .1 4 .1 10 .2 8.5 179,4 67 (49, 4 63 ) in rnilhQtl's of indonesian rupi~ 

53 .2 53.2 1.7 287 49.4 (4.9 ) 25.8 

228.5 14 9.7 1 2.7 20 .4 22.7 (300) 6.6 

76. 4 76. 4 1 5 .4 (2.9) (2.4 ) 

5 1 2.8 51 2.8 358 60.5 89.0 114. 3 

45 6.1 4 56. 1 19.1 19.6 18.6 

2,8223 1,229. 5 24 0.9 80.6 101. 7 (6 25 .5) (290.6) 

162 .4 1 62 .4 789.1 611.0 76.7 72.0 38. 4 

289 .7 70.9 5.8 12. -; 4 .0 

77.4 77 .4 41.0 2 .6 15 .9 

49. 2 4 6.8 8 54.5 63 1.0 6.9 8 .1 2.6 

6,3 1 2.5 6,3 1 2 5 1, 231.1 561.2 2,573 .3 11 4.5 

32 .3 32.3 0 .3 1. 7 10 .7 2. 0 

26.7 1 6.9 3 .2 1,4 21 3, 533 (13 0) ( 61) f" millions of Moro-::can ditharns 

102.3 102.3 242.4 433 4 60 58 37 27.0 I" mllhC)n'i o{ A~n1ln~il1l ptS01. 

16 .3 7 .8 20.6 732 1,7 24 (350) (5 47 ) In mllll.", ./I'M'PIli.,. """" 

124.7 124 .7 339.8 3 86.0 75.9 9 1.0 20.3 
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m. Other investments in subsidiaries and affiliates 

(less than 10% of the capital held by Suez Lyonnaise des Eaux) 

AXA - 9, place Vendome - 75001 Paris 

Northumbrian Water Group - PO. Box 4, GOSfOrtJl Newcastle Upon Tyne N E3 3 PX - UI< 

Groupe GTM - 6 1, avenue Jules Quentin - 92003 Nanterre cedex 

Sociedad General de Aguas de Bat'celona - paseo de San Juan 39 - 08009 Barcel ona - Spain 

B - Global information concerning other subsidiaries or affiliates 

I. Subsidiaries not included in paragraph A 

a) Ft'ench subsidiaries - combined 

a) Foreign suhsidial'ies - combined 

11. Affiliates not included in paragraph A 

a) French companies - comb ined 


a) Foreign subsi diaries· combined 


C = conso l idated companies 

CAPITAL 

3, 204 .0 

c 123 

c 116.5 

c 137.3 

* before al locati on of the income of the fiscal year, Including investment subSid ies, prem iums, and statutory prov isions. 
(1) these figu res Me given in EU R millions, fo r fOt-eign subsidiaries as we l l. 

RESERVES 

AND RETAINED 

EA RNI NGS (*) 

10,333 .1 

844 

368.5 

666.0 

SKARE DF 


CAPITAL HE LD 


(AS A PERCEIfTAGE) 


1. 23 

767 

4.69 

1.46 
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1998 

In mi ll ions of E U R, unl ess otherwise sla ted 

BOO K VALUE loANS AND ADVANCES AMOUNT REVENUES (l OS SES) PROFITS (LOSSES ) DJIIIDOIDS REMAR KS 

OF SHARE S HELD GRANTE D BUT Or GUARANTEES FROM THE FROM THE FR OM THE RO M THE COLl.E CnC BY 

GROSS NET NOT YET REPAID AN D SURETY GIVEN SECOND TO LAST m CAl SEC ON D TO LAST FIS CAL THE CO MPAN Y 

[1) (1) (1) BY THE COMPAN Y LAST FISCA L YE AR YEAR LAST FI SC AL YEAR YEAR DURING THE 

meAL YEAR (1) 

336.3 269.2 55,587.2 56,697.5 1,207.4 1, 5 3 0.9 5 .9 

64 .0 64 .0 562 54 135 4. 1 In millions oj ;1oonds '5~fIlJl9 

43.8 42.7 4 1.0 38.0 (7.9) 9.3 0.8 

20.1 20.1 1,179.6 1,525.9 71.6 87.5 0.3 

47.9 35.4 H'o.l 10.5 

38.9 14.9 43 .1 48.5 5 .2 

30.6 26.4 8 47.0 16.9 

79.1 74.7 (G')1 5 0 34.8 4 .3 It 'I o"",,,1i R",I,,,.nce .no,.,,, 14.9 
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INFORMATION ON SUBSIDIARIES AND AFFILIATES AS OF DECEMBER 31, 


A - Detailed information concerning affiliates whose gross va lue exceeds 1% 

of the capital of Suez Lyonnaise des Eaux, i.e. FRF 88,660,642 

I. Subsidiaries 

(at least 50% of the capital held by Suez Lyonnaise des Eaux) 


Eau et Force - 72, avenue de la Llberte . 92000 Nanter re 

Societe de Controle et de Management 2, rue du Presiden t Carnot - 69293 Lyon 

Degremont - 183, avenue du 18 Juln 1940 - 92500 Ruei l· Malmaison 

DB L E - 72, avenue de la Liberte - 92000 Nanterre 

Sita - 94, rue de Provence - 75009 Paris 

Elyo - 235, avenue Georges Clel11enceau - 92000 Nanterre 

Hungariaviz - H-1l34 Budapest Vaci ut 23-27 - 1566 Budapest - Hungary 

Dumez - 32, avenue Pabl o Picasso · 92000 Nanterre 

Fided - 32, avenue Pab lo Pi casso - 92000 Nante t're 

Ogelye - 72, avenue de la Liberte - 92000 Nanter re 

Lyonnaise American Holdinq - 100 West Tentll St -Wil mington - 19801 Delaware-USA 

Hisusa - llO, pr incipe de Ve rgara - Madl'id 28002 - Spain 

Lyonnaise Europe PLC - M Iidmay road - Chelms fo rd · Essex CM OXW - UK 

Lyonnaise des Eaux Canada - 8200 bd Decar ie· Montreal - Quebec H4P 2P5 - Canada 

Aguas Provlncia les de Santa Fe - calle 9 de Julio · Santa Fe - Argentina 

Pam Lyonnaise Jaya - sent t'al Senayan 1 - office towet' Lantai 7 - Jal an Asia Afrika n 8 . 

Jakarta Pusai 10270 - Indonesia 

Lyonnaise Communication - 4-6, vi l la Thoreton - 750 15 Pari s 

S,S .I.M .I 72, avenue de la Liberte - 92000 Nanterre 

Auxipar - 72, avenue de la Liberte 92000 Nantet·re 

Suez Industrie - 68, r ue du Faubou rg Saint-Honore - 75008 Par is 

Frabepar·· rue Blanche 27 - 1050 Bt'ussels - Belgium 

Flndim (formet' ly CI'I!disuez) - 1, r ue d'Astorg - 75008 Par is 

Banque Sofinco - Rue du Bois Sauvage - 91038 Evry cedex 

Sop ranor - 4, place des Sau5saies - 750 08 Pa ris 

Societe Financiere d'Epargne - 4 , place des Saussa ies - 75008 Paris 

La H~nin Vie - 14, rue Roquepine - 753 79 Par is 08 

Societe Generale de Belgique · rue Royale 30 - 1000 Brussels - Bel gium 

Au xilex - 4, place des Saussaies 75008 Paris 

11. Affiliates 

(10% to 50% of the capital held by Suez Lyonnaise des Eaux) 

Lydec 20, Boulevard Rachidl - Casablanca - M orocco 

Aguas Argentinas ' Reconqljite 823 CP - 1003 Buenos Aires - At'gentina 

Mayl1llad Water Services - 4 th floor, Benp res Bu il ding, Meralco ave - Pasig City - Phi l ippines 

Metropole Te levision - 89, avenue Char les de Gaulle -. 92200 ~euilly- sur. Seine cedex 

consolidated companies 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

C 

CAPITAL 

387 


109 


372 


6 


565 


1,363 


6,000 


765 


1,069 


330 


208 


22,998 


419 


68 


60 


105,000 


193 


949 


376 


746 


171 


1,989 


742 


1 


190 


302 


58,929 


209 


800 


159 


1,800 


264 


RESEijVES 

AND RETAI NED 

EAR NINGS (*) 

2,253 


105 


355 


29 


7,403 


2, 424 


84 4 


(42) 


197 


(330) 


6 


53,211 


18 


7 


7 


(66,394) 

116 


0) 

59 


2, 275 


17,070 


0 ,906) 


1,736 


560 


501 


408 


191,628 


274 


(290) 


133 


(547) 


1 229 


SHARE OF 


CAPITAL HELD 


(AS A PE RCENTAGE) 

100.00 

84 .13 


95.1 5 


99.9 5 


50 .65 


100.0 

51.00 

100 .0 

90 .11 


100.00 

100.00 

51.00 

80.00 

51.35 

51.69 

100.00 

76.77 

100.00 

100.00 

100, 00 

100 .00 

100.00 


9998 


99.90 

100.00 

68.30 

90. 53 


100 .00 

35,00 

20,00 

34.4 6 


• before al locat ion of the income of the fiscal year, includi ng investment subs idies, prem iums, and statutory provisions. 
(1 ) lhese flgu r·es a;-e given in FR F millions, for foreign subsid iar ies as well. 

C 

35.59 
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1998 
In mill ions of FR F, unless otherwise stated 

BOO K VALUE LD ANS AND ADVA NCES AM OUNT REVE NUES (LO SSES ) P~OFITS (LO SSES) DIVIDENDS REMARKS 

OF SHARES HELD GRANTED BUT OF GU ARANTEES FROM THE FROM THE FRO M THE ROM THE COLLEC TED BY 

GR OSS NET NOT YET REPAID AND SURETY GIVEN SEC ON D TO LAST FISCAL SECOND TO LAST FISCAL THE COMPANY 

(1) (1) (1) BY THE COMPANY LAST FIS CAL YEAR YEAR LAST FISCAL YEAR YEAR DUR ING TIl E 

FISC AL YE.AR (1) 

2,680 2,680 2,0 30 2,2 63 85 58 16 

1,645 1,645 14 13 26 15 22 

1,251 1,251 1,994 2,1 85 (85) 36 64 

262 262 7 .> 7 

2,458 2, 458 414 27~ 14 2 159 1,133 62 

3,988 3,988 2,483 3,705 (28) (50) 

92 86 20 411 1,934 (11 ) 855 In m· hor.s of foj,mgarian forrnu 

2, 273 83 3 37 28 11 3 244 

2,434 2, 358 39 45 54 52 

330 330 190 (96) (233) 

1,272 1,272 23 7 195 In mll"o", of U S doll'" 

666 666 4,187 4,548 91 In milUr!fI\ :f ~r.;I1II'!:.11 [Itleld.5 

3,3 34 3,334 121 25 35 200 In mIll ions cf POU!1ds st~rilng 

164 141 4 27 4 4 [" mllI1{)rt<, of C:l.."\aili .tn d~ll~ 

246 246 552 82 87 6 5 ['I r"1l1liorr~ of Ar']l'!nl'ntan ~ 

158 27 67 56 179,467 (49,463 ) In mi' ions '!:Ii lndor~i(ln nJfli~tl~ 

349 349 I J 188 324 (32) 169 

1,499 982 83 1 Y'~ 149 (197) 4 3 

501 501 101 (19 ) (16) 

3,364 3,364 235 397 584 750 

2,992 2,992 769 792 122 in mi',ioo! oj B~lgja.n rt3fla 

18,5 13 8,065 1,580 529 667 (4, 103) (1,906) 

1,065 1,065 5,176 4,008 503 472 252 

1,900 4 65 38 83 26 

508 508 269 17 104 

323 307 5, 612 4, 139 45 53 17 

41 ,40 7 41,407 49,661 22,64 0 103,886 751 in mil :ans of Belgi..l)J. frrtnCi 

212 212 2 11 7 0 13 

175 111 21 1,421 3,533 (130) (1 6 1) In milliom ot "4(1n)(~Jl dirhams 

671 671 1,590 433 460 58 37 177 In ml 1,ltom jf Argentine'",ln ~It 

107 51 135 732 1,724 (3 50) (547) In milk;m. ot Fhil;pp n(l peso, 

818 818 2, 2 29 2,532 498 597 133 
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INFORMATION ON SUBSIDIARIES AND AFFILIATES AS OF DECEMBER 311 


ill . Other investments in subsidiaries and affi liates 

(less than 10% of the capital held by Suez Lyonnaise des Eaux) 

AXA - 9, place Vendilme - 75001 Paris 

Northumbrian Water GrQUp . PO Box 4, Gosforth - Newcastle Unon Tynt' NE3 3PX . UI( 

Groupe GTM - 61, avenue Jules Quent in · 92003 Nanterre cedex 

Sociedad General de Aguas de Barcelona · paseo de San Juan 39 - 08009 Barcelona · Spain 

B - Global information concerning other subsidiaries or affiliates 

I. Subsidiaries not included in paragraph A 

a) French subsidiar ies · combi ned 

a) Foreign subsid iaries - comb ined 

D. Affiliates not included in paragraph A 

a) French companies · combined 

a) FOt·eign companies ' combined 

C consolidated companies 

CA PITAL RE SERVES 

AN D RETAIN ED 

EAR NI NGS (*) 

SHARE or 
CAPITAL HELD 

(AS A PE RCENTAG E) 

c 
c 
c 

21,017 

123 

764 

22,845 

6 7, 7 81 

844 

2, 417 

110,8 21 

1.23 

7.67 

4.69 

1.46 

• before allocation of the Income of the fisca l year, incl ud ing investment subsidies, premiums, and statutory provisions. 
(1 ) these fi gures are givel1 ill FRF mill ions, for foreign subsidiar-i es as well. 
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1998 

In mi llions of FRF, unles:; olherwise stated 

BOOK VALUE LOA NS AND ADVAN CES AMOU NT RE VE NUE S (lOSSES ) PROFITS (lOSS ES) DIVIDENDS REMAR KS 

Of SHARES HELD GRA NTED BUT OF GUARA NTW FROM THE FRO M THE fROM THE ROM THE COllECTE D BY 

GROSS NET NOT YET REPAID AND SURETY GIVEN SEC ON DTO LAST fIS CAL :; ECO ND TO LAST mCAl THE CO MPANY 

(1) (1) (1) BY THE CO MPA NY LAST mCAl YEAR YEAR LAST m CAl YEAR YEAR DURI NG TH E 

mCAl YEAR (1) 

2,206 1,766 364,628 371,911 7,920 10,042 39 

420 4 20 562 54 135 27 11 mlilil'll') nr hllmh 5terlirlg 

287 280 269 249 (52) 61 5 

132 132 196,264 253,889 11,908 14 ,565 2 In mllli011! or Soa:o-.I5h pe.stt.a1 

314 232 952 69 

255 98 283 3 18 34 

20 1 173 55 308 111 

519 490 (c*)99 22 8 28 {c OJ d whlth pT!'f~f'!'n(e Wrrs:. qa 



L EG A L 1164 
AND ADMINISTRATIVE 


INFORMATION 


TOTAL AND PARTIAL DISPOSALS 
WHETHER THIS INVOLVES CROSSING THRESHOLDS OR NOT 

In fUR 

COMPAN IES 

Subsidiaries (over 50% of t he capital) 
Urbana 
Sociedad Operadot'a G rup 
Lyonnaise des Eau x 
AUrElpar 
Stralex 
celina 
Soliditll 
Sperans 
Parsival 
Auo-ival 
Suez Investment Services 

Affiliates (over one-third of the capital) 
Sul iroc 
Sue z laish's 
Electricit!! de Tahiti (EDT) 

Vodamy Kana!. I<arlovy Vary 

Affiliates (over 20% of the capital) 
Neant 

Affiliates (over 10% of the capital) 
Fovarosi Vismuvek 
Maynilad water services 
Fi lmarec 

% AS OF 

DEC. 31, 
1997 

50.00 
99. 76 

99 .89 
99 .80 
99.80 
76. 00 
99 .68 
99. 76 
99 .88 

100.00 

4000 
3 3 .98 
39.8 1 
49 .78 

12 .75 

37 .50 
20 .0 0 

% AS OF REC LAS SI FICATI ON 

DEC . 31, WITH IN 

1998 THE GROUP 

X 

Winding-up 
X 

X 

Winding-up 
Winding· up 
Liqu idation 

Winding-up 

Winding-up 


X 

47 .76 

0 .87 X 

20 .00 X 

BOOK VALUE 

DISPOSAL OF SECURITI ES 

OUTS ID E HElD AS OF DEC . 31, 1998 
THE GROUP GR OSS NET 

X 

X 


X 


X 2, n9, 203.6 2,73 9,2036 

2,82 2,23 1.3 2,154, 199. 7 
10,2 45,773.4 7,838)30.0 

X 

BU SINESS 

SEC TOR 

Holdings 

Water 


Industria l and retai l financial 
Industrial and retail financial 
Indust ria l and retail financial 
Industrial and retail financial 
Industria l and retai l financial 
Industrial and retai I financia l 
Industrial and ,'etai l flnaneiill 
I ndustrial and retail financia l 

Industrial and retai l financia l 

M iscellaneolts 


Energy 

Wate" 


Waler 

Water 


I ndustrial and retai I financia l 


NEW SUBSIDIARIES AND AFFILIATES 
WHETHER THIS INVOLVES CROSSING THRESHOLDS OR NOT 

In fUR BOOK VALUE 

% AS OF 0/0 AS OF RE CLAS SIFICATION ACQUISITION OF SECURI TI ES 

DE C. 31 , DEC . 31, WITHI N OUTS ID E HELD AS OF DEC . 31 , 1998 BUS INES S 

CO MPA NIE S 1997 1998 TH E GROUP THE GR OUP GRO SS NET SEC TOR 

Subsidiaries (over 50% of the capital) 

Suez Lyonnaise des Eaux do B rasi I 100.00 Incorporation 16,005.3 16,005.3 Water 
Aguas de Santa Fe 32.82 5 1.69 X 37,53S,()S7 .6 37,538,0570 Water 
Pam Lyonnaise J aya 40 .00 100.00 X 24,041, 228 6 4,]] 9,919 .4 Water 
Antsu Antalya AS 50. 00 1 0 0.00 X 365,210.4 0.0 Water 
Lyonnaise do Brasil 100. 00 I ncorporatiolt 280,353.7 280, 353 .7 Water 

Affiliates (over one-third of the capital) 
Metl'opole Television 33 .15 34 .46 X 124,&83,872.0 124,683,872.() Commun ica ti ons 
Aguas Argentinas 25 .00 3 5 .59 X J02,25~,287 . q 10 2,254,287 9 Water 
Aguas de Cordobesas 28.89 37 .45 X 10,bQ S,J 97.7 10,122,350.3 Water 
RT.S .S. 5 0 .00 X 2,176,972 0 538,145.0 Water 
Aquapur' 48.00 X 1,266.5 1, 266 .5 Water 

Affiliates (over 20% of the capital) 
Lyonnalse Latin Amer. Water corp 25 .81 Incorporation 337,083.1 337,083.1 WaleI' 

Affiliates (over 10% of the capital) 
None 
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TOTAL AND PARTIAL DISPOSALS 
WHETHER THIS INVOLVES CROSSING THRESHOLDS OR NOT 

In FRF BO OK VA LUE 

% AS OF % AS OF RECLA SS IF ICATION DIS POSAL OF SECURITIE S 

DEC .31 , DE C. 31 , WITHIN OUTSIDE HEl D AS OF DEC . 31, 1'198 BUSINESS 

COM PAN IES 1997 19'18 THE GROUP THE GROUP GR OSS NET SECTOR 

Subsidiaries (over 50% of the capital) 
Urbana 50 .0 0 X Holding 
Sociedad Operadora Grupo 99 .76 X Water 
Lyonnaise de, Eaux 
Aurepar 9989 Wind ing-up Industrial and re ta il fi nancial 
Slralex 99.80 X Industrial and reta il fi nancial 
Ceilna 99.80 X I ndustrial and retail financial 
Solid im 76.00 X Industrial and retail financia l 
Sperans 99.68 X Industr ial an d retail financial 
Par.;ival 99. 76 Wi nding-lip Industr ia.! and retail financ ia l 
Auriva l 99.88 Winding-up Industrial an d retail financial 
Su ez Investment Se rvices 100.00 Li quidation Indllstrlal and retail fl nancial 

Affiliates (over one-third of the capital) 
Sullroc 40 .00 Winding-up Industrial and retai l financial 
Suez loisirs 33.98 Winding-up Miscel laneous 
Electric ite de Ta llit i (EDT) 39.81 X Energy 
Vodarny I( anal . I<arlovy Vary 49 78 4 7. 76 X 17/ 907,993 17,96 7,998 Water 

Affiliates (over 20% of the capital) 
None 

Affiliates (over 10% of the capital) 
Fovarosi VismLJvek 12. 75 0 .87 X 18,512, 624 14/130,624 Wu ter 
Mayni lad water services 37.50 20.00 X 106,565, 288 51/416,07 4 Wa(~r 

Filmarec 20.00 X Industrial and retail financial 

NEW SUBSIDIARIES AND AFFILIATES 
WHETHER THIS INVOLVES CROSSING THRESHOLDS OR NOT 

rn FRF BOOK VA LU E 

% AS OF % AS OF RE CLASSIFICATIO N ACQU ISITION OF SECUR ITI ES 

OE C. 31 , DEC . 31, WITHIN OUTSIDE HEL D AS OF DEC. 31, 1998 BUS INESS 

COM PA NIE S 1997 1998 THE GROUP THE GROUP GROSS NE T SECT OR 

Subsidiaries (over 50% of the capital) 
Suez Lyonna ise des E illiX do Brasil 100.00 Inco rporati on 104,988 104,988 Water 
AgLJas de Santa Fe 32.82 51 .69 X 246/233/51 6 24 6,2 33/516 Wate r 
Pam Lyonnaise J aya 40.00 10000 X 157,700,1 22 27,024,900 Water 
Antsu Antalya AS 50.00 100.00 X 2,3 95,623 0 Wate r 
Lyonnaise do Brasil 100.00 Jncol·porat ion 1,839,000 1/839,000 Water 

Affiliates (over one-third of the capital) 
Metropole T~lev isi on 3 3 .15 34.46 X 817,872,586 817,872,586 Communications 
Aguas Argentinas 25.00 3 5 .59 X 670,744,160 670,744,160 Water 
Aguas de Co rdobesas 28.89 37 .45 X 70, 155,898 66,398,305 Wa ter 
PT. S.S. 50.00 X 14,280,000 3, 530,000 Walel· 
Aquapur 48.0 0 X 8,308 8,308 Wa ter 

Atfiliates (over 20% of t he capital) 
Lyonna ise Latin Amer. Water co rp 25.81 Inco rporati on 2,211, 120 2,211 ,120 Wa te l· 

Affiliates (over 10% of the capital) 
None 
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TAX INFORMATION RELATING TO THE PARENT COMPANY ACCOUNTS 


ACCO UNTS AS OF DE CEMBER 31, 1998 AMOUNT AMOUNT 
(IN FRF) (H' EUR) 

Total non-tax deductible expenses 
(Article 39-4 of the French Tax Co de) 1, 2 J 0, 0 24 184,4 6 7 

Tolal non-ta x deductible directors fees 
(At1:icle 210 srxi('s of the Frenc l1 Ta x Code) 225,9 54 34 ,44 7 
Total expenses reported on the spec ial overheacis return . 
(Article 223 quinquies of tile French Tax Cod e) -

• Compensation and other expenses rel at ing to the highest- paid employees 38, 374,21 6 5,850,111. 5 

• Gilts an d entertainment 27,487,630 4,190,4622 
• Amollnt of above e xpense~ added back to taxable income 

INFORMATION REQUIRED UNDER LABOR LAW 

Copies of the report on size of the workforce and conditions of employment required under Article 1. 438-1 et seq. of the French 

Labor Code are ava ila ble to shareholders on requ est. 
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RESPONSIBILITY FOR FINANCIAL INFORMATION 
AND AUDITING 

Persons responsible for the annual report 
To the best of our knowledge, the information provided in this document is accurate and includes all necessary data to enable 
the investors to asseSs the assets, business activities, financial position, results and future prospects of Suez Lyonnaise des fa ux; 
no information li kely to affect the interpretation of such data has been omitted. 

Gerard Mestrallet 

President of the Executive Boa rd 


Principal statutory auditors 
Barbier hinau lt et Autres Mazars et Guerard 
Appointed: Annual General Meeting, June 14, 1995 Appointed: Annual General Meeting, June 14, 1995 

Expiry date of term of offi ce: 200 1 Expiry date of term of office: 2001 
Annual Generctl Meeting wi th regard Annual General Meeting 
to the yea r 2000 accounts with regard to the year 2000 accounts 
Represented by: Represented by: 
Christian Chochon Frederic Allilaire 

Deputy statutory auditors 
Francis Scheidecker Jose Marette 
Appointed: Annual General Meeti ng, June 14,1995 Appointed: Annual General Mee ting, June 14, 1995 
Expiry date of term of office: 2001 Expiry date of term of office: 200 1 
Annual ( ~ eneral Meeting with rega rd Annual General Meeting with rega rd 
to the yea r 2000 accounts to the yea r 2000 accounts 

We have audited the financial and acco unting data provided in thi s annual report, performing such procedures as we have 
deemed necessary in accordance with generally accepted auditing sta ndards. 
Unqualified audit opinions have been issued in respect of the parent company accounts and consolidated finan cial statements 
for the 1996, 1997 and 1998 fi scal years. 
vVe have no comments to make on the fair presentation of, or the true and fair view given by, the financial and accounting 
information presented. 

Without qualifying th e opinion expressed above, we wish to draw your attention to Notes D and N of the notes to the consolidated 
financial statements for the 1998 fiscal yea r which set out your Group's position in relation to the preferred methods 
recommended by the French Na tional Accounting Institute in terms of leasing and retirement indemnities and pensions. 

Barbi n Frinault et Autres Maza rs et Guerard 
41, rue Ybry 125, rue de Montreuil 
92576 Ne uilly-sur-Seine cedex 7501 1 Paris 
Christian Chochon Frederic AJjiJ aire 

~. 
The Statutory Auditors 


Members of the Paris and Versailles Regional Institutes

/!/~ 

COB 
... 

This annual report was registered on May 3, 1999, under the number R.99-157, with the COB (French Securities and Exchange 

Commission). It may only be used to support a financial transaction if it is supplemented by an offici al memorandum approved 
by said COl11mi~sion. 
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AGENDA 

A. Deliberating as an Ordinary General 
Shareholders' Meeting 
• Executive Board 's managemt:nt rt:port 

· Supervisory board report 

· Statutory Auditors' reports 

· Approval of the operations of the 1998 fiscal year and the 

parent company accounts as of December 31, 1998 

• Appropriation of the results and determination of the 

dividend amount 

· Vote on the special report of the Statutory Auditors 

· Presentation of the consolidated financial statements as of 

December 31, 1998 

• Renewal 	 of the term of office of a member of the 

Supervisory Board 

• Appointment of a principal statutory auditor and a deputy 

statutory auditor 

• f\uthority 	 to be vested in the Executive Board for the 

purpose of trading in company shares 

· Authority 	 to be vested in the Executive Board for the 

purpose of issuing bonds and debt securities 

B. Deliberating as an Extraordinary 
General Shareholders' Meeting 
· Executive Board's report 

· Special report of the Statutory Auditors 

• Reports of the Appraisers of Capital Contributions 

· Independent Expert's Report 

· Amendment of Article 34 of the by-laws relat1llg to the 

method of voting 

· Authority to be given to the Executive Board for the purpose 

of increasing the share capital. either by the issue, with 

maintenance of preferential subscription rights, of shares, 

warrants and/or marketable securities which give access, 

immediately or in the long term, to company shares or by the 

capitalization of premiums, reserves, profits or such like 

· Authority to be given to the Executive Board for the purpose 

of increasing the share capital by the issue, with elimination 

of preferential subscription rights, of shares, warran ts and/or 

marketable securiti es which give access, immediately or in 

tbe long term, to Company shares, including for the purpose 

of remunerating securi ties transferred to the Company in 

the context of a public offer of exchange 

• Authority to be given to the Executive Board for the purpose 

of Llsing the authorizations to increase share capital at the 

time of a public offer of excha nge relating to company 

securities 

· Authority to be given to the Executive Board for the purpose 

of reducing share capita l by canceling shares 

• Authority to be given to tht: fxecutive Board for the purpose 

of increasing share capi tal in favor of Spring Multiple 99 

SCA 

• Approval 	 of the planned mnger-absorp ti on by Suez 

Lyonnaisc des raux of /\.uxilex, a hench societe anonyme 

(joint-stock corporation) with capital of FRF 209,000,000 

having its registered office at: 4, place des Sauss~ies, 75008 

Paris, France, registered with the Commercial and 

Companies 1Zq.;i :;try of Paris under the number 712 010 867 

RCS Paris; consequently, approva l of contributions and their 

valuation 

· Determination 	 and allocJtion of the merger surplus; 

reduction in the capital by cancellation of shares held by 

Auxilcx 

• Approval 	 of the planned merger-absorption by Suez 

Lyonnaise des Eaux of Societe financiere d' Epargne, a 

French societe par actions si117plifiee (si mplified joint-stock 

company), wit h capita l of HU 190,000,000, having its 

registered office at: 4, pla ce des Saussaies, 75008 Paris, 

France, and registered wi th the Commercial and Companies 

Registry of Paris under the number 341 970 416 RCS Paris; 

conseq uently, 8pproval of the contributions and their 

valuation 

• Determination 	 and allocation of th e merger surplus; 

reduction in capital by cancellation uf shares held by Societe 

Financiere d'Epargne 

· Approval 	 of tbe planned merger-absorption by Suez. 

Lyonnaise des Eaux of DRLE, a French societe anonyme 

(joint-stock corporation) with capi tal of FRF 6,000,000, 

having its registered office at: 72, avenue de 18 Liberte, 92000 

Nanterre, France, and registered with the Commercial 

and Companies Registry of Nan terre under the number 

338 512 353 RCS 0;~nterre; consequently, approval of the 

contributions and their va luation 

• Determination and alloca tion of the merger deficit 

• Allocation to the "Additional paid-in capital" item 

• Powers for formalities 
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EXECUTIVE BOARD'S REPORT 

1. Executive Board's report to the Ordinary 
General Shareholders' Meeting 

Approval of the parent company accounts 


(fust resolution) 


The General Meeting is asked to approve the operations and 

parent company accounts for the 1998 fi sc;:ll year as they are 

presented. 

Appropriation of net income and determination 

of the amount of the dividend (second resolution) 

EUR FRF 
in view of retained earnings 
for the prev ious fiscal yea r 4,647, .3 87.49 .30,484,86.3 5 .3 

and Ule profits 
of the fiscal yea r closed 691, 151,5.3 ] .51 4,53 .3 ,656,851 .54 

to tal net income 
to be appropriated amounts to 695,798,919.00 4,564,1 4 ] ,715.07 

The Executive Board proposes the followi ng allowan ces 

• 	Special long-term 

capi tal gains reserve 98,03],901.19 643,04 7,118.]0 


• 	Payment of the dividend 
to ] 47,767,737 sha res 398,972, 889.90 2,617,090,599 .40 

• Precompte mobilier 
(special eqL'al lzation tax) 128,015,5 21. 25 83 9,7 26, 77 2. 7 0 

• Retained eamings 70,77 8,606.66 464,27i ,224.87 

695,798,919.00 4,564,141,71 5.07 

If the ivleeting approves this proposal , the net dividend for 

the 1998 fiscal year will be set at FUR 2.70 (FRF 17.71) per 

share, to which a tJX credit of :. :UR 1.35 (FRF 8.85) will be 

added, giving total revenue per share of EL"R 4.05 (FRF 25.56). 

Agreements referred to under Articles 101 and 143 

of the Law of July 24, 1966 (third resolution) 

The special report of the Statutory Auditors relates to the 

agreements referred to under Articles 101 and 143 oftbe Law 

of July 24, 1966 relating to business corporations. 

The special report of the Statutory Auditors on regulated 

agree men ts is included on page 58 in this annual report. 

The agreements entered into during the 1998 fiscal year are 

not of an extraordinary nature, with the exception of the 

agreement entered into with Compagnie de SJint Gobain 

with a view to releasing cross-shareholdings. 

Moreove r, since Decemher 31, 1998, sewral f!:gulated 

agreements have been entered into 

- In February 1':199, the Supervisory Boa rd authorized the sale 

of Suez Lyonnaise des Eaux's minority in terest in Banque 

Chabrieres to the Caisse Nationale de Credit Agricole 

- On March 31. 1999 the Supervisory Board authorized: 

- The sale of 100% of Elyo's capital to Societe Gcnerale 

de Belgique. 

- The purcha se from Societe Ge nerale de Belgique of it, 

20% shareholding in Cotlcem, the holding company 

controJling Sagem. 

Consolidated financial statements (fourth resoJution) 

It is proposed that the General Meeting review the 

consolidated financial statements as of December 31, 1998. 

The Supervisory Board (fIfth resolutions) 

The Supervisory Board was deeply saddened by the sudden 

passing of Mr. Jean Dromer, President of Fondation de France 

in November 1998. He had participated actively and steadfastly 

in the Board's work as a long-standing Director of Lyonnaise 

dt's Faux , then as a member of Suez Lyonnaise des Ea ux's 

Supervisory Board as from June 1997. 

1n addition, in accordance with the provisions of Article 16 

of the by-laws relating to the age limit for memhers of 

the Supervisory Board, the terms of office of Messrs. Albert 

Frere, PhilIppe Malet, and Bernard Mirat expire at this meeting. 

Ivfessrs. :Vlalet and Mirat are not seeking the renewal of their 

terms of oft-ice. 

The board wishes to pay tribute to Mr. :vfalet, former President 

of Compagnie Suez and Vice-President of' Lyonnaise des Eaux, 

for his invaluable assistance in the Board's decisions, and to :VIr. 

Mirat for his effective work as adviser responsible for 

shareholder rela tions. 

It is proposed that the General Meeting renew the term of office 

of tvlr. Albert here for one year. His term of office will come 

to an end at the close of the Ordinary General Meeting which 

will deliberate on the accounts for the 1999 fiscal year. 

Statutory Auditors (sixth and seve.nth resolutions) 

It is proposed that th e Genera l Meeting appoint: 


. Deloitte To uche TohmatsLl-Audit as principal st,ltutory 


auditor for six fiscal yea rs. 

This firm 's term of office will ex pire at the close of the 

Ordinary General Mee ting which will deliberalc on the 

accounts Cor th e 2004 fiscal year. 

http:4,564,141,715.07
http:695,798,919.00
http:464,27i,224.87
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http:128,015,521.25
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http:4,647,.387.49
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o Bureau d'etudes administratives sociales et comptables 

"BEAS" as deputy Statutory Auditor for six fiscal years. 

This firm's term of office will expi re at the close of the Ordinary 

General Meeting which will deliberate on the accounts for the 

2004 fiscal yem. 

Authority to trade in the Company's shares on tJle 

Stock Exchange (eighth resolution) 

The Ordinary and Extraordinary General Meeting of 

shareholders on June 11, 1998 authorized the company to 

trade in the Company's shares on the stock exchange under 

the following conditions: 

o Maximum purchase price: FRF 1,200 

o Minimum selling price: FRF 750 

o The purchase authorization relates to 10% of the shJres in 

the company' s capital. 

Betw,-,"n August and October 1998, the company acquired 

4,759,580 shares: 

- 4,223,082 within the scope of the relCJse from cross­

shareholdings with Saint Gobain, 

- .')3.'),000 on the market, 

- 1,498 from a company within the: ·roup, 

for an overall value of FRF 4,786,902,243.40 and a unit value 

ofFRF 1,005,74. 

At its meeting on October 26, 1998, the Executive Board decided, 

with effect from October 30, 1998, to cancel all of these 4,759,580 

shares by reducing the capital (for a par value of 

rRF 285,574,800), and by allocating the remainder to the 

"additional paid-in capital" item (FRF 4,501,327,443.40). In view, 

in particular, ofshares acquired on the market between November 

1 and December 31, 1998 and the exercising of former 

Compagnie de Suez purchase options, the Company held 467,056 

in treasury stock as of December 31, 1998. The authori7.ation 

vested in the Executive Board by the Ordinary and Extraordinary 

General Meeting of Shareholders on June 11, 1998 to trade in the 

Company's shares on the Stock Exchange o ..'j)ires at this General 

Meeting. It is proposed that a new authorization be today vested 

in the Executive Board to trade in the company's shares on the 

Stock Exchange with the broader perspective of active 

management of its equity in the light of its financing needs. In this 

context, it is specified that the new proposed limits are as follows: 

o Maximum purchase price: EU R 250 (FRF 1,640) 

o M inimum selling price: EUR 160 (FRF [,050) 

However, in the event of the options offered by Article 217-2 

section 3 of the law relating to business corporations being 

exercised, such price is determined in accordance with the 

legal provisions in force. 

o Maximum number of shares that may be held: 10% of share 

capital on the date of this decision. 

Such authorization shal.l expire at the close of the General 

Meeting convened to deliberate on the accounts for the 1999 

fiscal year, and within eighteen months at the latest. 

Authority for the purpose of issuing bonds and debt 

securitjes 

The Ordinary and Oxtraordinary General Meeting of 

Shareholders on June 11, 1998 authorized the company, for a 

period of five years, to issue bonds and debt securi ties of the 

company for a maximum nominal amount of FRl 10 billion, 

and to accomp ..lI1Y such bonds with securities or marketable 

securities, in the form of warrants or otherwise, giving access to 

marketable securities which are represen tative of debts of the 

company, for a maximum nominal amount of FRF 5 billion. 

On the basis of such authorization, since your last m"ding, 

your company has carried out two major transactions: 

1 - within the scope of the public offer of exchange with 

regard to the capital of Societe Generale de Belgique which 

took place in June an d July 1998 and in order to remunerate 

the contribution of 25,396,358 Societe Generale de Belgique 

shares, your company issued 25,396,358 new shares and 

25,396,358 guaranteed value certificates. Such certificates, 

which guarantee a maximum value of HZ r: 180 per evc, 
were recorded in off-balance sheet commitments for a total 

of approximately FRF 4.6 billion. 

2 - in March 1999, your company issued options to be 

exchanged for AXA shares for an amount of EUR 787 million, 

i.e. approximately FRF 5.2 billion. 

The authorization for tlve ycars v'.'sLer! in the Executive Board 

by the Ordinary and rxtraordinary General Meeting of 

Shareholders on June 11, 1998 was u:;d almost in full. It is 

therefore proposed that this authorization be renewed for 

larger amounts for another tlve-year period: 

o Maximum limit for the issue of bonds and debt 

securitics: EUR 5 billion (FRF 32.8 billion). 

o Maximum limit [or shares or marketable securities, in the form 

of warrants or otherwisl" linked to the above-mentioned 

bonds and giving access to securities that are representative of 

debts of the Company: FU R 2.5 billion (FRF 16.4 billion). 

http:4,501,327,443.40
http:4,786,902,243.40
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2. Executive Board's Report to the 
Extraordinary General Shareholders' Meeting 

ln the extraordinary part of this Meeting, you are requested 

firstly to authorize ;1n amendment of the by-laws (tenth 

resolution) with a view to enabling future meetings to use 

all voti ng methods permitted by law and that make use 

of advan ced techniques, e.g., the counting of votes by means 

of electronic systems. 

You are then requ ested to renew the authority vested in the 

_.xecutive Board with regard to th e issue of marketable 

~ec uritie s, with corresponding cancellation of previous 

authorizations. Viithin this perspect ive, it is proposed that: 

. In the eleventh resolution, you give the Execu tive Board 

authoriza tion with a view to issuing, with the maintenance of 

sha reh olders' preferential subscription rights, shares, wa rrants 

and/o r ma rkdable securities which give access, ei ther 

immediately or in the long-term , to shares (co]1\': r( ible bonds, 

shares or bonds with attached equity warrants, bonds which 

may be redeemed in shares, etc .) and to increasing the capital 

by capi ta lization of rese rves. T he nominal amount of the 

shares wh ich could be issued in this way would be limited, 

excl uding cap italiza tion of reserves, to fUR 700 million 

(FlU 4.59 billion) and that of initial bond securities to 

Elm 5 billion (FR F 32 .8 billion). The amounts or the issues 

carried out pursuant to the twelfth resolution would be ofCet 

against these amounts. The maximum nominal amount of an 

inn': :Jsc in capital carried out by capitalization of reserves 

would he limited to the on'I.·J Il amount of th e sums which 

could be capitalized. The validity of this au th ority as set out by 

thl.' ~kv' . :nth resolution is twenty-six months. 

. In the twelfth resolution, which includes the cancellation of 

the shareholders' pn:ferenti al s ubscriptio n rights, yo u enable 

th e Executive Board to is:.ll!.' , on th e French and/or 

international market, the same securities as those referred to 

LInd er the el eventh resolution. Furthermore, this authority 

enables the Executive Boa rd to issue securiti es whose 

purpose is to remunerate securities transferred to th e 

CllmpJny in the context of a public offer of exchange where 

it is the offeror. Furthermore, such auth ority makes it 

possible to issue sha res entitlement to which would res ult 

I ( () In marketable securities which wou ld be iss ued , in 

agreement with your Fxecutive Board, by direct or indirect 

subsidiaries of Suez Lyonnaise des Faux. T he nominal 

amount of the shares which could be issued in the context of 

the twelfth resolution would be limited, as in the case of the 

eleventh reso lution, to En~ 700 million (FR F "! .39 bi ll ion ) 

with that of initial bond securities being limited to ELR 5 

billion (fRt: 32.8 billion ). The amounts of the issues carried 

Ollt as part of the eleventh reso lution would be ol'(.;et ag::l in st 

these amounts (and vice versa). The va lidity of this authority 

as set out by the twelfth resolution is he same as that set out 

by the eleventh resolution, i.e. twenty-six months. 

The 3u tho rizations which are proposed to you will give your 

Executive Board great flexibility, where applicable, to carry out 

the issues that are best suited to the potential of the markets. 

Apart from the opt io n of offe ring the Company's 

shareho lders the opportunity to subscribe for new securities 

wit h attract ive conditions, the Executive Board will , through 

launching isslles without preferential subscription rights, be 

able to carry out transactions whose swi ftness is a prerequisite 

of Sllccess while continuing to attract a larger public by 

launching issues on foreign financial markets. 

In all cases where preferential subscription righls are 

maintained, aside from preferential subscription rights as of 

right, a preferential subscript ion right for ex(\:~ :: shares 

enabling holders of o ld securities to subscribe for a grea ter 

number of securiti es than that to which they may subscribe by 

preferential right in proportion to their pr('i crential 

subscription rights and in accordance with their requests may 

be established. 

\"There preferential subscript,ion rights are eliminated, the 

Executive Board may grant priority of subscription, which 

does not enable negotiable securities to be set up, to the 

shareholders. Under the same au thority, it is stipulated that the 

issue of shares in capital take place on the basis of the average 

of th e opening listed prices of the old share on ten consecutive 

trading days selected from the last 20 days of trad ing prior to 

the issue, kl llowing adjustment 01 ihis average in the event of a 

difference in value dates; it is further stipulated that, in the 

event of an issue of equity warrants, the sum received by the 

Company upon subscription of warrants will be taken into 

consideration in thi s calculation. 

The thirteenth resolution makes provision for authorizing 

yo ur Executive Board to use prevJOus authorizations relating 
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to increases in capital, not reserved for named beneficiaries, at 

the time of a public offer of securities issued by the Company, 

until the next meeting called to deliberate on the Company's 

accounts. 

The fourteenth resolution aims to authorize th e Exec uti ve 

Boa rd , for;) duration of eighteen months, to reduce capital by 

ca nceli ng treasury stock held by the Company, pursuant to 

Article 217-2 of the Law of July 24, 1966; the Execu tive Board 

would have th e power, in compli ance wit h legal and 

regulatory provisions, to reduce capital by a maximum of 10% 

of its total amount. 

The fifteenth resolution will allow the Executive Board, for a 

period of one year, and eliminating preferential subscription 

rights, to increase share capital by issuing new shares for a 

total nom inal amount of EUR 15.000,000, rese rving the 

subscription in such ca pital to Spring Multiple 99 SCA, a 

Luxembourg societe en commandite par actions (partnership 

limited by shares). Such reserved increase in capital aims to 

encourage development of employee share ownership by 

granting foreign employees access to newly issued shares via 

this company in which they are to hold shares. Value creation 

and the ongoing concern for sharehold er value crea tion in 

your Group, whose main resources are the em ployees of our 

Group, have led the Executive Board to decide to launch an 

operation aimed at encouraging share ownership by 

employees in order to: 

· To make them full partners of your Group, 

• To focus on value creation as a point where your interests 

and theirs meet, 

· To enable them to side with your views in the choices made 

through out the yea r, 

· To make the prim aril y hench concept of employee 

shareholders, which currently accounts for le~s than 1% of 

capital, an international concept. 

It is in thi s ::pi rit that employees should be able to subscribe, 

directly or indirectly. for Suez Lyonnaise des Eaux shares next 

July. Such subscription will be carried out either via a 

"traditional fund" or a "guaranteed fund" which would in 

addition enable an employee to increase his or her saving 

capacity to a large extent. Such operations will take place 

within the scope of the authorization given in the twentieth 

resolution of the Ordinary and Extraordinary General 

Meeting of Shareholders on June 11 1998. with the excep tion 

of the guaranteed fund aimed at foreign employees. 

Since the offer is being made concurrently to around flfteen 

foreign countries. it was found during the development of the 

product that the diverse range of local legal constraints meant 

that subscribers were at a disadvantage if they were foreign 

employees. This raises the question as to what interest foreign 

employees would have in laking up the subscription offer 

made to them. 

Therefore, at the recommendation of our advisers and with a 

view to retaining the benefi ts to which the Group's employees 

have a right. regardless of their nationality. the Executive Board 

has deemed it necessa ry to offer foreign employees subscription 

for Suez Lyonnaise des Ea ux shares via the intermediary of tbe 

Company set up in Luxembourg for such purpose, Spring 

Multiple 99 se:\.. This will allow them access to the issue under 

the same conditions as those offered to French employees. 

Since the increases in capital authorized in the twentieth 

resolution of the Ordinary and Extraordin ary Gelleral 

Meeting of Shareholders on June 11. 1998 were only open to 

subscriptions by employees made directly or via an empl oyee 

investment fund , and not using the system put in place, we 

request that yo u au thorize the Executive Board to issLle shares 

for the benefit of Spring Multiple 99 SCA, whose shareholders 

will mainly be composed of forei gn employees of the Group, 

according to the sa me conditions as those granted to 

employees 111 accorda nce with sa id twe ntieth resolution. 

referred to above: the issue price of the shares will be equa l to 

the price which will be determined in accordance with this 

same resolution. The Executive Board will thus be able, for a 

period of one year. to increase capital. eliminating prefe rential 

subscription rights in favor of Spring Multiple 99 SeA, for a 

maximum nominal va lue of EUR 15,000.000 by issuing a 

maximum number of 1,500,000 new shares of a par va lue of 

FUR 10 each. Tbe equality of the conditions of the sbare 

subscription offer was submitted to an independent expert. 

Mr. Jean Borgeix, ap pointed by the Presiden t of the 

Commercial Court of Paris on April 12,1999, and his report 

has been made ava ilab le to you. 

In accordance with the provisions of Article 155-2 of the Decree 

of March 23, 1967. a supplementary report will be drawn up by 

the Executive Board upon application of the resolutioll s by 

which the meeting authorizes the issue of marketable securities 

with preferential subscription rights eliminated. 

This report will set out the final conditions of the transacti on 

and will show: 
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- the impact on the position of the shareholder of the 

proposed issue, particularly with rega rd to its share of 

shareholders' equity at closing of the previous fiscal year, 

given the stipulation that if thi s closing is more than six 

months prior to the contemplated trans;)c tion such impact 

wi!.1 be a sscs~cd in the light of an interim financial position 

drawn up according to the same methods and following the 

same presentation as the last annual report; 

- the theoretiG11 impact on the current stock market va lue of 

the sha re, wo rked out on the bas is of the average of the 20 

days of trading prio r to the transaction. 

This info rmation will be provided taking into account all 

of the securities issued that are liab le to give access to 

the capi tal. 

The sixteenth to the twenty-second resolutions aim to 

request your approval for internal restructuring operations, 

the objective ofwhich is to simplify and improve the structure 

of the Suez Lyonnai se des Eaux Croup by mea ns of the merger 

;lbsorption of three subsidiaries which are wholly owned: 

Auxilex, Societe Financicre d'Fpargne and I )BLF. 

As alJ the shares of the three companies taken over are held by 

Suez Lyonnaise des Eaux, such mergers will be carried out 

pursuant to law under the simplitleJ regime pruvided for in 

Art icle L378-1 of the law relating to bu siness corporatiuns. 

This wi lJ not gi ve rise to allY increase in the capital of Suez 

Lyonnaise des Eaux or exchange parity. From accoun ting and 

tax st<ln dpoints, the three operat ions will take retroactive 

dIcct as of January I, 1999, with contributioIls being made on 

the basis of the net book values as they appear in the last 

balance sheets closed as of December 3 1, 1998 . 

The planned mergers and the reports of the appraisers of 

capital contribution:;, Messrs. Domingue LedoubJe and Marcel 

Peronnet, contain comments relating to the assets contributed. 

fter taking into account the merger of wholly-owned 

subsidiari es with Au xiJex and with Societe f inancicre 

d ' Fpargne, such contributions are main ly made up of 

shareholdings and investments , as well as cash. 

Among the main assets contributed are: 

- Auxilex: 

· Lo ng-term investment;; fo r FRF 577,578,463.39 

• Current assets fo r FRF 43 ,461 ,55 1.40 

- Socie te Fin anciere d'J:pargne: 

· Long-term investments for FRF 524, 163,241.00 

• Current assets for PRE 2.5,367,272.12 

- DBLE: 

• Long-term investments for FRF 4,669,721.26 

. Current assets tor FRF 31,094,225 72 

The value of net assets contributed by Auxilex amou nts 

to FRF 513,278,689.27, and is made lip of contributed assch 

of FRF 62 1,040,0 14 79 and liabilities of FRF 107,76 1,325.52, 

taking into account the merger ,,"ith Auxilex of a wholly­

owned subsidiary, prior to this merger. 

As Auxilcx holds 915,954 Suez Lyonn;lise des Faux shares, 

Suez Lyonnaisc des Eaux would reduce its capital by canceling 

349,789 shares out of the 915,954 that would be contributed 

by Auxilcx. 

The merger surp lus generated by the operation, J.e., 

FRF 301,575 ,838.89, minus the di ffe rence between the 

contribution va lue and the par va lue of the canceled shares, 

finally amounts to FRF 108,268,447.38 , which will be 

recorded in an "additional paid-in capital" account. 

The value of net asset~ contributed by Societe Financiere 

d'Epargne amounts to FRF 547,627,515.66, comprising 

contributed assets of FRF 549,530,513.11 and liabilities of 

FRF 1,902,997.45, after taking into account the merger 

with Societe Financiere d'Epargne of a wholly-owned 

subsidiary prior to this merger. 

As Societ t' Financiere d 'Epargne holds 1,090,631 Suez 

Lyonnaise des l::.aux shares, Suez l.yonnaise des Eaux would 

reduce its capital bv canceling <1 11 of the 1,090,631 shares that 

would be contributed (0 it by Societe Financiere d'Epargne. 

The merger surplus generated by the operation amounts to 

FRF 39,R2 6,968.66; the difference bel\veen the contribution 

value and the par value of the canceled shares, i.e., 

FRF 452,622,537.11, will be allocated in part to the total 

amount of the merger su rplus and for the remainder to the 

"additional paid-in capital" item. 

The value of net asse ts contributed by DBLE amou nts 

to FRF 35,398,876.98, which breaks down as contributed 

assets of FRF 35,763 ,946.98 and liab ilities of FRF 365,07000. 

The merger deficit ge nera ted by the operat ion, i.e . 

FRF 227, 158,782.00, will be allocated to the income 

statement. 

It is planned, moreove r, for cos ts, taxes and fees incurred due 

to the merger opera tions, as well as the sums nec('y;ary 

for allocations to the special long-term capital gains reserve, 

to be offset against the "additional paid-in capit;ll" item. 
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OBSERVATIONS OF 
THE SUPERVISORY BOARD 
ON THE EXECUTIVE BOARD'S 
REPORT AND THE ACCOUNTS 
FOR THE 1998 FISCAL YEAR. 

At its Mee ting on March 31 , 1999, th e Superv isory Bo ard 

examined the report to be prese nted to the General \ 'Ieeting 

by th e Executive Board, as well as th e acco Llllts for tb e 1998 

fisGil yeu , in tbe presence of the Statutory Auditors and with 

th e p<l rticipation of the Audi t Commi ttee, 

T hese accounts had bee n prepa red by the Exec utive Boa rd , 

tbe Statuto ry Auditors having indicated that they wo uld 

certify th em wi thout any qualifi cation . 

The Group share of net income amoun ted to EU R 1 billion 

(Hl.F 6,6 billion), up 64. 3% from 1997, fo r revenue of 

EU R 31.4 (FRF 205.7 billion ). T his revellue, up 8(0, ove rall, 

has increased particularly in th e core businesses (+ 17% ), 

and more especially internationaJJy (+ 65%) . 

The Croup share of net income at E'l1R 0.76 billi on (FRF 5 bil­

lion ) is up 25.2%; it has increased by 50% in two years, 

T he increase is particularly signi ficant in the Energy secto r 

in light of the increase in the ca pital o f Societe Gcnerale 

de Belgique and !lew intern ati onal developments in Trac tebe!. 

The recorded growth is enti rely in line with th e objectivc 

decla red at the time of the m erger of do ubling curren t net 

incom e pCI' share by 2002. 

Extraordinary income was recorded from the sale of Saint 

Gobain securities and the redu ction of th e h o lding in Fortis, 

partl y co unterbalanced by th e cre:1tion o f additional 

p rovis io ns to m eet po ten t ial contin genc ies relatin g to 

emerging co untries, restru ctu ring prov isions and exceptional 

amorti /a tion of goodwill 

T he financial s tructure o f the C roup is solid with a non­

financia l sec to r net debt ratio o f 59%; the rate o f coverage 

of fi nan cial expenses by th e gross ope rati ng income is 7.5. 
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Over the Iiscal year the major sales o f assets, combined wit h 

recurrent annual self-fin ancing, enabled the Group to inves t 

EUR 10.9 billion ( !'RF 7 1.5 billion ), dis tributed between thrcl' 

large, b roadly equi va lent , a reas: physica l in vestmcnts, 

acquisit io ns and th e publi c offer o f exchange with rep lrd to 

Societe Generale de Be lgique. 

Suez Lyonnaise des Ea ux 's pa rent company accounts show 

incom e of EU R 691 million , which justiCies the propos~11 of a 

net dividend per share of n ' )l. 2.70 (FRF 17.71) 

The Superviso ry Board was, at all tinl es, able to perform its 

task of managem ent cont ro l of the Gro up throu gh the 

Executive Board . T he Exec utive Boa rd info rmed it in du e 

course o f any signi fica nt changes and enabled it to fulfil its 

purpose, 
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SPECIAL STATUTORY AUDITORS' REPORT ON THE PROPOSALS 
OF THE ELEVENTH, TWELFTH, FOURTEENTH, AND FIFTEENTH 
RESOLUTIONS SUBMITTED FOR THE APPROVAL OF THE ORDINARY 
AND EXTRAORDINARY GENERAL MEETING OF SHAREHOLDERS 

j() the Shareholde rs of Suez l.yonn<l ise dl'S Eaux , 

Acting in our capacity as the Statutory Auditors of your Company ami in compli ance with the tasks provided for by th e Law 

of July 24, 1966, wc hereby provide our report on the proposals of the eleventh , twelfth, fourteenth, ~ (ljd fift een th resolutions 

suhmitted for the approval of the Ordinary and Extraordinary (;eneral Meeti ng of Shareholders with the aim of authorizing yo ur 

Executive Board to carry out the followin g operations. 

1. Issues of marl<etable securities 
The operations cuntempbted are as follows: 

· share capital increase by the issue, with maintenance of preferential subscription rights, of warrants and/or m<Jrketable 

securities which give access, immediately or in the long term, to Company shClres, by limiting the amount of shares issued 

to LUR 700 million by subscription , conversion, exchange, rcdempt ion, presentation of a wa rrant or by any other means 

(eleven th resolution ); 

· share capital increase by the issue, with a waiver of prefen.'ntial subscription rights, of shares, warrants and/or marketable 

securities which give access , immed iately or in the long term, to Company shares (twelfth resolution); 

· share capital increase with elimination of preferential subscription r ights, for a m;]ximum amount of : .UR 15 million, in 

favor of Spring Multiple 9Y SCA, a company organi zed and existing under Luxembourg law, in order to favor the share 

ownership 01 foreign employees (fifteenth reso lution). 

rhe delegations oC powers that you are asked to give in the twelfth and fift eenth resolutions provide for the waiver of the 

preferential subscription ri ghts relating to the shares to be issued. Your Executive Board seeks a delegation of powers from you 

in order to fix the terms and conditions of th ese operations. 

We have examined the planned ~harc capital increases and issues performing such procedures as we have deemcd necessa ry 

in accordance with generally accepted professional standards. 

Subject to a later exa mination of the conditions of the proposed operations, we have no comments tl i make on the methods 

of calculating the issue prices provided in the Executive Board' s report. 

As neither the amount of the issue and subscription prices nor the other terms and conditions of the issue h;]ve been fL'{eci, 

we arc not expressing our opinion on the final conditions under which th e operations will be performed nor, consequently, on 

th e proposal made to you to wai\'(' the preferential subscription right, the principle of which nevertheless falls within the logic 

of the operations suhmilled for your approval. 

In accordance with Artick 155-2 of the Decree of :vlarch 23, 1967, we shall draw up a supplemcntary report when your 

h ecutive Board decid es to carry out the authorized operations. 

2. Reduction in capital 
The operation contemplated is the reduction of ca[.Jital by ca nceling sha res totaJing a maximum of 10% of the capita l of your 

Company (fo urteen th resolution). 

Your Executive Board seeks a delegation of powers from you in order to fix the terms and conditions of these o[.JlTJtions. 

We have analyzed the planned reduction in cap ital by canceiJat ion of shares performing such procedures as we have deemed 

necessar y in <1ccordance with generall y accepted professional standards. 
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As the terms and conditions of this reduction in ca pital have not been fixed, we are not expressing our opinion on the final 

condit ions under 'which such operations might be performed. 

In accordance wi th Article 215 of the Law of July 24, 1966 and Article 184 of the Decree of March 23, 1967, we shall draw up 

a supplementary repor t when your Executive Board decides to carry out the auth or ized operati ons. 

Paris and Neuilly, April 16, 1999 

The Statutory Audi tors 

Ba rbier Frinault & Autres Mazars & Guerard: 

Arthur Andersen: Frederic Allilaire 

Christi an Chochon 

/tl ~. 
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REPORT OF THE ApPRAISERS OF CAPITAL 
CONTRIBUTIONS IN ACCORDANCE WITH ARTICLES 193 
AND 378-1 OF THE LAW OF JULY 24, 1966 

To the Shareholders of Suez Lyonnaise des Ea ux, 

Pursuant to an order of February 15, 1999, the Presidents of the Commercial Co urts of Nanterre and Paris appointed us as 

the apprai sers of capita l contributions in charge of assessing the value of contributions wi thin the framework of the merger of 

DBLE, SF E and Auxilex into Suez Lyonnaise des EaLlx . 

We hereby present to you our n.'port on these operations. Our report is organized as follo\"s. 

1. Presentation of the operation 

2. Assessment of the value of contributions 

3. Procedures performed 

4. Conclusion 

1. Presentation of the operation 
The companies involved in the operation: 

Suez Lyonnaise des Eaux (SLE) is a French societe anollyme (joint-stock corporation) with capita l of fU R 1,477,677,370 

whose registered office is at 72, avenue de la Liberte, Nanterre 92000, France; it is registered with the Commercial and Companies 

Regis try of :\Tanterre under the number 542 062 559. 

DBLF is a French societe anonyme (joint-stock corporation) with capital of f RF 6,000,000 whose registered offi ce is at 72, 

avenue de la Liberte, Nanterre 92000, France; it is registered with the Commercial and Companies Registry of Na nterre under 

the number 3385 12353. 

Societe Financiere d'Epargne (SFE) is a French societe pllr actiol1s simplifier (simplified joint-stock corporation) with cap ital 

of FRF 190,000 ,000 whose registered office is at 4, place des Saussaies, Paris 75008, France; it is registered with the Commercial 

and Companies Registry of Paris under the number 341970416. 

Auxilex is a French societe anonyme (joint-stock corporation) with capital of FRF 209,000,000 whose registered office is at 4, place 

des Saussaies, Paris 75008, France; it is registered with the Commercial and CDmpanies Registry of Paris under the number 712 010 il67. 

Conditions of the operation 

SLE is considering absorbing DBLE, SFF and Auxilex through a simplified merger, as it should be noted that on the del lI.· of 

the merger agreement SLE holds all th e shares of DBLE, SFE and Auxilex. 

The net assets contributed amo unt to FRF 35,398,876.98 for DBLE, FRF 547,627,515.66 for SFE and FRF 513 ,278,689.27 for 

Allxilex; these contributions wi ll not give rise to any issue of shares in the absorbing compan y. 

The treatmen t applicab le to the opera tions is the following: 

• From a corporate law standpoi nt, the operations are considered as mergers/ahsorptions that are subject to the provisions 

of Article 378-1 of the Law of]uly 24, 1966. 

• From a tax standpoint, the operations benefit from the preferential tax treatment provided for by Article 210-A of the French 

Tax Code, with respect to direct uxcs: with respect to registration taxes, the operations are subject to the tax trea tment 

under Article 816 of the French Tax Code; with respect to VAT, the absorbing company sha ll be suhroga ted in the rights and 

obligations of the absorb,·d ' ompanies. 

· From accounting and tax standpoints, the operations shall be deemed to occur with retroactive effect as of January 1,1999, 

and all the operations carried out with respect to assets and li<Jbilities since that date shall benefit SU. 

Purpose of the operation 

SLE is planning to restructure its internal orga nization. The absorptions planned for the purpose of streamlining and 

simpl ifying its structures will make it possible to consolidate the holding of investments and liquid assets. 
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2. Assessment of the value of contributions 
DELE, SFF and Auxilex are contributing the fo llowing assets ilnd liabilities: 

DBlE SFE AUX ILEX TO TAL 

Fi xed assets 4,669,72 1.26 524,163, 241.00 577,578,463.39 1,106,411 4 25 

Current assets 31 ,094 , 225.72 25,367,272 .11 . 43,461 ,551.40 99,923,049. 23 
Total assets 35,763,946.98 549,530. 11 621,04 0,014.79 1,206!33 4,4 74.88 
Provisions 16,568,895.00 16,568,895.00 
Debts 365,070.00 1,902,997.45 91,192,"130.52 93,460,497.97 
Total liab ilities 3 65,070.00 1,902,997.45 1 07,76 1,3 25 .5 2 110,0 29,3 9 2.9 7 
Net assets 35,398,876.98 547,627,515.66 513,278,689.27 1,096,305,081.91 
Value of the sl1ares on the SLE balance sheet 262,557,658.98 507,800,547.00 211,702,850.38 982,061,056.36 

Mel-ger surpl us or deficit (227,158,782.00) 39,826,968.66 301 ,575, 83 8,89 

The contrib ution values correspond to the net book values as of December 31, 1998. 

Merger surplus or deficit 

The difference betlveen the gross va lue of DBLE shares on SLE's balance sheet (FRF 262,557,65898) and the va lue of 

contributions (FRF 35,398,876.98) corresponds to the overall merger deficit, which amounts to FRF 227,158,782.00. This 

amount will be entered on the income statement. 

The difiCrence between the value of contributions (FRF 547,627,515.66) and the value of the SF E shares on SLE's balance 

sheet (FRF 507,800,547.00) corresponds to the overall merger surplus, which amou nts to fRF 39,826,968.66. This amount will 

be entered in the add itional paid-in capital item. 

The difference between thc' value of contributions (FRF 513,278,689.27) and the value of the Auxilex shares on SLE's balance 

sheet (FRF 211,702,850.38) corresponds to the overall merger surplus, which amou nts to FRI' 301,575,838.89. This amount will 

be entered in the add itional paid-in capital item. 

Reductions in capital 

Pursuan t to the Auxilex and SFE mergers, Sl.E will receive its own shares that will be canceled as t,' )llows: 

SFE AU XIL EX 

Contribution value 524,163,241.00 216,252,045.82 

Par value (71,540,703.89) (22,944 ,654. 3 1) 

Reduction in the additional paid · in capital 412,795,568.45 193,307,391.51 

After the absorption of SFE, your company will become the owner of 1,090,631 of its own shares that will be canceled Th i~ 

reduction in capital will be booked, beyond the par value, in the "additional paid-in capital" item. 

For the Auxilex merger, SLE will receive 951,954 of its own shares, 349,789 of which will be canceled. Canceling these shares 

will give rise to a reduction in capital up to the par value; the surplus will be booked in the "additional paid-in capital" item. 

3. Procedures performed 
Vie have performed such procedures as we have deemed necessa ry in accordance with the professio nal standards IClid down 

by the French National Institute of Statutory Auditurs. 

In particular: 

- we have verified the ownership of all the shares of the capital of DBl.E, SfF and Auxilex by SJ .F. 

- we have reviewed the accounts of DBLE, SFE and Auxilex as of December 31, 1998. 

- we have verified that the results of the interim period do not have a negative impact on the overall value of the contributions. 

4. Conclusion 
We have no comments to make on the overall value of the aforementioned contributions, which amount to a toul of 

FRF 1,096,305,08190 

Paris, April 14, 1999 

~~ i~
Dominique Ledouble Marcel Peronnet 

Statutory Auditors 
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INDEPENDENT EXPERT'S REPORT 

On the terms and conditions of the increase in capital reserved for Spring Multiple 99 seA 
for employees of foreign subsidiaries 

Dear Shareholders , 

cting in my capacity as an independent expert appointed by an order of the Commercial Court of l\anterre on April 12 , 

1999, hereby present to you my report on th e increase in capital reserved for Spring Multiple 99 SCA, a company organ ized and 

existing under Luxembourg Law, created upon the request of your Executive I30ard to offer fo reign employees of your Gro up an 

employee savings plan under conditions that are comparable to those offe red to French employees. 

As presented by your Executive Board in its report, the purpose of this plan is to make it possible, through Spring Multiple 

99 SeA, for forei gn employees of your Group who wish to participate in the leveraged employee savings plan to take advantage 

of conditions to subscribe for new Suez Lyonnaise des Eaux "SLE" shares that are the same as those offered to employees of 

French companies as part of the group saving:; plan. 

In accordance with the provisions governing group sav ings plans, French employees can subscribe, through an employee's 

investment fund, for SI.E share, at a pri ce that is 20% lower than the average share prices quoted on the stock exchange over the 

twenty consecutive days of trading prior to the Fxecutive Board 's decision to issue shares to French employees, pursuant to the 

Gventieth resolution of the Extraordinary General Meeting 01 ~harehold ers on June Ii, 1998. 

The increase in capital reserved indirectly for employees of foreign sLlbsidiaries of the SLE Group would enable them to 

subscribe fo r SLE shares under th e following conditions: 

. the increase in cap ital resulting from this subscription must not exceed a ce iling of 1,500,000 shares as decided by the 

LxecutiH' I30ard on March 29, 1999 and will be carried out, on one or more occasions, with in a period of one year. 

. the subscription price will be exactly the same as the price offered to french em ployees, i. e. with J 20% discount compared 

to the awrage share price qu oted on the stock exchange over the twenty consecutive days of trading prior to the Executive 

Board's decision to issue shares to French employees. 

The purpose o f this report is to examine the conditions for the increase in capital reserved for Spring MulLiplc 99 SCA and 

it does not focus on the speci fic terms and conditions used to orga nize this company in order to reproduce, by using a single 

subscription price, an economic structure fo r the employees of foreign sLlbsidiaries that is as similar as possible to the structure 

from which employees of French companies of the Group benefit. 

Based on the various documents that were provided to me, an analysis of th e operation that yo u are Jsked to approve leads 

me to confirm that the subscription price offered to the foreign employees of yo ur Group through Spring M ultiple 99 SeA is 

the sa me as the price also offered to French employees. 

In o rder to ensure the same conditions fo r subscription, the increases in capital carried out for employees 01' French 

companies and employees of foreign subsidiaries \\fiJ I take place simultaneously. 

It is thus yo ur I ' .'~ponsibility to eva luate the subscription conditions thereby offered to Spring Multiple 99 SeA and to 

approve or rej ect the resolution on this operation that is proposed by your Executive Board. 

Paris, April 26, 1999 

~ 

Jean Borjeix 


Pin8tton Finance 




RESOLUTIONS 

A) Deliberating as an Ordinary General 
Shareholders' Meeting 
First Resolution - Approval of the operations 

and the accounts for the 1998 fiscal year 

The General \1eeting, deliberating in the form of an Ordinary 

General Meeting, having examined the reports of the 

Executive Board and the Statutory Auditors as well as the 

Observations of the Superviso ry Board, approves the 

orer<1tions of the 1998 fiscal year as well as the accounts as of 

December 31,1998 as they are presented to it. 

Second Resolution - Appropriation of income 

and determination of the dividend amount 

The General Meeting, deliberating in the form of an Ordinary 

General Meeting and noting that net income for the fisca l yea r 

amounts to EUR 691,151,531.51 (FRF 4,533,656,85 1.54) 

and retained earnings amount to LUI{ 4,647,387.49 

(FRF 30,484,863.53), approves the app ropriation of these 

sums, which represent a total of EUR 695,798,919.00 

(FRF 4,564,141,715.07) , as it is proposed by the Executive 

Board, namely: 

EUR FRF 
- Special long-l enn 

cap ital gains reserve 98,0 31,901.1 9 643,047, 118.10 

- Dividend payment to 

147,767,737 actions 398,9 72,889.90 2 617,09 0,599.40 

- Special equalization tax 128, 015,521.25 839,726,77 2.70 

- Reta ined earnings 70,778,606.66 464,277,224 .87 

695, 7 98,919.00 4,5 64, 141, 71 5 .0 7 

Consequen tl y, the Gene ral Meeting sets the net dividend for 

the 1998 fiscal year at fUR 2.70 (FRF 17.7) per share, to which 

a tax credit of EUR 1.35 (FRF 885) will be added, giving total 

revenue per share of EUR 4.05 (FRF 26.56). 

The dividend will be paid as of June I, 1999 which is the 

cutting-off dare. 

It is specified that in the event that, at th e time of such 

payment, the Company holds treasury stock , the sum 

corresponding to unpaid dividends for the amount of such 

shares would be included in retained earnings. 
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The Meeting Lakes note, in accordance with the law, of the 

sums distribu ted for the three previous fi sca l years: 

FISCAL 
YEAR 

NUMBER OF SHARES SUMS 
UPON WHICH THE D1 STR1­

DMDEND IS PAID BUTED 

NET 
DMD END 

TAX 
CREDIT 

OVERALL 

IN CO ME 

1995 58,045,706 EU R 101.7 millions 
FR F 667 .5 millions 

1.75 
11.50 

0.88 
5.7 5 

2 .63 
17 .2 5 

1996 59,315,239 EUR 108.5 mil lions 
FRF 711.7 millions 

1.83 
12.00 

0 .91 

6.00 

2.74 

18.00 

1997 126,235,77 2 E UR 288.6 mill ions 
FRF 1,893.5 mi llions 

2.29 
15.00 

1. 14 

7.5 0 

3 .43 

2250 

Third Resolution - Special Report 

of the Statutory Auditors 

The General Meeting, deliberating in the form of an Ordinary 

General Meeting, having examined the special report of the 

Statutory Auditors on the agreements referred to under 

Articles 101 and 143 of the Law of July 24 , 1966, approves the 

operations entered into or carried out during the fiscal year. 

Fourth Resolution - Consolidated financial statements 

The General Meeting, deliberating in the form of an Ordinary 

General Meeting, notes that the conso lidated financial 

statements as of December 31, 1998 were presented to it and 

that the report of the Executive Board on Group management 

is included in the management report. 

Fifth Resolution - Renewal of the term of office 

of a member of the Supervisory Board 

The General Meeting, deliberating in the form of an Ordinary 

General Meeting, renews the term of office of Mr. Albert Frere 

as a member of the Supervisory Board, for one year. 

Mr. Albert Frere's term of office will come to an end at the 

close of the annual Ordinary General Meeting which will 

deliberate on the accounts for the 1999 fiscal yea r. 

Sixth Resolution - Appointment of a principal 

Statutory Auditor 

The General Meeting, deliberating in the form of an Ordinary 

General Meeting, appoints as principal Statutory Auditor, for 

six fi sca l years, Deloitte Touche Tohmatsu - Audit, a French 

societe anonyme (joint-stock corporation) with capi tal of 

FRF 3,664,200, having its registered office at 185 avenue Charles 

de Gaulle, l\euilly-sur-Seine 92200, France, and registered 

with the Commercial and Companies Registry of ;-.Janterre 

under the number 572 028 041 ReS :"Jan terre. 

http:4,564,141,715.07
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Deloitte Touche Tohlllatsu - Audit's term of office will expin: 

at the close of the Ordinary General Meeting which will 

delibera lc on the accou nts for the 2004 fiscal year. 

Seventh Resolution - Appointment 

of a deputy Statutory Auditor 

The GenerJll\leeting, deliberating in the form of an O rdinarv 

General MCding, appoints as deputy Statutory Audit or, for six 

fiscal ),eJ I'S, Bureau d'Etudes Administratives SuciJles et 

Comptables "SE AS ", a French SARI (limited li'lbility 

company) with cdpital of FRF 50,000, having its registered 

ullIn: at 7-9 villa Huussay, Neuilly-sur-Seine 92200, France, 

and regi stered with the Cummercial and Companies Registry 

of 1\'anterre under the number 315 172 445 RCS r-.;a nterre. 

Bureau d'Etudes Administrativcs Sociales et Comptdblcs 

"BE/\ S" will be the deputy to Deloitte 'louche Tohmatsu ­

Audit and its term of office will expire at the same time as that 

of Deloitte 'louche Tohmatsu - Audit. 

Eighth Resolution - Authority to be vested 

in the Executive Board to trade in Company shares 

The C;eneral Meeting, deliberating in the form of an Ordinary 

GcncrJl Meet ing and having examined the report of the 

Executive Board and the contents of the information 

memorandum approved by the Coml1lission des Operatiolls de 

BOll rse (hench Securities and Exchange Commission), 

authorizes the directorate, with the possibility of sub-delegation, 

to acquire shares of the company, under the conditions laid 

down by Article 217-2 of the Law of July 24, 1996 with a view: 

· to th eir subsequent cancellation within the scope of a 

reduction in capital which would be agreed or authori7.ed by 

the Fxtraordinary Ceneral Meeting, 

· to them being retained and, where applicable, transferred, 

sold or exchanged within the ",-ope of financial transactions, 

or asset and financial management of capital and equity. 

· to them being alloc<ltcci or transferred to employees 

or former employees of the Group, or to setting up stock 

option plans, 

· to adjusting the market price of the Company'~ shares on the 

basis 0]' the following terms: 

- the maximum number of shares acquired may not exceed 

10% of the share capital on th e date of the decision herein 

and the accrued amount of acquisitions net of charges may 

not exceed the sum of EU R 3.6 billion, 

- the maximum purch,l~e price must not exceed EUR 250, 

- the minimum selling price must not be less than EUR 160. 

However, in the event that the powers offered by section three of 

the above-mentioned Article 21 7-2 are used, the selling price will 

then be determined in accordance with the legislation in force. 

The purchase of shares as well as their sale or tr:msfer may be 

made by any means, on the market or by mutual agreement, 

including by Llsing any financial instrument or by transactions 

involving options such as the purchasing and selling of put or 

call options. To this end , the Executive Board may, in 

particular, decide to aJlocate to shareholders, without 

payment, negotiable warrants which allow their holders, if 

they exercise them , at any time, or during periods defined by 

the Executive Board, to sell to the company a fixen number of 

shares for a price set by the Executive Board in accordance 

with the resolution herein. These transactions for the 

purchase, sale, transfer or issue of negotiable warrants may be 

carried out at any time, including at the time of a public offer. 

In the e\ I: nl of an increase in capital by capitalization of 

reserves and the Jllocation of shares without payment, as well 

as in the event of either a stock split or consolidation, the 

prices indicated above will be adjusted arithmetically in the 

required proportion by the variation in tbe total number of 

shares determ ined by the operation. 

Such authorization wiJJ be valid until the close of the General 

Meeting to deliberate on the accounts for the 1999 fiscal year 

and within eighteen months at the latest. 

This resolution cancels and supersed es that passed by the 

Ordinary and Extraordinary General Meeting of Shareholders 

on June 11,1998 in its ninth resolLltion for the amo un t of the 

authoriza tion not used. 

Ninth Resolution - Authority to he vested 

in the Executive Board for the purpose of issuing 

bonds and debt securities 

The General Meeting, deliberating in the form of an Ordinary 

Jeneral Meeting, having examined the report of the Executive 

Board: 

. Cancels the authority to issue ordinary bonds and debt 

securities given to the Executive Board by the Ordinary and 

Extraordinary General !'deeting of Shareholders held on 

June 11, 1998; 

• Authorizes the Executive Board, for a period of five years as 

from the date of this Meeting: 

http:authori7.ed


L EG AL 
[A ND ADM I NISTRATIVE INFO R MATiON 

- to issue, on one or more occlsions, at times that it will decide 

upon, on the French and/o r the international market, one or 

several ti xed- or variable-rate bond issues, ,·"hether perpetual 

or not, for a detlnite or an indefinite term, in euros, in 

foreign currencies, or in any other currency unit drawn up 

by reference to a group of currencies, for a maximum 

nominal amount of El:R 5 billion or th e equivalent value of 

this sum in any other currency; and to generally issue, under 

the same conditions, any marketable securities that are 

representative of debts with regard to the Company, which 

may not exceed the sum of EUR 5 billion or the equivalent 

value of this sum as indicated above, it being specified th at 

the accumulated amount of the above-mentioned issues of 

bonds and debt securities may not exceed th e amount of 

EUR 5 billion or the equivalent value of this sum; 

- to accompany the above-mentioned bonds wi th any securities 

or markclJble securities, in the form of bonds or otherwise, 

giving access, by subscription or by any other manner, to debt 

securities of the Company, for a maximum nominal amount 

of f UR 2.5 billion or the equivalent value of this sum, with 

th is amount being added to tha t set out above; 

. Delegates full powers to the Executive Board in order to deci de 

on such issues; to determine all of the terms and conditions of 

issue and redemption including in the form of exchange and 

allocation for payment of all assets and securities as well as of 

determination and payment of interest rates; the amount of the 

redemption premium, if one is provided for, will be added to 

the above amou nt of EUR 5 billion; to enter into any 

agreements to ensure their investment and successful 

conclusion; to make stock market redemptions with a view to 

partly redeem ing the bonds; and, generally, to take all necessary 

measures and to do whatever is required. 

B) Deliberating as an Extraordinary General 
Shareholders' Meeting 

Tenth Resolution - Amendment of Article 34 

of the by-laws relating to the voting method 

The Gene ral Meeting, deliberating in the form of an 

Extraordinary General Meeting and having examined the 

report of the Executive Board, decides to amend the by-laws 

with a view to allowing the use of all voting methods at future 

General Meetings. 

Consequently, the General Meeting decides to replace the 

third paragraph of Article 34 of the by-laws, with effect from 

the close of this Meeting, with the following wording: 

"the votes of the shareholders present or represented by a duly 

authorized representative may be expressed by alJ means that 

comply with the laws and regulations in force." 

Eleventh Resolution - Authority to be given 

to the Executive Board for the purpose of increasing 

the share capital, either by the issue, with maintenance 

of preferential snbscription rights, of shares, 

warrants and/or marketable securities which give 

access, immediately or in the long term, to Company 

shares or by the capitalization of premiums, reserves, 

profits or suchlike 

The General Meeting, deliberating in the form of an 

Extraordinary General Meeting, having examined the report 

of the Executive Board and the special report of the Statutory 

Auditors and in accordance with the provisions of the Law 

relating to business corporations, and in particular with 

Article 180: 

1. 	Cancels the authorizat ions conferred on the Executive 

Board by the Ordinary and Extraordinary General Meeting 

of Shareholders held on Jun e 11, 1998 with the purpose of 

increasing the share capital, partly through the issue, with 

maintenance of preferential subscription rights, of shares, 

warrants and/or marketable securities which give access, 

immediately or in the long term, to Company shares or by 

the capitalization of premiums, reserves, profits or suchlike, 

2. Delegates to the Executive Board the powers required to carry 

out a share capital increase, on one or several occasions, in the 

proportion and at times that it shall determine: 

a) by issuing, in euros or in foreign currencies, or in any other 

currency un it established by reference to a group of 

currencies, shares, warrants and/or marketable securities 

giving immediate or long-term access, at any time or on a 

ftxed date, to company shares by subscription , conversion, 

exchange, redemption, presentation of a warrant or by any 

other means, 

b) and/or by capitalizing premiums, reserves, profits or 

such like where such capitalization is possible pursuant to 

law and the by-laws and takes the form of an allocation 

of shares without payment or an increase in the par value 

of existing shares. 
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3. fixes the period of validity of this authority at tweIlly-six 

months as from this Ceneral l"kcting; 

4. decides to fix the limits uf the amounts of authorized issues 

in the event of the Executive Board using its delegation of 

powers as follows: 

· in the event of a capital increase carried out in the context 

of the issues referred to in 21 a above: 

a) 	the maximum Ilominal amount of shares which may be 

issued in this way, either directly or upon presentation of 

securities, whether repr('s('ntative of debts or not, may 

not exceed the ceiling of E\'1\ 700 million, or the 

equivalent value of this amount, to which will be added 

the overall nominal value of the shares that may be issued 

to maintain the rights of the holders of th ese securities in 

accordance with the law; it is stipulated that th e nominal 

amount of the shares issued, whether directly or not, will 

be offset against this amount, pursuant to the twel fth 

resolution of this Meeting, 

b) 	the maximum nominal 8mount of the above-mentioned 

marketable securities that are representative of debts of 

the company which may be issued in this way may not 

exceed the ceiling of EUR 5 billion, or the equivalen t 

value of this amount; it is stipulated that the nominal 

amount of the debt securities that will be issued will be 

offset against this amount, pUi'suant to the twelfth 

resolution of this Meeting; 

· in the event of the capitalization of premiums, reserves, 

profits or suchlike: the maximum nominal amount of 

capital increase which may be effected in this way may not 

exceed the overall amount of the sums that may be 

capitalized; it is stipulated that the amount of such capital 

increases will be added to the amount of the fIXed ceiling 

mentioned above in "4/a"; 

5. in the event of the Executive Board using its delegation of 

powers, in the context of the issues referred to in "2/a" above: 

· decides that preference in these issue(s) will be given to 

shareholders who can subscribe by way of right; 

· nevertheless gives the Executive Board the power to grant 

shareholders the right to subscribe for excess shares to a 

higher number of marketable securities than that which they 

could subscribe to by way of right, in proportion to the 

preferential subscription rights that they have and, in any 

event, according to demand; 

· decides that if subscriptions by way of right, and where 

applicable, subscriptions for excess shares, have not account­

ed for the whole issue, the Executive Board may, under the 

conditions provided for by the Law and in the order that it 

shall decide upon, use any of the following powers: 

- to limit the capital increase to the amount of the 

subscriptiuns, provided that this reaches at least three­

quarters of the agreed increase, 

- to freely distribute all or part of the securities issued but not 

subscrihed, 

- to offer all or part of the securities issued but not 

subscribed for to the public on the French and/or 

international market; 

· decides that any issue of equity warrants that is likely to be 

made by tJJI~ company may take place either by subscription 

offer, under the conditions set out above, or by the 

allocation of shares without payment to holders of old 

shares; in the event of the issue of warrants without 

payment, the Executive Board shall have the power to decide 

that the fractional shares allotment rights will not be 

negotiable and that the corresponding bonds will be sold, 

the sums resulting from the sale being allocated to those 

holding rights at the latest within 30 days of the registration 

date of the entire number of warrants allotted , 

· notes and decides, if need be, that this authority 

automatically entails, to the benefit of the holders of the 

securities issued, the express waiver by the shareholders of 

their preferential subscription rights to the securities to 

which the securities issued provide en titlemen t; 

• deci des that the amount of the counterpart to which the 

company is entitled or may be entitled at a later date for each 

of the shares issued in the context of this authority will be at 

least equal to 80% of the average of the opening listed prices 

of the share on the Paris Stock Exchange monthly sett Icmcnt 

market over ten consecutive days of trading selected from the 

last 20 days of trading prior to the start of the issue of shares 

and/or the securities providing entitlement thereto following 

adjustment, where applicable, of this average in the event of 

a difference bervveen value dates; it is further stipulated that, 

in the event of an issue of company shares by way of 

subscription of warrants not attached to shares, the sum 

received by the company upon subscription of the warrants 

will be taken into consideration in this calculation; 

6. decides that the Executive Board will have full powers to 

implement this authority, under the conditions set down by 
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law, for the particular purpose of: 


· fixing capital incn.\ lSe and/or issue conditions, 


· relating to any issues carried out in the context of the 


authority referred to in "2/a" above: 

- deciding the amount to be issueu, the issue price as well as 

tbe amou nt of the premium which may, where applicable, 

be req uested at the time of the issue. 

- setting the dates and terms and conditions of the issue, the 

type and form of securities to be set up, which can notably 

take the form either of perpetuals or not and for a fIXed term 

or not, fixing the interest rates of the debt securities, their 

method of redemption, including via an exchange or 

allocation for payment of aU assets or securities and their fixed 

or variable redemption price with or without a premium, 

- determining the method of paying up for shares and/or 

securities issued, 

- fixing, if applicable, the terms and conditions of exercising 

rights attached to secur ities issued or to be issued and, in 

particular, setting the date, which may even be retroactive, 

from which the new shares will bear rights of enjoyment, 

as well as any other terms and cond itions relating to 

performing the issue, 

- fixing the terms and conditions, where applicable. to 

reueem or exchange the securities issued or to be issued, 

- providing for the power to possibly suspend the exercise of 

the rights attached to these securities for a period of a 

max imum of three months, 

- fixing the terms and conditions by which, where applicable, 

the maintenance of the rights of the holders of tJ1e marketable 

securities giving access to company shares in the long-term 

will be carried out, in accordance with the laws and 

regulations, 

- by its own initiative, offsetting the share cap ital increase 

expenses against the amount of the premiums relating to 

it and deducting from this amount the necessary sums to 

increase the legal reserve to one-tenth of the new capital 

figure, following each increase, 

· relating to any capitalization of premiums, reserves, profits 

or suchlike: 

- fixing the amount and the type of the sums to be 

capitalized, fixing th e number of new shares to be issued 

or the alllount by which the par value of existing shares 

which make up the share capital will be increased, setting 

the date, which may even be retroactive, from which the 

new shares will bear rights of enjoyment or at which the 

increase in the par value shall take dlect, 

- deciding, where applicable, as an exception to the 

provisions of Article 194 of the Law of July 24, 1966, 

that the fractional share rights shall not be negotiable and 

that the corresponding shares shall be sold, with tIle SUlllS 

resulting from the sale being allocated to the holders 

of the rights at the latest 30 days after the registrdtion date 

of the entire number of bonds allotted; 

. in general, entering into any agreements, in particular to bring 

the contemplated issue to a successful conclusion, taking any 

measures and carrying out any formalities necessary for the 

issue and financing of securities issued under this authority as 

well as to the exercise of the rights that are attached thereto, 

recording the capital increase(s) carried out by using this 

authority and amending the by-laws correspondingly. 

1Welfth Resolution - Authority to be given 

to the Executive Board for the purpose of increasing 

the share capital, either by the issue, with elimination 

of preferential subscription rights, of shares, 

warrants and/or marketable securities which give 

access, immediately or in the long term, to Company 

shares, inetud.ing for the purpose of remunerating 

shares which are to be contributed within the scope 

of a public offer of exchange. 

The General Meet ing, deliberating in the form of an 

Extraordinary General Meeting, having examined the report 

of the Executive Board and the special report of the Statutory 

Auditors and in accordance wi th the provisions of the law 

relating to busill'~ ss corporations, and in particular with 

Article 180 as well as its Articles 1'13- 1, 194- 1 and 339-3: 

1. Cancels the authori zati on granted to the Executive Board 

by the Ordinary and Extraordinary General Meet ing of 

Shareholders held on June 11, 1998 for the purpose of 

increasing the share capital through the issue, with 

elimination of preferential subscription rights, of shares, 

warrants and/or marketable securities which give access, 

immediiltt'ly or in the long term, to Company sh:lrl's, 

2. 	Delegates to the Executive Board the powers required to 

carry out a share capital increase, on one or more occasions, 

in the proportion and at times that it shall determine, on 

the French and/or international market by making public 

offers either in foreign currencic:; , euros or in any other 
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currency unit established by reference to a group of 

currencies, through the issue: 

. by the Company of shares, warrants and/or marketable 

secu rit ies giving immediate or long-term access, at any 

time or on a fIxed date, to Company shares whether by 

subscription, com'crsion, exch:lI1ge, redemption, presen­

tation of a bond or by any other means; it is stipulated that 

these securities may be issued for the p urp ose of 

rem u neratin g stock that would be transferred to the 

Company in the context of a public offer of exchange 

relating to stock which m eets the conditions laid down in 

Article 193- 1 of the law relating to business corporations, 

• and/ or by one of the companies in which Suez Lyonnaise 

des Eaux holds, either directly or indirectly, over half of 

the capital, and with the agreement of such company: 

- either of bonds with Suez Lyonnaise des Eaux equity 

warrants, 

- or of any other marketable securities providing entitlement 

by conversio n, exchange, redemption, presentation of a 

warrant or any other means to the allotment, at any time or 

on any date, o /" securities which, to this end, are or will be 

issued representing a share in the capital of Suez Lyonnaise 

des E;1UX; it is stipulated that such marketable securi ties may 

take the form of shares with attached equity warrants, of 

bonds that are convertible into shares, of bonds redeemable 

in shares or any other form which would not be 

incompatible with the laws i:1 force ; 

3. Fixes the validity of this authority at twenty-six months as 

from this General Meeting; 

4. Decides to fix the limits of the amounts of authorized issues 

in the event of the Executive Board using its delegation of 

powers as follows: 

a) the maximum nominal amount of shares which may be 

issued in this way, either directly or upon prcscntation of 

securities, whether representative of debts or not, may 

not exceed the ceiling of EUR 700 million, or the 

equivalent value of this amount, to which will be added 

the overall nominal value of the shares that may be issued 

to maintain the rights of the holders of these securities in 

accordance with the law; it is stipulated that th e nominal 

amollnt of the shares issued, whether directly or not, will 

be offset against this amount, pursuant to the eleventh 

resulution of th is Meeting, 

b) th e maxi mum nominal amount of marketable securities 

that are representative of the above-mentioned debts of 

the Company which may be issued in this way may not 

exceed th e ceiling of El'I~ 5 billion, or the equivalent 

value of this amount; it is stipulated that the nominal 

amount of the debt securities that will be issued ",ill be 

offset against this amount, pursuant to the thirteenth 

resolution of this meeting; 

5. Decides to eliminate shareholders' preferenlial subscription 

rights with regard to securities that are subject to tbis 

resolution ; these securities may be issued by the Company 

itself or by a company in which it holds, either directly or 

indirectly, over half of the capital, leaving the Fxccutive Board 

the power, however, to give the shareholders, for a given period 

and according to the terms and conditions that it will set, and 

for all or part of the issue carried out, a subscription priority 

which doC's not result in the creation of negotiable rights; 

6. Decides that if the subscriptions by shareholders and the 

general public have not accounted in full for an issue of 

marketable securities, the Executive Board may use, in the 

order that it shall determine, any of the following po\\'ers: 

- to limit the issue to the amount of subscriptions prov ided 

that this reaches at least three-quarters of tbe agreed issue; 

- to freely distribute all or part of the non-subscrihed 

securities. 

7. N otes and decides, if need be, that this authority 

automatically entails, to the henefIt of the holders of the 

:, ,:curities isslIed, the express waiver by the shareholders of 

their preferential subscription rights to the securities to 

which tlle securiti es issued provide entitlement; 

8. 	Ikcides thaI the amount of the sum attributable or that may 

become attributable to the Company at a later date for each 

of the ca.,h :-,h,lres issued or to be issued in the con ic'xt of this 

authority will be at least equal to the minimum value as 

stated by law, i.e. currently the average of the listed opening 

prices of the share on the Paris Stock Exchange monthly 

settlement market over ten consecutive days of trading 

selected from the last 20 days of trading prior to the start of 

the issue of shares and/or securities providing entitlement 

thereto (ollnwing adjustment, where applicable, of thi:, 

m·,:r;lgf. ' iJ1 the event of a difference between value dates; it is 

lunlJer stipulated tbat, in the event of an issue of Company 

warrants not attached to shares or bonds, the sum received by 

the Company upon subscription of the warrants will be 

taken into consideration in this calculation ; 
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9. Decides that the Executive Board "vill have full powers to 

implement this authority, under the conditions set down by 

law, for the particular pu rpose of: 

• fixing th e conditions of the issuers) , in agreement with the 

appropriate bodies of the subsidiaries, if necessary, 

· deciding the amount to be issued , the issue price as well as 

the amount of the premium which may, where applicable, 

be requested at the time of the issue, 

• determining the dates and terms and conditions of the 

issue, th e type and form of securities to be set up, w hich 

can notably take the fo rm either of perpetuals or not and 

for a fi xed term or not, fixing the interest rates of the debt 

securities, the method of redemption including via an 

exchange or allocation for payment of all assets or 

securities, and their fixed or variable redemption price 

with or without a premium, 

· determining the method of paying up sha res andlor 

secu rities issued, 

· deciding that the balance of the issue which could not be 

subscribed shall be distributed at its discretion, either partly 

or fully, or that the amo unt of the issue shall be limited to 

the amo unt of subscriptions received; it is stipulated that the 

Executive Board may use, in the order that it shall deem 

necessary, all o f the above powers o r just one of them , 

· fi xing, if necessary, the terms and conditions of exercising 

rights attached to securities issued or to be issued and , in 

particular, setting the date, which may even be retroactive, 

from which the new shares will bear rights of enjoyment, 

as well as any other terms and conditions relat ing to 

performin g the issue, 

· fixing the terms and conditions, where applicable, of redemp­

tion o r exchange of the securities issued or to be issued, 

· providi ng for the power to possibly suspend th e exercise of 

the rights attached to these securities for a period of a 

maximum of three months, 

· more especially, in the event of the issue of secu rities for 

the purpose of remunerating securities transfCrred in the 

context of a p ublic offer of exchange: 

- drawing up a list of securities transferred by exchange, 

- setting the issue conditions, the exchange pdrity as well as 

the amount of the equaliza tion payment in cash to be paid, 

- determin ing the terms and conditions of the issue in the 

context of ei ther a pub.lic offer of exchange, an alte rna tive 

purchase or exchange offer or a m ain takeover bid or a 

public offer of exchange, accompanied by a takeover bid 

or a public offer of exchange in a secondary capacity, 

. by its own initiative, offsetting the share capital increase 

expenses aga inst the amount of the premiums rela ting to it 

and deduct ing from this amount the necessary sums to 

increase th e lega l reserve to one-tenth of the new capital 

figure, followin g each increase, 

. in general, entering into any agreements, in particular to bring 

the contemplated issue to a successful conclusion, tak ing any 

measures and carrying out any formalities necessary to the 

issue and financing of securities issued under this authority as 

well as to the exercise of the rights that are attached thereto, 

recording the capital increasers) carried out by using this 

authority and amending the by-laws correspondingly. 

Thirteenth Resolution - authority to be given 

to the Executive Board for the purpose of using 

the authorizations to increase capital relating 

to Company securities at the time of a takeover 

bid or public offer of exchange 

The Ge neral Meeting, delib erating in the form of an Extra­

ordinary Ceneral Meeting and having examined the report of the 

Executive Board, decides that the various authorities given to the 

Executive Board by this meeting, relating to increases in capital 

not reserved for named beneficiaries, may under the legal condi­

tions then in effect, be used, in full or in pal1, by such Executive 

Board, at the time of a takeover bid or public offer of exchange in 

relation to the marketahle securities issued by the Company, for a 

period betvveen the date of this meeting and that of the next 

meeting called to deliberate on the Company's accounts. 

Fourteenth Resolution - Authority to be given to the 

Executive Board for the purpose of reducing capital 

by canc.:ling shares 

The General Iv!ecring, deliberating in the form of an Extra­

ordinary General Meeting, having examined the report of the 

Executive Board and the special report of the Statutory Auditors: 

. authorizes the Executive Boa rd , for a period of eighteen 

months and pursuant to Article 217-2 of the Law of July 24, 

1966, to reduce the ca pital, on one or more occas ions, by 

canceling treasury stock held by the company, by a maximum 

of ten percent of the Company's ca pital within a period of 

twenty-four months, 

. grants the Executive Board full powers to: 
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- carry out this (tIJ ,:.e) reductionCs) in capital , 


- decid e on th e final amount, fix the terms and conditions 


and record that it has bee n carried Ollt, 


- offset the di fference betvveen the book value of the canceled 

shares and their nominal value against all reserves and 

premium items, 

- ~lmend the hy -Jaws correspondingly and generally do 

whatever is necessary. 

All th e above in compliance with the legal provisions 

app li cable at the time this authori?atioll is used. 

Fifteenth Resolution - Authorizations to increase 

the share capital, with the elimination 

of preferential subscription rights, in favor 

of Spring Multiple 99 SeA 

The General Meeting, deliberating in the form of an 

F.x traordtnary General Meeting, having examined the report of 

the Executive Board, the special report of the Statutory Auditors 

as well as the report of the independent expert appointed hy the 

Pres ident of the Commercial Court of Nanterre: 

· authorizes the Executive Board to increase the share capital, 

on one or more occasions, for a period of one year as of the 

date of this Meeting, by a nominal maximum value of 

FUR 15,000,000 by issuing a maximum number of 1,500,000 

new shares with a nominal value of ELl! 10 each; 

· decides to eliminate the preferential subscription rights of 

shareholders and to reserve subscription of all share :·. [0 be 

issued to ~p ring Multiple 99 SCA, a Luxembourg societe en 

commandite par actions (pa rtnership limited by shares), with 

capital of EU R 31,000, having its registered 0111ce at 3, 

avenue Pasteur, L-2311 Luxembourg, which is in the process 

of being registered; 

· decides that the issue price of the new shares will be identical 

to that set by the Executive Board, which will set the terms 

and conditions of the next issue o f shares reserved for the 

Group 's employees pursuant to the twentieth resolution of 

the Ordinary and Fxtraordinary General Meeting of the 

Shareholders on June II, 1998, with the price set by the 

Executive Board being equal to 80% of the average of the 

opening listed prices on the Paris Stock Excbange monthly 

settlement market over the last 20 days of trading prior to the 

date of its decision; 

· grants full powers to the Executive Board, in particular to: 

- set th e daters) and the terms and conditions of the share 

issues that will be made in accordance with the 

authori zation herein; in particular, to set the number of 

new sharl's to be issued, their date of enjoyment, vvhich 

may even be retroactive, and the issue price in compliance 

with the above -defined rules, 

- if need be, decide that the amount of the increase in capital 

or of each increase in capital will be limited to the amount 

of edch subscription received, 

- enler into any agreem ents, and ( :Iny out, either directly or 

indirectly, any operations and formalities, 

- make amendments to the by-laws relating to increases in 

the share capital , 

- offset the ch:lrges of the increases in share capital against 

the amount of the premiums pertaining to such increases, 

and deduct from such amount the sums necessary to 

increase the legal reserve to a tenth of the amollnt of the 

new capit;) l ;) fter it has been incre:lsed, 

- and, in genel"ll, do what is required. 

Sixteenth Resolution - Approval of the agreement 

on the merger-absorption of Auxilex 

by Suez Lyonnaise des Eaux 

The General Meeting, deliberating in the form of an 

Extraordinary General Meeting, having examined the report 

of the Executive Board, the report of the Appraisers of Capital 

contributions, as well as the merger agreement \·vhich was 

signed with Auxilex, a French societe anonyme (joint-stock 

corporation) with capital of }IU~ 209,000,000 having its 

reg istered office at: 4 , place des Saussaies, 75008 Paris, France, 

registered with the Commercial and Companies Registry of 

Paris under the number 712 0 I 0 867 ReS Paris, under the 

terms of which such company will, pursuant to the merger, 

contribute all its assets to Sue? Lyonnaise des Faux: 

· Approves the merger agreement and decides on the merger 

with ,\u xilex by the absorption of such company; 

· Approves the contributions made by Auxilex pursuant to the 

merger and the valuation of such contributions that has been 

made; 

• And, 	noting that the various conditions precedent to which 

this merger was subject have been fulfilled, decides that the 

merger of Suez Lyonn aise des Eaux with Auxilex is final and 

binding; 

· Consequently notes that Auxilex is wound up without 

undergoing liquida tion as of the day hereof 
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Seventeenth Resolution - Determination and 

~akulation of the merger surplus resulting from the 

adoption by this meeting of the sixteenth resolution 

The General Meeting, deliberating in the form of an 

Extraordinary Genera l Meeting, having examined the report 

of the Execu ti ve Board: 

· l\otes that as the merger is to be carried out under the regime 

of Article I 378-1 of the Law of July 24, 1966 relating to 

busin ess corporations. the adoption of the preceding 

resolution does not entail any new shares being issued; 

· Decides, in light of the fact that Suez Lyonnaise des faux, 

owing to the completion of this merger, holds 915,954 in 

treasury stock with a par value of EUR 10 each previously held 

by Auxilex, to cancel 349,789 of such shares by reducing the 

capital by an amo unt of LUR 3,497,890; 

· Decides that the difference between the cont ribution value of 

the canceled shares. equal to FRF 216,252.045.82 and the 

nominal va lue of 349,789 shares canceled, i.e., EU R 3,497,890 

(FRF 22,944,654.3 I) \vilJ be offset against the merger surplus 

for a sum of FRF 193,307,391.51; 

• Notes 	 that the merger surplus, in an amount of 

FRF 301,575,838.89, represented by the difference between the 

net value of the assets contributed (i.e., fRF 513,278,689.27) and 

the book value of the 100% sharehold ing in AuxiJex in the 

accounts of Suez Lyonnaisc des Faux (i.e., FRF 211,702.850.38), 

less the di fference (i.e ., FRF 193,307,39 L51) between the 

contribution value (i.e. FRF 216,252,045.82) and the nominal 

value of the canceled shares (i.e., EUR 3,497,890, equivalent to 

H.F 22,944,654.31), amounting to a sum of FRF 108,268,447.38, 

will be recorded in an "additional paid-in capital" item; 

· Specially approves the provisions of the merger agreement 

with Auxilex relating to the alloca tion of the merger premium; 

· Authorizes the Executive Board: 

- To offset against such merger premium all cha rges, duties, 

t~lxes Z1l1d fees resulting from the merger operations; 

- To deduct from such premium the sums necessary for the 

special long-term capital gains reser ve in accordance with 

the regulations in force; 

· And authorizes the Ordinary General Meeting of shareholders 

to allocate such premium for alJ uses other than capitalization; 

• Decides, as a consequence of the reduction in capi tal referred 

to in the current resolution, to change Article 6 of the by-laws 

relating to the share capital which henceforth will read as 

follows: "the share capi tal is set at EUR 1,474,179,480. It is 

divided into 147,4 17,948 shares of a par va lue of EUR 10 

each. all of the sa me class." 

Eighteenth Resolution - Approval of the agreement 

on the merger-absorption of Societe Financiere 

d'Epargne by Suez Lyonnaise des Eaux. 

The Genera l Meeting, deliberating in the form of an 

h 1:raordinary General Meeting, having examined the report of 

the Executive Boa rd , the report of the Appraisers of Capital 

contributions as well as the merger agreement which was signed 

with Societe Financicre d'Epargne, a French societe par actiol1S 

simplifiee (simplified joint-stock company), with ca pital of 

FRF 190,000,000, having its registered office at: 4, place des 

Saussaies, 75008 Paris, France, and registered with the Commercial 

and Companies Registry of Paris under the number 34 1 970 416 

ReS Paris. pursuant to which such company will. in respect of the 

merger. contribute all its assets to Suez Lyonnaise des Caux: 

• Approves the merger agreement and dec ides on the merger 

with Societe Financiere d'Epargne by th e absorption of such 

company; 

· Approves the contributions made within the scope of the 

merger by Societe Financiere d 'Epargne and the valuation of 

such contributions that was made; 

· And , noting that the va rious conditions precedent to which 

this merger was subject are fulfilled, decides that the merger 

of Suez Lyonnaise des Eaux with Societe Financiere 

d 'Epargne is final and binding; 

· Consequently notes that Societe hnanciere d'Epargnc is wound 

up without undergo ing liquidation as of the date her~of. 

Nineteenth Resolution - detennination and aII~tion 

of the merger surplus resulting from the adoption 

by this General Meeting of the eighteenth resolution 

The General Meeting, deliberating in the form of an 

Extraordinary General Meeting and having exam ined the 

report of the Executive Board: 

• No tes that since the merger is to be carried out under the 

regime of Article I 378- 1 of the Law of July 24, 1966 relating 

to business corpora tions. the adoption of the preceding 

resoluti on does not entail any new shares being issued; 

• Decides, in light of the fact that Suez Lyonn:.l ise des Eaux 

holds, owing to the completion of this merger, 1,090,631 

treasury stock with a par value of Ee R 10 each previously held 

by Societe Financiere d'Epargne, to cancel all of such shares by 
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reducing the capital by an amount of El iR 10,906,310; 

•r)ccides that tJle difference between the contribution value of the 

canceled shares, equal to FRF 524,1(,3,241.00 and lhe nominal 

value of the 1,090,63 1 canceled shares (FRF 7 j ,540,703.89) will 

be offset against the full amount of the merger surplus and for 

lhl: remainder to the "additional paid-in capital" item. 

. ~otes that: 

- The merger surplw" represented by the difl'Crencc between the 

net value of the assets contributed (i.e., FRF 547,627,5 15.66) and 

the book value of the 100% shareholding in Societe Financiere 

d'EpJ.rgne in the accounts of Suez Lyonnaise des Eaux (i.e., 

FRF 507,R00,547.00) amounts to FRF 39,826,968.66; 

- The di ffere nce between the contribution value (i.e., 

FRF 524, 1(,3,241.00) and the nominal value of the canceled 

shares (i.e., EUR 10,906,310, equivalent to FRF 71 ,540,703.89), 

which amounts to a sum of FRF 452,622,537.11 will be offset 

ill part against the full amount of the merger surplus, and the 

balance (i.e. , FRF 412,795,568.45) will be allocated to the 

"additional paid-in capital" item; 

- Decides, as a cunsequence of the reduction in capital referred 

to in the current re,olution, to amend Article 6 of the by-laws 

relating to the share capital \\'hich henceforth will read as 

follows: "the share capital is set at EUR 1,463,273,170. It is 

divided into 146,327,3 17 shares of a par value of EUR 10 each, 

of the same class." 

Twentieth Resolution - Approval of the agreement 

on the merger-absorption of DBLE by Suez Lyonnaise 

des Eaux 

The General Meeting, deliberating in the form of an 

Extraordinary General Meeting, having examined the report of 

the Executive Board, the report of the Appraisers of Capital 

contrihutions as well as the merger agreement which was signed 

with DBLE, a French soci(;tc Ll110nyme (joint-stock corporation) 

with capital of PRF 6,000,000, having its registered office at: 72, 

avenue de la Libe rt l~ , 92000 !'\anterrc, France, regi,tered with the 

Commercial and Companies Registry of Nanterre under the 

number 338 5 12 353 ReS Nanterre under the terms of which 

such company will, pursuant to the merger, contribute all its 

asset<; to Suez Lyunnaise des SllLX.: 

. Approves the merger agreement and decides on the merger 

with DBLE by the absorption or such company; 

. !\pproyes the contributions made within the scope of the 

merger by DBLE and the valuation of them that was made; 

• And, noting that the various conditions precedent to which 

this merger '\\,as subject are fulfilled, decides that the merger 

of Suez Lyonnaise des Eaux with DELE is final and binding; 

· Consequently notes that Dl3LE is wound up without 

undergoing liquidation as of the date hereof. 

Twenty-first Resolution - Determination and 

allocation of the merger deficit resulting from the 

adoption by this meeting of the twentieth resolution 

The General Meeting, deliberating in the form of an 

Extraordinary General Meeting and having examined the 

report of the Executive Board: 

• Notes that since the merger is to be carried out under lhe 

regime or Article L 378-1 of tbe Law of July 24, 1966 [dating 

to business corporations, the adoption of the preceding 

resolu tion does not entail any new shares being issued; 

· Notes that the merger deficit, represented by the difference 

between the net va lue of the assets contributed (i.e. , 

FRF 35,398,876.98) and the book va lue of the 100% 

sharcholding in DBLE in the accounts of Suez Lyonnai~e des Eaux 

(i.e. , FRF 262,557,65898) amounts to FRF 227,158,782.00, and 

decides to allocate this sum to the income statement; 

· Specially approves the provisions of the merger 3greement 

with DBLE relating to the allocation of the merger deficit. 

Twenty-second Resolution - Allocations to the 


"additional paid-in capital" item 


Thc General Meeting, deliberating in the form of an 

Extraordinary General Meeting, given the adoption of the 

resolutions relating to the Auxilex, Societe Financiere d'Epargne 

and DBLE merger-absorptions, authorizes the Executive Board: 

• To off,et against the "additional paid-in capital" item, if 

applicable, all charges, duties, tax and fees resulting from the 

merger operations; 

• To draw th e sums necessary for allocation to the special long­

term capital gains reserve, in accordance with the tax 

regulations in force from the "additional paid-in capital" item. 

Twenty-third Resolution - Powers to enforce 


the Meeting's decisions and for formalities 


The General Meeting, deliberating in the form of an 

Extraordinary General Meeting, gives full powers to the bearer of 

an original, a copy or an excerpt of the minutes of this meeting 

in order to carry out any necessary filings and forma lities. 
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Mazars & Guerard 

Mazars &: Guerard, LLP 
CERTIFIED PUBLIC ACCOUl'oTAl'oTS 

INDEPENDENT AUDITOR'S REPORT 

March 30, 1999 

TO lHE BOARD OF DIRECTORS OF 

L YONNAISE AMERICAN HOLDING, INC. 


In our OpInIOn, based upon our audits and the report of other auditors, the accompanying 
consolidated balance sheets and the related consolidated statements of income and retained 
earnings and of cash flows present fairly, in all material respects, the financial position of 
Lyonnaise American Holding, Inc. and its subsidiaries (the "Company") at December 31, 1998 
and 1997, and the results of operations and their cash flows for the years then ended in 
conformity with generally accepted accounting principles. These financial statements are the 
responsibility of the Company's management; our responsibility is to express an opinion on these 
financial statements based on our audits. We did not audit the financial statements of United 
Water Services LLC and its subsidiaries, a consolidated investee, which comprises aggregate 
assets of$81.9 million and $58.3 million or 28% and 20% of the Company at December 31,1998 
and 1997 and incurred losses of $8.7 million and $5.2 million for the years then ended. In 
addition, we did not audit the investments in unconsolidated subsidiaries which amounted to 
$ 197.3 million and $182.7 million or 68% and 62% of the Company's aggregate assets at 
December 31, 1998 and 1997. Those statements were audited by other auditors whose report 
thereon has been furnished to us and our opinion, insofar as it relates to the amount included for 
United Water Services LLC and its subsidiaries, and the investments in unconsolidated 
subsidiaries is based solely on the reports of the other auditors. 

We conducted our audits in accordance with generally accepted auditing standards which require 
that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements, assessing the 
accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our audits and the report of other 
auditors provide a reasonable basis for the opinion expressed above. 

7rI"1J1IM ~~.f.,!f!Awn~ No, """" 10017 

E-mail: intoLaJtnaZtlfSLls<I.com 

Telephone (212) 953-2570. Telefax 12121 953-2575· (212) 973-0661 

http:intoLaJtnaZtlfSLls<I.com


Lyonnaise American Holding, Inc. 

(a wholly-owned subsidiary of Suez Lyonnaise des Eaux) 

Consolidated Balance Sheet 


(thousands ofdollars. except share amounts) December 31s 

1998 1997 
Assets 
Current assets: 

Cash and cash equivalents $ 5,652 $ 1,237 
Equity securities portfolio 45,000 
Accounts receivable. net 24.026 12.388 
Other current assets 2.080 1,408 

Total current assets 31,758 60,033 

Equity investments in unconsolidated affiliates, net of 
unamortized discount of$790 in 1998 and $1,071 in 1997 197.290 182.730 

Goodwill, net 42.687 42,758 
Costs and estimated earnings in excess of billings 7,962 
Other investments 4,941 5,305 
Property and equipment. net 2.969 899 
Deferred income ta'{es 2.623 1.780 
Other non-current assets 880 1.692 

Total assets $ 291.110 $ 295.197 

Liabilities and Shareholder's Equity 
Current liabilities: 

Notes payable to banks $ 16.700 $ 9.350 
Current portion of long-tenn debt 1.400 
Accounts payable 1.885 2,763 
Accounts payable to affiliates 1,088 3,030 
Income ta'{es 471 
Other accrued expenses 10.713 3.037 

Total current liabilities 31,786 18,651 

Long-tenn debt 5,600 
Deferred income ta'{es 8,857 7.286 
Deferred gain on sale of affiliate 888 1.125 
Minority interest 27,505 27.477 
Commitments and contingencies (Note 8) 

Shareholder's equity 
Preferred stock (10.000 shares authorized; none issued) 
Common stock (3,000 shares authorized: 2 2 

2,248 shares issued & outstanding) 
Additional paid in capital 208,204 208,204 
Retained earnmgs 10.168 33,908 
Accumulated other comprehensive income {1.900} {1.456} 

Total shareholder's equity 216.474 240.658 

Total liabilities and shareholder's equity $ 291.110 $ 295.197 

The accompanying notes are an integral part of these consolidated financial statements. 



Lyonnaise American Holding, Inc. 

(a wholly-owned subsidiary of Suez Lyonnaise des Eaux) 

Consolidated Statement of Net Income 


(thousands ofdollars) Year ended December 31. 

Reyenues 

Cost of services 

Gross profit 

General and administrative expenses 

Loss from operations 

Other income and (expenses): 
Equity in earnings of affiliates 
Preference dividends, net of amortization of discount 
Income from equity securities portfolio 
Gain on sales of subsidiaries 
Good\vill amortization 
Net interest income (expense) and other 

Total other income 

Income before income taxes 

Income tax (benefit) expense 

Net income before minority interest 

Minority interest in losses of subsidiaries 

Net income 

1998 


$ 67,450 

60,581 

6,869 

19,196 

(12,327) 

15,169 
1,893 
1,024 

117 
(1,397) 

(206) 

16,600 


4,273 

(819) 

5,092 


5,168 


$ 10,260 


1997 


$ 28,706 

27.523 

1,183 

10,540 

(9,357) 

12,117 
2,168 
2,691 

10,015 
(666) 
738 

27,063 


17,706 

17,071 

2,722 

$ 19,793 

The accompanying notes are an integral part of these consolidated financial statements. 
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Lyonnaise American Holding, Inc. 

(a wholly-owned subsidiary of Suez Lyonnaise des Eaux) 

Consolidated Statement of Cash Flows 


(thousands ofdollars) Year ended December 31. 
1998 1997 

Cash Flows from Operating Activities 
Net income $ 10,260 
Adjustments to reconcile net income to cash provided by operating activities 

Depreciation and amortization 
Goodwill amortization 
Minority interest in losses of consolidated subsidiaries 
Equity in earnings of affiliates higher than dividends received 
Costs and estimated earnings in excess ofbillings 
Changes in assets and liabilities: 

Accounts receivable 
Accounts payable and other accrued expenses 
Deferral of gain on sale of subsidiary 
Other assets and liabilities 

Cash provided by (used in) operating activities 

754 
1,397 

(5,168) 
(5,183) 
(7,962) 

(11,919) 
5,077 
(118) 

(1,500) 

(14,362) 

$ 19,793 

854 
443 

(2,722) 
(2,408) 

(2,748) 
1,498 
1,125 

(1,882) 

13,953 

Cash Flows from Investing Activities 
Acquisition ofUnited Water Services Inc. 
Acquisition of United Metering Inc. 
Beginning cash balance of newly consolidated subsidiaries 
Distributions from WREP 
Basis of divested subsidiaries 
Reinvestment ofUnited Water Resources dividends 
Other investments 
Collection of notes receivable from minority interests 
Capital expenditures 
Withdrawals from equity securities portfolio 

Cash provided by investing activities 

720 

(9,986) 
(507) 

(2,370) 
45,000 

32,857 

(23,185) 
(6,223 ) 
2.004 

34.477 
(9,242) 
(5,305) 
10,000 

(416) 
20,000 

22,11 ° 
Cash Flows from Financing Activities 

Equity contributions received from minority owners 
Cash dividends paid 
Net change in short tenn borrowings 

Cash used in financing activities 

5,570 
(34,000) 
14,350 

(14,080) 

10,755 
(55,395) 

9,150 

(35.490) 

Increase in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year $ 

4,415 
1,237 

5,652 $ 

573 
664 

1.237 

Supplemental Disclosure: 
Cash paid during the year for interest 

Cash paid during the year for income taxes 

$ 

$ 

928 $ 

$ 

178 

1,133 

The accompanying notes are an integral part of these consolidated financial statements. 
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(t!lous.anlb ofdoll:.ln) 

Conunon 
Stock 

Preferred 
Stock 

Additionlll 
Paid-In 
Capital 

Retained 
Earnings 

Balance at December 31, 1996 $ 1 S 85,631 $ 115,540 $ 69,497 

Comprehensive income 
Net income 
Foreign currency translation adjustment 

Comprehensive income 

Stock dividends 
Cash dividends 
Sale ofsubsidiary adjustment 
Conversion of preferred stock to common (85,637) 

7,487 

(459) 
85,636 

19,793 

(7,487) 
(47,895) 

Balance at December 31, 1997 $ 2 $ - $ 208.204 $ 33,908 

Comprehensive income 
Net income 
Foreign currency translation adjustment 

Comprehensive income 

Cash dividends 

10.260 

(34,000) 

Balance at December 31, 1998 $ 2 $ - $ 208,204 $ 10,168 

Otber 
Comprehensive 

Income Total 

$ (2.68~) $ 267.991 

1.228 
19.793 

1.128 

21.021 

(47.895) 
(4.59) 

$ (1,456) $ 240.658 

(444) 
10.260 

(W) 

9.816 

(34.000) 

$ (1.900) $ 216.474 


The accompanying notes are an integral part of these consolidated financial statements. 
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1. 	 Operations and Summary of Significant Accounting Policies 

These consolidated financial statements include the accounts of Lyonnaise American Holding. Inc. 
(LAH, or the Company), a Delaware corporation that is a wholly-owned subsidiary of Suez Lyonnalse 
des Eaux, a French societe anonyme, and the following subsidiaries in which LAH has more than a 
50% direct or indirect ownership interest: 

• 	 United Water Services LLC, a limited liability company in which LAH and United Water 
Resources Inc. (United Water Resources) each own a 50% common membership interest. United 
Water Services was formed by LAH and United Water Resources as a partnership in 1994 and was 
converted to a limited liability company in 1997. United Water Services and its subsidiaries are 
involved in the business of providing operations, maintenance and management services for 
municipally-owned water and wastewater facilities in the United States of America. 

• 	 United Water Services Mexico LLC (UWS Mexico), a limited liability company in which LAH 
owns a 79.5% common membership interest l1::1d United Water Resources owns the remaining 
20.5% interest. UWS Mexico was formed in connection with a North American reorganization in 
July 1997 for the purpose ofproviding operations, maintenance and management services for 
government-owned water and wastewater facilities in Mexico. 

• 	 United Water Services Canada LP and UWS Canada GP Inc. (collectively, UWS Canada), a 
Canadian limited partnership and its US corporate general partner in which LAH owns a 66.7% 
interest and United Water Resources owns the remaining 33.3% interest. These entities were also 
formed in connection with the North American reorganization in July 1997, for the purpose of 
providing operations, maintenance and management services for government-owned water and 
wastewater facilities in Canada. 

LAH owns as its other principal assets the following investments: 
• 	 Approximately 29.5% of the outstanding common stock, and 98.1 % ofthe outstanding convertible 

preference stock, of United Water Resources, a US water and wastewater services company whose 
stock is traded on the New York Stock Exchange. 

• 	 49% of the outstanding stock ofTecnologia y Servicios de Agua, S.A. de C. V. (TECSA), a 

Mexican company that provides water-related services to a portion of Mexico City, Mexico. 


• 	 An approximate 48% investment by United Water Services as the Operating Partner in the \Vhite 
River Environmental Partnership (WREP), an Indiana partnership that provides wastewater 
services to the City oflndianapolis. 

• 	 A 50% investment by UWS Mexico in Aguas, Servicios e Inversiones de Mexico, S. de R.L. de 
C.V. (ASIM), a Mexican joint venture formed to pursue opportunities to provide operations, 
maintenance and management services to municipally-owned water and wastewater facilities in 
Mexico. 

• 	 An approximate $3.3 million investment in the AlG-GE Capital Latin American Infrastructure 
Fund L.P. (the AlG-GE Capital Fund), a limited partnership fund that seeks long term capital 
appreciation through equity, quasi-equity and convertible debt investments in infrastructure 
projects and infrastructure related industries in Latin America and the Caribbean. 

The Company accounts for its investments in United Water Resources, TECSA, WREP and ASIM 
under the equity method of accounting. The investment in the AIG-GE Capital Fund is accounted tor 
under the cost method of accounting. 

In July 1997, LAH and United Water Resources completed a reorganization of their joint North­
American non-regulated water and wastewater operations. Prior to this reorganization, United Water 
Services Inc., formerly known as JMM Operational Services, Inc., was owned equally by United 
Water Services and by Montgomery Watson, Inc. (Montgomery Watson), a California-based 
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engineering services company. The reorganization involved: (i) the purchase by United Water 
Services of the remaining 50% of United Water Services Inc. from Montgomery Watson; Oi) the sale 
to United Water Services by LAH ofLAH White River Corporation, a wholly-owned subsidiary of 
LAH that owned a 5% interest in WREP; and (iii) the formation ofUWS Mexico and UWS Canada to 
pursue non-regulated delegated water and wastewater services opportunities in those countries. 
Montgomery Watson owns a 10% convertible preferred membership interest in United Water Services. 
If the convertible preferred mernbership interest is not converted to a common membership interest 
before July 14, 2002, it will be redeemed with interest by United Water Services. The aggregate net 
payment made by United Water Services in connection with the purchase ofthe remaining 50% of 
United Water Services Inc. was $23.2 million, while the aggregate net cash payment made by LAH 
itself in connection with the entire North American restructuring was approximately $15.2 million. 
The following is a summary ofthis acquisition: 

:thousands ofdollars) 

Fair value of assets acquired $ 30,000 
Cash paid for the capital stock (23,185) 

Preferred Membership Interest issued $ 6,815 

The above transactions resulted in the recording of approximately $43.3 million of goodwlU, including 
$1.8 million relating to United Water Services' purchase from LAH of LAH White River Corporation. 
Goodwill is being amortized over estimated lives that range from 10 to 40 years. 

From the formation ofUWS Mexico and UWS Canada in July 1997 until December 1998, 
Montgomery Watson owned a 10% interest in each. In December 1998, Montgomery Watson sold its 
10% interest in each to LAH and United Water Resources. LAH purchased (i) 9.5% of Montgomery 
Watson's 10% ownership in UWS Mexico, increasing LAH's ownership from 70% to 79.5%, and (11) 

6.7% of Montgomery Watson's 10% ownership in UWS Canada, increasing LAH's ownership from 
60% to 66.7%. United Water Resources purchased Montgomery Watson's remaining interests. 

In December 1997, United Water Services purchased United Metering Inc., a company involved in the 
installation of water meters, from United Water Resources for its book value of$6.2 million. 

In July 1997, LAH sold its 80% investment in Aqua-Chern, Inc. (Aqua-Chern), and as a result the 
Company's consolidated financial statements no longer include the accounts ofAqua-Chern. For 
periods prior to the sale of Aqua-Chern, the Company's investment in Aqua-Chern is accounted for 
using the equity method of accounting. 

Description of Business 
LAH is primarily a holding company. However, through its affiliates LAH provides (i) full facility 
operations and maintenance services for water and wastewater treatment and related facilities 
("Contract Operations"), (ii) meter installation services, (iii) construction management and (iv) 
training and advisory services ("Operational Assistance"), all to municipal and other governmental 
entities and industrial clients in the United States, Mexico and Canada. 

Basis of Presentation 
Certain amounts in the 1997 financial statements and notes have been reclassified to conform to the 
1998 presentation. 
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Use of Estimates 
The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amounts ofassets and 
liabilities at the date of the financial statements and the reported amounts of revenues and expenses 
during the reporting period. Actual results may differ from these estimates. 

Revenue Recognition 
The Company derived approximately 83% and 90% of 1998 and 1997 revenues, respectively. from 
Contract Operations services and the remainder from Operational Assistance. construction 
management, meter installation and other services, generally \\'ith level monthly fees that are subject to 
adjustment for variances in plant operating conditions, maintenance requirements and inflation mdices. 

Subsidiaries engaged in long-term Contract Operations services record rev·~nues and estimated profits 
under the percentage-of-completion method of accounting. The estimated profits under each 
agreement are reviewed and revised periodically, with adjustments being recognized on a cumulative 
basis in the period in which any revisions are made. Costs and estimated earnings in excess of billings 
are included in cost of services in the consolidated statement of income and retained earnings. 

Revenues are recognized on the remaining short-term Contract Operations and Operational Assistance 
contracts as services are rendered to clients in accordance with contract terms. Provisions for 
anticipated losses on all contracts are made when losses become apparent 

As a result of United Water Services' Contract Operations accounted for under the percentage-of­
completion method of accounting, future results may be affected by the significant estimates used by 
management In addition, under one of those contracts. results under the percentage-of-compJetion 
method ofaccounting are largely dependent on future natural gas prices. Although a contract is in 
place to purchase gas at a fixed rate through the end of 2000. should future gas prices fluctuate 
dramatically, actual results could differ from management estimates. United Water Services attempts 
to mitigate these risks by monitoring gas trends closely and pursuing future supply contracts. 

Property and Equipment 
Property and equipment. which consists primarily of furniture and equipment. are recorded at cost. 
Depreciation is computed using the straight-line method over estimated lives ranging from 5 to 10 
years. Amortization of leasehold improvements is computed using the straight-line method over the 
shorter of the lives of the improvements or the lease term. 

Goodwill 
Goodwill represents the difference between the purchase price and the book value of net assets 
acquired and is amortized on a straight line basis over a period of 10 to 40 years. Based on the 
evaluation of the realizability of goodwill and the basis of expected future cash flows, the Company 
believes no impairment exists. 

Income Taxes 
Deferred income taxes are provided for temporary differences between the financial reporting basis 
and the tax basis of the Company's assets and liabilities. The major temporary difference relates to the 
basis of the Company' s investments in unconsolidated affi liates. 
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Translation of Foreign Currencies 
The functional currency for TECSA is the Mexican peso, while the U.S. dollar has been determined to 
be the appropriate functional currency for UWS' international operations. The investment in TECSA 
is translated at the exchange rate prevailing at the balance sheet date, and the Company's equity in the 
earnings of TECSA is translated at the average exchange rate in effect during the year. Translation 
adjustments are accumulated as a component ofstockholder's equity. Changes in foreign currency 
translation accounts were as follows: 

(thousands of dollars) 1998 1997 

Balance, beginning ofyear $ (l,456) $ (2,684) 
Translation adjustments (444) (205) 
Sale of investment in Aqua-Chern, Inc. 1,433 

Balance, end of year $ (1,900) $ (l,456) 

Fair Value of Financial Instruments 
The fair value of cash, short-term investments, notes receivable and trade accounts receivable and 
payable approximates their carrying amounts in the accompanying consolidated balance sheer. 

Cash and Cash Equivalents 
For purposes of the Statement of Cash Flows, the Company considers all highly liquid investments 
with an initial maturity of three months or less to be cash equivalents. 

2. Accounts Receivable 

A summary of accounts receivable is as follows: 
December 31, 

(thousands of dollars) 1998 1997 

Contract receivables, including unbilled amounts and retainage $ 20,959 $ 10,672 
Affiliates and other 3,055 1.694 
Employee advances and other 37 47 

Allowance for doubtful accounts (25) (25) 

Total accounts receivable, net $ 24,026 $ 12,388 

3. Divestment of Subsidiary 

In July 1997, LAH sold its 80% investment in Aqua-Chern, Inc., a diversified manufacturing company. 
and received $40 million ofcash and shares of two series of redeemable, cumulative preferred stock of 
the purchaser (the "Series A Preferred Stock" and "Series B Preferred Stock "). In June 1998. Aqua­
Chern redeemed 60% of its Series A Preferred Stock., and paid LAH (i) $2.4 million and (ii) the 
accrued but unpaid dividends on all ofthe shares of Series A Preferred Stock. The remaining 
unredeemed shares of Series A Preferred Stock are to be repaid in two equal installments in August 
2000 and August 2001. Preferred dividends on the remaining Series A Preferred Stock are payable 
quarterly until redemption. The Series B Preferred Stock matures in July 2004, but permits earlier 
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redemption in certain circumstances. The redemption amount of the Series B Preferred Stock is 
contingent upon the achievement ofcertain levels of economic performance by Aqua-Chern 
subsequent to the date of the sale. In addition, certain provisions allow Aqua-Chern, Inc. to reduce the 
redemption amount and accumulated dividends otherwise payable to LAH for certain liabilities that 
are subsequently paid by the purchaser but were not recorded on the books of Aqua-Chern at the date 
of the sale. The two series of Preferred Stock have been recorded in Other Investments at their 
estimated fair market value, net of the expected offsets for potential unrecorded liabilities. 

4. Investment in Unconsolidated Affiliates 

The investment in unconsolidated affiliates, net of unamortized discount, consisted of the following at 
December 31, 1998 and 1997: 

December 31, 

(thousands ofdollars) 1998 1997 
United Water Resources Inc.: 

Common stock $ 160,190 $ 142,806 
5% Series A Convertible Preference Stock 30.336 34,588 

White River Environmental Partnership (WREP) 3.848 3,161 
Tecnologia y Servicios de Agua, S.A. de C. V. (TECSA) 2,817 2,175 
Aguas. Servicios e Inversiones de Mexico (ASIM) 99 

$ 197,290 $ 182.730 

Summarized information regarding the unconsolidated affiliates (excluding ASIM, which has no 
operations) at December 31, 1998 is as follows: 

United Water 
(thousands of dollars) Resources WREP TECSA 

Assets $ 1,769,122 $ 19,413 $ 10,651 
Liabilities 1,221,738 11,468 3,105 
Equity (common and preferred) 547,384 7,945 7,546 

Revenue $ 356,210 $ 38,517 $ 17,954 
Net income $ 43,929 $ 2,942 $ 1,536 

5. Issuance of Preferred Stock and Investment in Hedged Utility Stock Portfolio 

During the second quarter of 1996, LAH invested $65 million in a portfolio consisting of US utility 
common stocks, and at the same time entered into a two year SWAP Agreement that essentially 
provided a hedge against changes in the value of that portfolio of utility stocks ($65 million of original 
notional value). The SWAP Agreement required LAH to pay the counter-party the dividends paid on 
the securities in the notional portfolio, in exchange for which LAH received quarterly payments on the 
then outstanding notional value at a rate based on the 90 day London Interbank Borrowing Rate 
(LIBOR). lbat rate was reset each quarter. In addition, the SWAP Agreement required LAH to pay 
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the counter-party (or the counter-party to pay LAH) any increase (or decrease) in the value of the 
notional portfolio at maturity or at such earlier date(s) should LAR exercise its limited option to 
terminate the SWAP Agreement and withdraw funds from the portfolio, in whole or in pan. prior to 
maturity. LAH exercised this withdrawal right twice in 1997, withdrawing a total of $20 million from 
the portfolio. In June 1998, LAH liquidated the remainder of the Equity Securities Portfolio when the 
SWAP Agreement expired, receiving the remaining $45 million balance of its original investment. 
LAR paid a $34 million cash dividend to Suez Lyonnaise des Eaux, and, after repaying short term debt 
outstanding, invested the remaining balance of the cash proceeds received in short term time deposits. 

6. Property and Equipment 

A summary ofproperty and equipment is as follows: 
December 31, 

(thousands of dollars) 1998 1997 

Furniture and equipment 	 $ 4,323 $ 1.922 
Leasehold improvements 	 239 99 

4,562 2.021 
Less accumulated depreciation and amortization (1,593) ( 1.122) 

$ 2,969 $ 899 

7. Income Taxes 

Income tax expense (benefit) consists of the following: 

Year Ended 


(thousands ofdollars) December 31. 

1998 1997 

Current: 	 Federal $ (2,252) $ 882 
State (213) (139) 

Total current 	 (2,465) 743 

Deferred: 	 Federal 1,612 ( 104) 

State 34 (4) 

Total deferred 1,646 (108) 

Total income tax expense 	 $ (819) $ 635 
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The following table reconciles the statutory tax rates to the actual effective income tax rates for 1998 
and 1997, which were (19.2%) and 3.6%, respectively: 

(thousands ofdollars) 

1998 1997 

Statutory tax rate 35% 35% 
Pretax income $ 4,273 $ 17,706 

Federal tax expense at statutory rates on pretax income 1,496 6,197 
Minority interest in losses of subsidiaries 1,809 953 
Effect ofdividend received deduction on investment in 

United Water Resources (3,346) (3,187) 
Tax gain lower than book gain on sale of Aqua-Chern, primarily 

due to the use ofpreviously unrecognized prior years' 
net operating losses (822) (3,369) 

State income taxes (benefit), net of federal benefit (119) (96) 
Other 163 137 

Income tax (benefit) expense $ (819) $ 635 
---­

Deferred income taxes reflect the tax effect of temporary differences between the amount ofassets and 
liabilities for financial reporting purposes and for income tax purposes. The tax effects of each type of 
temporary difference that gives rise to a significant portion of the deferred tax assets and liabilities are 
as follows: 

December 31, 

(thousands ofdollars) 1998 1997 

Net operating losses carryforward $ 1,374 $ 589 
Employee related accrued expenses 330 353 
Other accrued expenses 738 738 
Foreign tax credits 113 113 
Valuation allowance for foreign tax credits (74) (74) 
Book depreciation in excess of tax depreciation 36 46 
Other 106 15 

Deferred tax assets 2,623 1,780 

Basis of investment in unconsolidated affiliates (8,154) (6,729) 
Deferred mobilization costs (416) (270) 
Partnership income (287) (287) 

Deferred tax liabilities (8,857) (7,286) 

Net deferred tax liability $ (6,234) $ (5,506) 
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8. Commitments and Contingencies 

LAH has executed a subscription agreement to purchase a $10 million interest in a limited partnership 
formed to make Latin American investments. Through December 31, 1998, $3.3 million of this 
commitment had been funded. 

United Water Services has various operating leases relating to equipment, automobiles and office and 
other space. At December 31, 1998, United Water Services had $55.9 million and $1.7 million of 
performance and bid bonds outstanding, respectively. United Water Services is generally responsible 
for returning the equipment used to operate the facilities, as well as any inventory obtained at the 
commencement ofeach contract. 

United Watc::r Services is involved in various litigation and other disputes routine to the nature of its 
business. After recording appropriate accruals, management believes no significant additional liability 
wiII result upon ultimate disposition of such matters. 

9. Debt 

At December 31, 1998, the Company and United Water Services had uncommitted credit faciilties 
with banks for $50,000,000 and $105,000,000, respectively. At December 31, 1998, $16.700.000 had 
been borrowed by United Water Services under the facilities at a weighted average interest rate of 
7.3%, and $7,186,000 of the facilities were utilized to support letters ofcredit for several projects and 
for a loan to WREP. 

In June 1998, United Water Services entered into a $7,000,000 intermediate term financing with a 
bank. The loan is a five·year, unsecured loan at a fixed rate of 6.44% with constant annual payments 
of $1 ,4000,000. 

10. Related Party Transactions 

United Water Services provides various services to WREP, including management and human 
resources services. Employees of United Water Services operate the WREP projects, and WREP 
reimburses United Water Services for the costs of such services. Amounts due from WREP affiliates 
at December 31, 1998 and 1997 were $1,788,662 and $664,750, respectively. 

Montgomery Watson periodically provides professional engineering services to United Water 
Services, and United Water Services serves as a subcontractor to Montgomery Watson in conjunction 
with various contracts. 

United Water Resources and Suez Lyonnaise des Eaux also provide various services to LAH and 
certain of its affiliates, including management, human resource, engineering, accounting and corporate 
secretary and legal services. In addition, LAH and United Water Services rent office space from 
United Water Resources for its corporate headquarters. At December 31, 1998 and 1997, a combined 
$1,081,000 and $2,601,000, respectively, was owed to the affiliated companies. United Water Services 
also serves as a subcontractor to United Water Resources on a Contract Operations contract. 
Receivables due from United Water Resources of $1,624,000 and $1.284,000 at December 31, 1998 
and 1997, respectively, and from Suez Lyonnaise des Eaux of $499,000 at December 31, 1998. are 
included in accounts receivable in the Consolidated Balance Sheet. 
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11. Defined Benefit Pension Plan 

In February 1998, the FASB issued Statement of Financial Accounting Standards (SFAS) No. 132. 
"Employers' Disclosures about Pensions and Other Postretirement Benefits." This statement addresses 
disclosure only. It does not address measurement or recognition. United Water Services adopted SF AS 
No. 132 in 1998. 

Prior to August 1997, qualifying employees of the United Water Services were participants in a 
defined benefit pension plan offered by Montgomery Watson. Annual contributions made to 
Montgomery Watson relating to employees of the Company were charged to expense and amounted 
to $160,000 for the first 7 months of 1997. In August 1997, the Company established a trusteed, non­
contributory, defined benefit pension plan ("UWS Pension Plan ") initially funded by $1,381,484 
spun-off from the Montgomery Watson plan. Benefits under this plan are based upon years of service 
and the employee's compensation during employment. United Water Services' policy is to fund the 
UWS Pension Plan at amounts equal to or greater than the minimum funding requirements of the 
Employee Retirement Income Security Act of 1974. 

The components ofnet periodic pension expense were as follows: 
Year Ended Last 5 ),Ionths 

(thousands ofdollars) Dec. 31,1998 of 1997 

Current year service cost $ 575 $ 172 
Interest cost 122 44 

Return on plan assets (141) (53) 
Amortization of unrecognized net loss 8 

Net periodic pension expense $ 564 $ 163 

The status of the funded plan was as follows: 

(thousands ofdollars) 1998 1997 
Change in benefit obligation 

Benefit obligation at beginning ofyear $ 1,461 $ 1,411 
Service cost 575 172 

Interest cost 122 44 
Actuarial loss 320 64 

Benefits paid (23) (230) 

Benefit obligation at end of year $ 2,455 $ 1.461 

Change in plan assets 
Fair value ofplan assets at beginning ofyear $ 1,184 $ 1,355 

Actual return on plan assets 306 59 

Employer contributions 597 

Benefits paid (23) (230) 

Fair value ofplan assets at end of year $ 2,064 $ 1,184 


Funded status (391) (277) 


Unrecognized net actuarial loss 206 58 


Prepaid/(accrued) benefit cost $ (185) $ (219) 
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The major actuarial assumptions used in the foregoing calculations were as follows: 

1998 1997 

Assumed discount rate 7.125% 7.375-i.5~·'o 

Assumed compensation increase 4% 4% 

Expected long-term rate ofretum on plan assets 10% 9.5% 

The net periodic pension expense charged to WREP for employees of United Water Services who 
operate the WREP facilities totaled $300,559 in 1998 and $81,251 in 1997. 

Supplemental Benefit Plan 
United Water Services maintains a defined contribution savings plan. This plan permits employees to 
make voluntary contributions to the plan, and United Water Services contributes additional amounts as 
defined by the plan agreement. United Water Services' expense related to its contributions to the 
defined contribution plan amounted to $214,698 and $49,204 in 1998 and 1997, respectively. 
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At A Glance 


MEXICO • A Regulated Utilities • Contract Operations 

United Water nowservesover 7.5 million 

people in more than 400 communities in 19 states. 
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Regulated Utilities 


Regulated utilities are United Water's core business. The company began in 

1869 as a regional utility supplying water to communities in northern New 

Jersey. Over the years, United Water expanded its operations to include 

water and wastewater utilities around the country. Today United Water 

operates more than 30 utilities in 13 states . The company also has partial 

ownership in Northumbrian Water Group, a major investor-owned water 

and wastewater services company that serves approximately four million 

people in the United Kingdom . 

ARKANSAS NEW JERSEV 
Pine Bluff Bergen County 

Hamilton 
CONNECTICUT Hud son County 
New Milford Lambertville 
Newtown Mt. Arlington 
Woodbury Plain sboro 

Toms River 
DELAWARE Vernon 
Wilmington West Milford 

FLORIDA NEW YORK 

Jacksonville New Rochelle 
Sarasota Nichols 

Owego 
IDAHO Rockland County 
Boise 

PENNSYLVANIA 
ILLINOIS Bethel Township 
Lincoln Bloomsburg 

Dalla s 
INDIANA Harrisburg 
Mooresville Mechanicsburg 
Warsaw 
West Lafayette RHODE ISLAND 
Winche ster Wakefield 

MISSOURI VIRGINIA 
Jefferson City Warsaw 

Contract Operations 
i ~ 

. __------.-----!J 

.. ~( . 

~=--

United Water and its United Water Services affiliate, which is owned on a 

50/50 basis with Suez Lyonnaise des Eaux, manage water and wastewater 

systems under private contracts with communities in 12 states across the 

country. Services range from partial to full operation of all water-related 

activities. These activities include operating treatment plants, distribution 

and collection systems and maintaining reservoirs and watersheds, as well 

as managing customer service, billing and collections. United Water also 

has investments in companies that provide water-related services to cities 

and government entities in Canada and Mexico. 

CALIFORNIA 
Avalon 
Banning 
Bu rbank 
EI Segundo 
San Diego 
Western Riverside 

CONNECTICUT 
Killingly 

FLORIDA 
Pinellas County 

GEORGIA 
Atlanta 
Big Canoe 
Fulton County 

IWNOIS 
Freeport 
Pekin 

INDIANA 
Indianapolis 
Boone County 
Cumberland 
Gary 

s etti n g 

MISSOURI 
Stoutsville 

NEW JERSEY 
Hoboken 
Jersey City 
Manalapan 
Wall Township 

NEW MEXICO 
Farmington 

SOUTH CAROLINA 
Lexington 

TEXAS 
Houston 
San Antonio 

WISCONSIN 
Milwaukee 

CANADA 
Banff, Alberta 

MEXICO 
Mexico City 
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Dear fellow 


shareho 
Led by the continued strong performance of our 

utility investments, United Water achieved significant 

improvement in shareholder value in 1998: 

• United Water's stock price rose 22 percent 

during the year, and has increased at a compound 

growth rate of 26 percent since year-end 1995, the 

first full year of operations following our 1994 acquisi­

tion of General Waterworks. 

• United Water attained the second-highest 

earnings in our 129-year history in 1998. This marked 

the third consecutive year that the company increased 

earnings per share from continuing operations and 

before non-recurl-ing items. 

• And including dividends, we achieved a 

total return of 28.7 percent for the year. This follows a 

return to shareholders of 32 .9 percent in 1997 and 

37.9 percent in 1995. 

The board of directors demonstrated its confi­

dence ill United Water's performance and prospects 

INVESTMENT APPRECIATION' 

in dollars 

2,500 

2,000 I . . 

1,500 ' 

1,OOO r- ~ 
~ ~ 

*$1 ,000 invested in 1995 grew to $2,414 in 1998 

ers 

for continued growth by increasing the company's 

quarterly cash dividend paid on its common stock by 

4.3 percent, from 23 cents to 24 cents. 

Win Four largest Contracts. Continue Strategy 

Along with improved financial results, United Water 

through our affiliates attained leadership in the U.S. 

water services industry by winning all four of the major 

contract operations awarded by municipalities during 

the year. The four contracts are in Atlanta, Milwaukee, 

Gary, and the southern San Antonio area. 

Ullfe.J W.rte'f Setting 
the 

pace 

1998 

1995 1997 

These new agreements continued the series 

of accomplishments achieved over recent years 

through steady and aggressive implementation of our 

corporate growth strategy. 

We outlined our progress in advancing the 

strategy in our recent annual reports. In 1995 

we started "building on our core water services 

business," as the foundation for expansion. This led to 

the "forging of a competitive team" that aggressively 
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marketed the company's strengths . In 1997 we "posi­

tioned" ourselves "for maximum growth" by strength­

ening and unifying our contract operations capability. 

By 1998, the progress we made in the previous three 

years culminated in United Water's achieving leader­

ship and "setting the pace" for contract operations­

the fastest growing segment in our industry. 

Together with our affiliates we now operate 

three of the nation's largest municipal water systems 

(Atlanta, Houston and Jersey City) and three of the 

country's biggest municipal wastewater operations 

(Milwaukee, Gary, Indianapolis) under private contract. 

United Water's corporate strategy and 

strengths are driving our successes. Our strategy aims 

to capitalize on the company's leading position in 

contract operations and the relationships with our 

strategic alliances. as well as to extend our utility 

service territories. Our plan also is designed to enhance 

the operations of our utilities through improved efficien­

cies. productivity and customer service. 

The major underlying strengths propelling our 

successes include our size as the nation's second­

largest investor-owned water services company and our 

long track record of accomplishments. In addition, our 

leadership in contract operations gives us an edge in 

this highly competitive business. 

Our utilities contribute to United Water's 

financial stability through steady, reliable and growing 

earnings. The company's market capitalization of 

approximately $800 million reinforces our financial 

foundation. Another strength is United Water's record 

of paying cash dividends on our common stock on a 

steady, reliable basis for 112 years. 

Century of Leadership 

United Water's leadership in the water industry 

stretches back more than a century. The company pio­

neered the development of advanced water treatment 

systems and the construction of large reservoirs in 

northern f\lew Jersey and southern New York State. 

We built our first reservoirs nearly a hundred years 
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• Earnings per share 
• 	 Earnings per share from continuing 

operations and before non-recurring items 

ago and demonstrated a vision and concern for water 

quality rare for the time by protecting the watershed. 

We launched new initiatives throughout the 20th cen­

tury. These included introducing automatic meter 

reading, constructing a state-of-the-art ozone water 

treatment facility, and partnering with a state agency 

to build a major regional water supply project. 

Our leadership ill contract operations dates 

back to the early 1990s with our aggressive marketing 

and business development program. In 1994 we creat­

ed a national model through the country's first water 

services public-private partnership with Hoboken, New 

Jersey Two years later we formed what was at the 

time the largest public-private partnership in the indus­

try with Jersey City, New Jersey. 

Across the nation, United Water has forged 

public-private partnerships that significantly improve 

municipal systems while saving the cities many millions 

of dollars. In 1998 United Water and the cities of 

Jersey City and Gary won awards for the benefits 

ach ieved through public-private partnerships. The U.S. 

Conference of Mayors recognized the operations in 

both cities, and the Jersey City partnership also won 

the annual Project Recognition Award from the 

National Council for Public-Private Partnerships. 

25 , . . 

20 ' .. .. ..... ..... " . . . 
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Setting the Pace 

United Water's advancements in technology and man­

agement of municipal systems reflect the company's 

historic role as a leader in the U.S water services 

industry With our 1998 achievements in contract 

operations, United Water is setting the pace In 

meeting the water and wastewater needs of cities 

across the country. 

The leading role we achieved in 1998 was 

not accomplished overnight. Decades of successes 

by our utilities, and more recently our business devel­

opment staff, contract operations affiliates, and 

strategic alliances, all have helped United Water 

become a front-runner. 

The teamwork and pooling of our vast exper ­

ti se and resources has enabled us to steadily expand 

our utility and contract operations. With the continued 

support of our employees and partners, and you, 

our shareholders, United Water will continue its 

commitment to long-term growth and increased 

shareholder value. 

~~.~ 
Donald L. Correll 


Chairman and Ch ief Executive Officer 


March 12, 1999 
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Contract 

operations: 
ystrat 

In 1998 United Water through its affiliates won all 

four major contract operations awarded by the 

nation's cities: in Atlanta, Milwaukee, Gary, Indiana, 

and for the southern San Antonio area. 

As a result. the company and its affiliates 

now operate three of the nation's largest municipal 

water operations under private contract-for Atlanta, 

Jersey City, New Jersey, southeastern Houston and 

outlying areas, and three of the country's largest 

municipal wastewater systems- in Milwaukee, 

Indianapolis and Gary. 

United Water targets geographic regions where 

the company has amajor presence and focuses on large­

to-medium-size communities. The company also pursues 

contracts with smaller towns adjacent to or near areas 

served by its existing utilities or contract operations. 

Largest Water Agreement 

Under the Atlanta contract. the nation's largest water 

agreement. United Water's affiliate began supplying 

water to 1.5 million people in the city and 22 surround­

ing communities in January 1999. The company per­

forms an array of services that include managing 

Atlanta'stwo water-treatment facilities and distribution 

system. It also handles billing, collections and customer 

service and is installing a premier computerized system 

to track and record all maintenance and repair bills. 

Atlanta anticipates saving over $400 million, 

while United Water's affiliate and its 35.5 percent 

minority partner will receive nearly $430 million in 

revenues over the 20-year term of the contract. 

United Water is achieving similar successes 

-and savings-in wastewater services. 
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contract operations: strat e 9 Y continued 

El SEGUNDO, CALIFORNIA 

United Water's affiliate operates the world's largest water recycling 
program at a facility in EI Segundo, California. The plant ultimately will 
recycle 100 million gallons of wastewater a day from a los Angeles 
treatment plant and redistribute it for a wide range of irrigational and 
industrial uses. 

Biggest Wastewater Contract 

The Milwaukee contract is the biggest for a municipal 

wastewater system. Under the agreement, United 

Water's affiliate serves 1.2 million residents in two-

dozen communities. The city expects to save over 

$140 million, while United Water's affiliate will receive 

approximately $300 million, over a 1 O-year period. 

This is the most complex wastewater program 

under private contract In addition to managing two 

large treatment facilities, the company operates major 

fertilizer and cogeneration plants, a sewer interceptor 

system and deep tunnel storage networks. 

United Water extended its dominance In 

wastewater operations when Gary selected the 

company's affiliate to operate the city's wastewater 

facility and sewer system for 120,000 residents of 

Gary and its vicinity The city will save an estimated 

$30 million, while United Water's affiliate and its 

equal partner will receive about $95 million, over the 

10 years of the contract 

With these new contract operations, United 

Water is setting the pace in the fastest-growing seg­

ment of the water services industry, and in meeting 

the future water and wastewater needs of the nation's 

cities. This leadership is reinforced by the company's 

strengths in the contract operations business. 
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Contract 

operations: 

.... 

r s 
United Water's strengths help drive the company's United Water has strong affiliates and allies. 

success in gaining agreements for operating municipal United Water Services is a leading contract operator 

water and wastewater systems. When seeking com­
of municipal water and wastewater systems in 

panies to manage their systems, cities are attracted 

North America. Suez Lyonnaise des Eaux leads the 
by United Water's leadership in contract operations. 

world in water and wastewater services and research.Municipalities also value United Water's 129-year 

track record and national platform with operations Paris-based Suez Lyonnaise des Eaux has a market cap-

throughout the country. 
italization of over $31 billion, supplies drinking water to 

Global Corps of Experts 77 million people and provides wastewater service to 

United Water augments these strengths with its 52 million people around the world. And Northumbrian 

strong management and a corps of experts from the Water Group is a major investor-owned water services 

company's utilities and contract operations, its United company that serves approximately four million people 

Water Services affiliate, and its strategic ally, Suez in the United Kingdom. 

Lyonnaise des Eaux. In the United Kingdom, the com- United Water benefited from this broad 

pany draws expertise from Northumbrian Water national and international expertise when it formed 

Group, in which United Water has had an investment the team that prepared the winning proposal for the 

since June 1996. Atlanta contract. 
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contract operations: stre n gth s continued 

Excellent Labor Relations 

When mayors and city councils invite companies to 

submit plans for operating their systems, one of their 

most important concerns-labor relations-also is a 

United Water strength . United Water recognizes that 

developing strong, mutually beneficial relationships 

with labor is one of the most essential parts of a suc­

cessful public-private partnership 

United Water through its affiliate has managed 

the Indianapolis wastewater system over the past four 

years and has built a positive relationship with the 

municipal union. Because of that excellent relationship, 

the local unit of the same union in Gary joined the com­

pany in its successful bid for the contract with the city. 

And in 1996 United Water crafted an innova­

tive agreement with Jersey City, New Jersey, which 

enabled the city's utility employees to remain employed 

by the city with full salaries, benefits and pensions. 

14 s etting I the I pac e 

United Water's unique labor agreements 

exemplify the company's history of innovation. Two 

years before the Jersey City contract, the company 

forged an agreement with Hoboken, New Jersey, that 

became a national model for water industry contracts 

These New Jersey agreements also reflect 

United Water's ability to customize programs through­

out the country to meet the specific needs of cities 

and improve customer service . Looking ahead, 

United Water through its affiliate will meet these needs 

through the first contract ever awarded in the United 

States to design, build and operate an ultrafiltration 

plant. The facility, scheduled to be completed in 

December 1999, will treat water for 250,000 people in 

the southern San Antonio area. The project is part of a 

1O-year, $30 million agreement. 

This spirit of innovation also is a hallmark of 

the company's regulated utilities. 





• • •u I • 
innovation, strength, stability 


United Water's uti lities have established a long history adverse weather in one area of the country with earn-

of innovation. Water treatment initiatives range from ings in regions with favorable conditions. 

the use of rapid-sand filtration in 1904 to the large-scale These strengths contribute to United Water's 

use of ozone technology in 1989. The company was stability and its ability to advance the company's utility 

among the first to bui Id dams and reservoirs that serve growth strategy. This strategy calls for sustaining cus­

northern New Jersey and southern New York State and tomer growth, pursuing water-related acquisitions, and 

to have the foresight to protect the watershed. filing for rate increases when needed. 

Technological innovations are among the Cost Controls 

strengths that contribute to United Water's leading United Water's utility strategy also aims to improve 

position in the water services business. The company earnings by reducing the cost of providing service 

also continuously implements operational and man- through efficiency and productivity gains. In 1998 the 

agerial efficiencies that help reduce operating costs company launched a new phase of its computerized, 

among its regulated utilities. integrated financial management system. This new 

Geographic Diversity technology allows the company to perform more func-

The geographic diversity of United Water's utilities tions on a centralized basis and to focus on achieving 

enables the company to offset earnings impacted by efficiencies and cost savings. 
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utilities: innovation, strength, stability continued 

Together with the new financial management 

system, United Water implemented the next step of 

its activity-based costing system, which enhances the 

ability to analyze and control the costs of performing 

core utility activities. The company also instituted a 

new customer information system. United Water 

expects to achieve long-term improvements in produc­

tivity from these systems. 

In addition, the company seeks other ways to 

achieve savings, such as reducing financing costs. 

In 1998 United Water refinanced a substantial portion 

of utility debt. 

United Water continually pursues acquisitions 

as part of its utility strategy. In early 1999 the compa­

ny acquired awater system that increased its customer 

base in Boise, Idaho, and accelerated United Water's 

expansion in the fast-growing Boise area. So far this 

decade, United Water has acquired over 20 water and 

wastewater operations throughout the country. 

Strengthening the company's utilities and 

acquiring new water-related operations, along with 

expand ing through contract operati ons and with 

strategic allies, form the basis for United Water's 

growth strategy. That strategy led to the company's 

1998 successes, and will generate new successes 

well into the next century. 
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Management's Discussion and Analvsis of Financial Condition and Results of Operations 

Significant Items 

The following items had a significant impact on the financial results of 
United Water Resources (United Water, or the Company): 

Investment in United Water Services: On July 28,1997, United Water 
Services, a 50/50 joint venture between United Water and Suez Lyonnaise 
des Eaux acquired the remaining 50% stake in JMM Operational Services. 

United Water Services provides contract operations and mainte­
nance services for water and wastewater facilities and is pursuing 
additional contract operations. As a result, United Water Services was 
awarded several contracts.The largest awards include aten-year contract 
to operate the wastewater systems in Milwaukee, Wisconsin, and a 
20-year contract to operate the water system in Atlanta, Georgia, with a 
minority partner. United Water Services also operates ameter installation 
subsidiary, United Metering, which it purchased from United Water in 
December 1997 for book value of $6.2 million. 

In July 1997, the Company also acquired a30% and a 20% interest 
in United Water Services Canada (UWS Canada) and United Water Ser­
vices Mexico (UWS Mexico), respectively. In December 1998, United 
Water purchased additional interests and now has a 33.3% and a 20.5% 
interest in UWS Canada and UWS Mexico, respectively. 

At December 31, 1998 and 1997, United Water had equity invest­
ments, relating to contract services, of approximately $19.8 million and 
$20.2 million, respectively, including investments in Canada and Mexico. 
This amount is included in equity investments in the accompanying con­
solidated balance sheet. United Water's share of earnings in these invest­
ments is included in equity earnings of affiliates in the accompanying 
statement of consolidated income. 

Investment in Northumbrian Partnership: On June 28, 1996, United 
Water and Lyonnaise Europe (a wholly-owned subsidiary of Suez Lyonnaise 
des Eaux)formed the Northumbrian Partnership (the Partnership), an equal 
partnership which has acquired a 20% interest in Northumbrian Water 
Group pic (NWG), a major investor-owned water and wastewater com­
pany in the United Kingdom. United Water's initial $62 million investment 
in the Partnership was made through its wholly-owned subsidiary in 
the United Kingdom, United Water UK Limited. Investment in the Partner­
ship was $96.3 million and $78.7 million at December 31, 1998 and 1997, 
respectively,and is included in equity investments in the consolidated bal­
ance sheet. United Waters share of the Partnership'S earnings, which 
totaled $17,1 million and $13.6 million in 1998 and 1997, respectively, is 
included in equity earnings of affiliates in the accompanying statement of 
consolidated income. 

During 1997, the United Kingdom's new Labor Government imposed 
a one-time "windfall profits" tax on privatized utilities. The levying of this 
one-time tax negatively impacted the Company's earnings from its invest­
ment in NWG by $13.1 million,which was partially offset by the effect of a 
change in the tax rate on deferred taxes of $2.8 million. The result was a 
net impact of $10.3 million. The imposition of this tax had been factored 
into the Company's financial analysis at the time of its investment in NWG 
and was considered in determining the purchase price. The tax did not 

have an effect on United Water's cash flow or ability to pay dividends, nor 
did it affect the long-term benefit the Company expected to derive from 
its investment in NWG. 

Discontinued Operations: In December 1996, the Company announced 
its intention to dispose of its environmental testing business, Laboratory 
Resources, awholly-owned subsidiary of the Company, closing its opera­
tions in Teterboro, New Jersey Subsequently, in January 1997, it sold its 
laboratory facility in Brooklyn, Connecticut. The Company accounted for 
this disposal in accordance with the provisions of Accounting Principles 
Board Opinion No. 30, "Reporting the Results of Operations - Reporting 
the Effects of Disposal of a Segment of a Business, and Extraordinary, 
Unusual, and Infrequently Occurring Events and Transactions". The sub­
sidiary had been operating in avery competitive environment over a pro­
longed period of time and had not contributed to the Company's earnings, 
with a net loss of $15 million in 1996. The operating results of Laboratory 
Resources prior to the date of discontinuance are shown separately in the 
accompanying statement of consolidated income and all of the financial 
statements of prior periods have been restated to reflect the discontinu­
ance of Laboratory Resources' operations. See Note 14 to the consolidated 
financial statements for further details. 

Transfer of New Mexico Operations: United Waterworks owned a 
utility subsidiary which provided water and wastewater services to cus­
tomers in Rio Rancho, New Mexico. In April 1995, the city of Rio Rancho 
(the City) and the Company's utility subsidiary entered into an orig inal 
stipulation in settlement of acondemnation action and on June 30, 1995, 
the City assumed possession of the operations of the utility subsidiary. The 
original stipulation was contested by various parties, but the City retained 
possession of the utility's operations. 

On March 29, 1996, the Company fully settled the condemnation 
proceeding with the City Under the terms of the agreement, the Company 
accepted $67 million for the water and wastewater systems of its New 
Mexico operations. This transaction resulted in an after-tax gain of 
$4.3 million which is included in the Company's 1996 earnings. 

Liquidity and Capital Resources 

As shown in the consolidated statement of cash flows, the Companys 
major uses of cash in 1998 included $106 million of capital expenditures 
and $385 million of common, preferred and preference dividends paid to 
shareholders. The major sources of funds to meet these cash needs 
included: $85.2 million of additional long-term debt; $80.2 million of cash 
provided by operations; $231 million of proceeds from the issuance of 
additional shares of common stock; and an $18.5 million increase in short­
term notes payable. 
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Management's Discussion and Analysis of Financial Condition and Results of Operations 

Capital expenditures are generally incurred by United Water's util­
ity subsidiaries in connection with the normal upgrading and expansion of 
existing water and wastewater facilities and to comply with existing envi­
ronmental regulations. United Water considers its utility plant to be ade­
quate and in good condition. These capital expenditures are necessary to 
meet growth requirements and to comply with environmental laws and 
regulations. Excluding the effects of inflation, the capital expenditures of 
United Waters utility subsidiaries are projected to aggregate $262 million 
over the next five years, including $57 million and $58 million in 1999 and 
2000, respectively.This total includes $165 million for United Waterworks 
and $92 million for United Water New Jersey and United Water New York. 
The expenditures related to compliance with environmental laws and reg­
ulations are estimated to be approximately 25% of the projected capital 
expenditures over the 1999-2003 period To the best of management's 
knowledge, the Company is in compliance with all major environmental 
laws and regulations. 

United Water anticipates that its future capital expenditures will be 
funded by internally generated funds, external debt financings and the 
issuance of additional common and preferred stock, including shares 
issued to existing shareholders, bondholders, customers, and employees 
under the Companys dividend reinvestment and stock purchase plans. In 
addition, United Water's regulated utilities participate in a number of tax­
exempt financings to fund capital expenditures. The companies draw 
down funds on these financings as qualified capital expenditures are 
made. As of December 31, 1998, $48.5 million of proceeds from these 
financings had not yet been disbursed to the Company and are included in 
the consolidated balance sheet as restricted cash.The amount and timing 
of the use of these proceeds and of future financings will depend on actual 
capital expenditures, the timeliness and adequacy of rate relief, the avail­
ability and cost of capital, and the ability to meet interest and fixed charge 
coverage requirements. 

In June 1997, United Water issued $40 million of 7.45%-7.9% Senior 
Notes ($15 million due 2007 and $25 million due 2022) Proceeds from the 
notes were used to refinance existing short-term debt of the Company. 

In August 1997, United Waterworks issued $20 million of 5.3% tax­
exempt Water Resource Development Revenue Bonds, due 2027, through 
the Idaho Water Resource Board. The proceeds are being used to finance 
a portion of the costs of certain facilities to be owned by United Water 
Idaho (a subsidiary of United Waterworks!. 

In December 1994, United Waterworks entered into amedium-term 
note program that enabled United Waterworks to issue up to $75 million 
of debt with terms ranging from 9 months to 30 years. The interest 
rates are set as notes are issued under the program. The first $10 million 
of notes under this program were issued in 1995. In October 1997, United 
Waterworks issued $15 million of notes under this program, at a rate of 
6.8%, with the full amount maturing in 2007. In February 1998, United 
Waterworks issued an additional $40 million of notes ($20 million at 
6.97% due 2023, $15 million at 7.1% due 2028 and $5 million at 6.9% due 
2017) In November 1998, United Waterworks issued the final $10 million 
of notes under this program ($5 million at 6.44% due 2008 and $5 million 
at 6.97% due 2023) The proceeds were used to redeem outstanding notes 
payable 

In June 1996, United Water entered into a $30 million long-term 
note agreement with Credit Lyonnais to partially fund its investment in the 
Northumbrian Partnership. The loan bears interest at a London Interbank 
Offered Rate (LiBORj-based floating rate and is payable ,in annual install­
ments through June 2006. In December 1998, the Company entered into 
an interest rate swap agreement which fixed the interest rate at 5.24%for 
1999 and 5.34% for the years 2000 through 2003. 

In December 1998, United Water New Jersey issued $35 million of 
5% Water Facilities Revenue Bonds through the New Jersey Economic 
Development Authority due 2028. The proceeds are being used to finance 
the cost of acquiring, constructing and reconstructing certain water trans­
mission, transportation, storage, treatment. and distribution facilities 
located in Passaic, Bergen, Sussex, and Hudson counties in New Jersey 

In January 1999, United Water issued $30 million of Senior Notes 
($5 million at 6.D7% due 2005, $10 million at 6.43% due 2009, $10 million 
at 6.7% due 2019, and $5 million at 7.04% due 2019) The proceeds were 
used to redeem all remaining shares of 7%% Series Bcumulative preferred 
stock. See Note 7to the consolidated financial statements forfurther details. 

At December 31, 1998, United Water had cash and cash equivalents 
of $8 million (excluding restricted cash) and unused short-term bank lines 
of credit of $186.4 million. Management expects that cash flows provided 
by operations, unused credit lines currently available and cash generated 
from the dividend reinvestment and stock purchase plans will be sufficient 
to meet anticipated future operational needs. 

Year 2000 Compl iance 

Overview: United Water is implementing a Year 2000 (Y2K) program 
designed to mitigate, to the fullest extent possible, the impact of the cen­
tury date change on the Company's computer systems and automated 
processes, including those that affect the delivery of water and waste­
water services. The Company initiated this program in 1994 with the Infor­
mation Technology Strategic Plan \the ITSPl, which addressed all areas of 
technology and automation within United Water. Akey component of that 
plan was the identification of the Y2K problem and the need to address 
Y2K issues affecting all aspects of the Company's operations With 
respect to each project or initiative undertaken at United Water since 1994 
that has Y2K ramifications, the Company has addressed "Y2K readiness" 
as a critical component of that project. 

United Water defines Y2K readiness as the ability of the Company 
to advance into the next century with minimal effect on the Company's 
critical computer systems and automated processes that control the deliv­
ery of water and wastewater services, and affect the Company's opera­
tions, liquidity or financial condition. 

The Y2K program addresses internal systems and processes con­
sisting of application software, hardware, databases, networks, personal 
computers, data processing equipment and operating systems (collec­
tively, information technology or IT systems) and embedded technology or 
microprocessors in non-computer equipment (collectively, non-IT sys­
tems). The Y2K program also addresses the assessment and monitoring 
of the Y2K compliance status of third parties upon which the Company 
relies. This program encompasses the following five phases: 1) survey and 
inventory, 2) assessment of risk, including the identification and survey of 
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critical vendors and service providers, 3) remediation of non-compliant 
systems, including the replacement of aging legacy applications, 4) test­
ing and validation of the remediation efforts, and 5) contingency planning 
and related testing. 

In addition, management believes that United Water has complied 
with the various Y2K requirements of the regulatory agencies that super­
vise its activities. Such compliance includes responding to surveys and 
questionnaires, filing status reports, participating in task forces and sub­
committees for the purpose of meeting Y2K readiness targets, and con­
tingency planning efforts. 

The Companv 's State of Readiness: Consistent with the five phases of 
the Y2K program, the primary element in United Water's Y2K readiness 
strategy has been to replace aging n and non-IT systems, where neces­
sary This strategy evolved from ITSP which, independent of the Y2K pro­
gram, identified the need to replace technical infrastructure, including IT 
and non-IT systems, in order to position United Water and its operating 
affiliates for a smooth transition into the 21st century. In addition to 
replacement activities, the Company has also undertaken remediation 
efforts to upgrade, repair and improve existing IT and non-IT systems 
where appropriate. These efforts are intended to result in the replacement 
and upgrading of IT and non-IT systems critical to the operation of the 
Company, including the provision of water and wastewater services, 
financial applications, customer information systems and operational sys­
tems, such as the Supervisory Control and Data Acquisition System 
(SCADA). which monitors and controls industrial processes. 

In addition, United Water is currently refining contingency plans 
and related tests to further mitigate the risk of service interruptions at 
each of its locations. These contingency plans have been developed, and 
the testing of each plan Is anticipated to be completed by the end of the 
first quarter of 1999. The major focus of the contingency plans is to address 
the possibility of automation failure of critical vendors and service 
providers so that the Company can sustain its operational systems in the 
event of any such failure. 

As of December 31, 1998, the status of the Company's progress 
toward completion of the five phases of the Y2K program was as follows: 
1) survey and inventory: IT 100%, non-IT 100%; 2) assessment of risk: IT 
99%, non-IT 99%; 3) remediation: IT 93%, non-IT 93%; 4) testing: IT 50%, 
non-IT 50%; and 5) contingency planning: IT 60%, non-IT 60%. All replace­
ments and upgrades are scheduled to be completed by the end of the sec­
ond quarter of 1999. 

In addition to its own Y2K program, the Company has been involved 
with Y2K compliance efforts undertaken by one of its equity investments, 
United Water Services (UWSL 

UWS, which is engaged in providing contract operations to U.S. 
cities, is implementing aY2K program following the guidelines established 
by the Company.This program has been applied to all UWS's project sites 
and has resulted in the production of inventories, risk assessments, 
testing methodologies and contingency plans for Y2K compliance. All 
systems are expected to be finalized and tested by the end of the second 
quarter of 1999. 

Where UWS has assumed responsibility for part or all of the Y2K 
compliance efforts of its operating affiliates in the various cities, it is 
actively coordinating Y2K corrective measures with the cities and their 
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Y2K consultants or representatives, where applicable, to mitigate busi · 
ness interruption exposures associated with the Y2K problem. 

United Water is maintaining close contact with UWS and other 
entities in which it has equity interests to ascertain that appropriate and 
prudent action is being taken in order to achieve Y2K compliance. 

Relationships with Third Parties: United Water has identified the fol­
lowing third party relationships to be addressed as part of the Y2K pro­
gram: regulatory agencies, critical vendors and service providers. 

United Water is in continuous communication with appropriate reg­
ulatory agencies regarding the Y2K issue.All requests for information and 
status reports, as well as other specific regulatory requirements are han­
dled on apriority basis.Management believes that the Company is in com­
pliance with all regulatory matters relating to Y2K. 

The Company has contacted its critical vendors and service 
providers to determine the degree of their Y2K readiness .The responses 
received to date indicate that those vendors and service providers either 
are or will be Y2K compliant. The status of those vendors and service 
providers who have either not responded or are not yet compliant is being 
tracked closely The electric power and telecommunications industries 
have been identified as the most critical service providers for the water 
industry. In the localities in which United Water operates, it is closely 
monitoring the progress of the local electric power and telecommunica­
tions companies and will continue to scrutinize the progress of these 
providers. The Company is actively monitoring the Y2K compliance 
status of its critical vendors and service providers and has received 
approximately 75% of responses. The Company intends to continue 
monitoring these critical vendors and service providers through its 
transition into the 21st century. 

Costs: United Water's Y2K readiness evolved from the strategic initiatives 
of the ITSP which was budgeted as part of the Company's ongoing capital 
expenditures since 1994. As a result, United Water has been able to keep 
to aminimum expenses related to Y2K compliance outside of the ITSP bud­
get. The Company's principal technology costs to date have been associ­
ated with the planned replacement of IT and non-IT systems, which has 
not been accelerated due to the Y2K issue. 

United Water estimates its costs to date related to Y2K compliance 
efforts that fall outside the ITSP budget are approximately $.2 million. 
Additional non-ITSP budgeted costs expected to be incurred over the 
remainder of the program are estimated to be $.7 million. These costs 
include SCADA upgrade as required, internal employee time, as well as 
other miscellaneous costs. 

Risks: The most reasonably likely worst case scenarios due to Y2K non­
compliance issues would be fluctuations in water pressure, aesthetic 
water quality and other temporary service interruptions. This would be 
attributable to third party failures including electric power and telecom­
munications outages. 

In addition, a Y2K failure from any of the Company's large equity 
investments including, its investment in the Northumbrian Partnership, 
could have a detrimental effect on the Company's results of operations. 

The estimates and conclusions included in the Y2K update are 
based on management's best estimates of future events. The risks 
involved in completing Y2K compliance include the availability of 
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resources, unanticipated problems identified in the ongoing compliance 
review and the ability of outside vendors and service providers to be Y2K 
compliant. 

Contingency Plans: The primary elements of contingency planning 
include procurement of back-up energy sources, typically adding portable 
power generators where appropriate,deployment of key personnel on crit­
ical dates relating to the century date change and providing for the efficient 
flow of communication both internally and externally in the event of inter­
ruption of service during critical dates relating to the century date change. 

Rate Matters 

The profitability of United Water's regulated utilities is, to a large extent, 
dependent upon adequate and timely rate relief. The Company antic ipates 
that the regulatory authorities that have jurisdiction over its utility opera­
tions will allow the Company's regulated utilities to earn a reasonable 
return on their utility investments. 

The Company continues to follow Statement of Financial Account­
ing Standards (SFAS) No. 71, 'Accounting for the Effects of Certain Types 
of Regulation," for its regulated utilities. SFAS No. 71 provides for the 
recognition of regulatory assets and liabilities as allowed by state regula­
tors that are considered probable of recovery. See Note 1to the consoli ­
dated financial statements. 

During 1998, the Company's regulated utilities received fourteen 
rate decisions with an aggregate annual revenue increase of $8.7 million, 
which includes $2.4 million in increased revenues effective on an interim 
basis for United Water De laware.An estimated $4.7 million of this amount 
was reflected in 1998's revenues while the remaining $4 million is expected 
to increase revenues in 1999. Current year revenues also reflect the 
carryover impact of the rate awards granted in 1997 in the amount of 
$5.1 mill ion. See Note 11 to the consolidated financial statements for 
further details. 

At the end of January 1999, the Company had five rate cases pend­
ing requesting an aggregate annual rate increase of $10.9 million. The most 
significant rate cases pending were filed by United Water Florida and 
United Water Delaware. These filings were made to meet increased 
investment in utility plant and higher operation and maintenance costs. In 
May 1998, United Water Florida appl ied to the Florida Public Service Com­
mission for rate relief in the amount of $2.2 million, or 243%, in water rev­
enues and $31 mill ion, or 18.7 %, in wastewater revenues. A decision on 
the United Water Florida application is expected before the end of the first 
quarter of 1999. 

On March 11, 1998, United Water Delaware applied to the Delaware 
Public Service Commission for rate relief in the amount of $4.1million, or 
24.8%, in water revenues. On May 11, 1998, interim rates of $2.4 million 
were placed in effect, subject to refund. A decision on this application is 
expected before the end of the second quarter of 1999. The Company 
believes the outcome of this application will not have amaterial effect on 
earnings. 

On October 26, 1996, United Water Delaware placed $2.3 million in 
increased revenues in effect, subject to refund. On July 15, 1997, the 
Delaware Public Utility Commission granted the Company a permanent 
rate increase of $1.6 million. On July 16,1997, the Company filed an appeal 
and application for a stay of the Commission's Order. On July 29, 1997, the 
Delaware Superior Court granted astay of the Commission decision pend­
ing the appeal. On March 31, 1998, the Superior Court decided in favor of 
the Commission. The Company appealed this decision to the Supreme 
Court of Delaware and on February 11, 1999, the Supreme Court reversed 
the Commission's decision which denied the $.7 million annual revenue 
increase, subject to refund and remanded the matter to the Commission. 
The Company expects that the Commission will enter an Order on remand 
which will eliminate the prospect of refunding any part of the $23 million. 

The Company has requested and received recovery of its regulatory 
assets for postretirement benefits other than pension as well as the 
recognition of the current expense for these benefits for the majority of its 
regulated subsidiaries.The regulatory assets are expected to be recovered 
over an average period of 15 years. At December 31, 1998, three regulated 
subsidiaries were awaiting decisions from the applicable commissions. 
Management believes it will receive favorable decisions on the pending 
cases prior to the end of 1999. 

Generally, the rate awards actually received by the Company's 
operating utilities are less than the amounts requested, primarily due to 
differing positions ofthe parties involved and/or updated information pro­
vided during the proceedings. 

Real Estate Activities 

United Properties Group (United Properties)owns and manages aportfolio 
of real estate located in New Jersey, New York, Delaware, Idaho, and 
Florida, consisting of commercial properties, golf courses and land under 
development. 

United Properties expects to spend $25.9 million over the next five 
years for capital expenditures on its existing real estate portfolio, includ­
ing $83 million and $69 million in 1999 and 2000, respectively Funding 
for United Properties' activities is anticipated to come from sales of 
properties, operations of existing commercial properties and golf courses, 
and proceeds from new financings. The timing of these expenditures 
will depend upon market conditions and the attainment of necessary 
approvals. 
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Results of Operations 

Overview: United Water's net income applicable to common stock for 
1998 was $43.9 million, or $1.19 per common share, as compared to 
$29.3 million, or $.83 per common share, earned in 1997. Earnings for 1997 
included anet $10.3 million charge resulting from the "windfall profits" tax 
in the United Kingdom. Income before non-recurring items was $43.9 mil­
lion, or $119 per common share for 1998 compared with $39.7 million, or 
$1.12 per common s~are for 1997 This increase was attributable to 
improved domestic utility performance as a result of rate awards, higher 
water consumption and a property tax settlement relating to aprior year. 
In addition, the Company experienced higher earnings from the Northum­
brian Partnership primarily due to the effect on deferred taxes of a 
decrease in the UK corporate tax rate. 

United Water's net income applicable to common stock for 1997 
was $29.3 million, or $.83 per common share, as compared to $34 million, 
or $1.01 per common share, earned in 1996. Earnings for 1997 included a 
net $10.3 million charge resulting from the "windfall profits" tax in the 
United Kingdom. Income from continuing operations and before non­
recurring items was $39.7 million, or $1.12 per common share for 1997 com­
pared with $34.1 million, or $1.01 per common share for 1996. This increase 
was attributable to a$6 million increase in equity earnings of affiliates dur­
ing 1997, which resulted from a full year of operations in the United King­
dom. Earnings for 1996 included a one-time, after-tax gain of $4.3 million, 
or $.13 per common share, resulting from a condemnation settlement in 
New Mexico which was offset by acharge relating to the discontinuance 
of the Company's environmental testing business. 

Operating Revenues: Operating revenues increased $4.8 million, or 14%, 
in 1998 and $19.4 million, or 58%, in 1997 from the prior years, as follows 

1~98 vs . 1997 1997 VS. 1996 
(THOUSANDS OF DOLLARS) INCREASE (DECREASE) )NCREASE (DECREASE) 

Utilities: 
Rate awards $9.790 2.8% $10,650 3.2% 
Consumption 1.346 0.4% 137 0.0% 
Growth 993 0.3% 3,276 1.0% 

Rea I estate (3.879) (1.1%) 6,306 1.9% 
Diher operations (3.449) (1.0%) (1,005) (0.3%) 

$ 4,801 1.4% $19,364 5.8% 

1998 versus 1991: The 2.8% increase in revenuiOs from rate awards in 
1998 includes the impact of fifteen 1997 and fourteen current year 
increases for the Company's operating utilities. Higher consumption due to 
favorable weather conditions in northeast service areas resulted in an 
increase in revenues of $1.3 million in 1998. The increase in revenues due 
to growth is partially attributable to increased customers at several oper­
ating utilities. Real estate revenues decreased $3.9 million primarily due to 
lower land sale revenues as a result of a significant land sale in the first 
quarter of 1997, partially offset by higher golf course revenues. The 
$3.4 million decrease in operating revenues from other operations was pri­
marily attributable to the absence of revenues from the Company's meter 
installation subsidiary, which was sold in the fourth quarter of 1997, par­
tially offset by an increase in revenues from the public-private partnership 
with Jersey City, New Jersey. 
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1991 versus 1996: The 3.2% increase in revenues from rate awards in 
1997 includes the impact of ten 1996 and fifteen 1997 increases for the 
Company's operating utilities. The increase in revenues due to growth is 
partially attributable to the acquisitions of two utilities in New Jersey in 
the second quarter of 1996 as well as increased customers at several oper­
ating utilities. Real estate revenues were higher as compared to 1996, pri­
marily due to a $5.8 million increase in property sales, which included a 
significant land sale, in addition to higher golf course revenues. The $1 mil­
lion decrease in operating revenues from other operations was primarily 
attributable to lower revenues from meter installation contracts, partially 
offset by the benefit of a full year of operations from the public-private 
partnership with Jersey City, which commenced in May 1996. In Decem­
ber 1997, tJnited Water sold United Metering, its meter installation sub­
sidiary, to United Water Services. As a result, United Water retains 50% 
ownership in United Metering. 

Operating Expenses; Operating expenses increased $2.8 million in 1998 
and $19.4 million in 1997 from the prior years, as follows 

1998 VS . 1997 1997 VS. 1996 
(THOUSANDS OF DOLLARS) IDECREcASE) INCREASE INCREASE 

Dperation and 
maintenance $ (560) (0.3%) $13,069 8.4% 

Depreciation and 
amortization 5,256 15.1% 3,842 12.5% 

General taxes (1.851) (3.6%) 2,508 5.1% 

1998 versus 1997: The decrease in operation and maintenance expenses 
was due primarily to the absence of costs from the Company's meter 
installation subsidiary, which was sold in the fourth quarter of 1997 as we.ll 
as a $3.9 million decrease in the cost of real estate properties sold, pri­
marily due to a significant land sale in the first quarter of 1997 This was 
partially offset by the write-off of deferred start-up charges under State­
ment of Position 98-5, "Reporting on the Costs of Start-Up Activities" as 
well as higher outside services and employee benefits costs at several of 
the Company's subsidiaries. 

The $5.3 million increase in depreciation and amortization was pri­
marily attributable to utility plant additions by the Company's utility sub­
sidiaries, as well as accelerated amortization associated with the service 
contract in Jersey City. 

General taxes decreased $1.9 million, or 3.6%. in 1998 primarily due 
to a property tax settlement received in the fourth quarter of 1998. This 
was partially offset by higher real estate, franchise and gross receipts 
taxes in utility operations. 

1997 versus 1996: The increase in operation and maintenance expenses 
was due primarily to a $2.6 million increase in the cost of real estate 
properties sold, $2.4 million in additionai operating expenses as a 
result of a full year of operations of the public-private partnership with 
Jersey City, higher outside services and employee benefits costs at sev­
eral of the Company's subsidiaries, and additional operating expenses 
incurred relating to the acquisitions of two utilities in New Jersey in May 
1996. These increases were partially offset by lower costs from meter 
installation contracts. 
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The $3.8 million increase in depreciation and amortization was pri­
marily attributable to utility plant additions by United Waterworks' utility 
subsidiaries, as well as amortization associated with the service contract 
in Jersey City 

General taxes increased $2.5 million, or 5.1 %, in 1997 primarily 
due to higher real estate, franchise and gross receipts taxes in utility 
operations. 

Interest Expense: Interest expense increased $.5 million in 1998 and 
$.4 million in 1997 compared to prior years. See the statement 01 consoli­
dated capitalization and Note 4 to the consolidated financial statements 
for further details on long-term debt and notes payable. 

Equity Earnings of Affiliates: The $.8 million increase in equity earnings 
of affiliates in 1998 was due mainly to a $3.5 million increase in earnings 
from the Northumbrian Partnership which resulted primarily from the 
effect on deferred taxes of adecrease in the UK corporate tax rate. 

This was partially offset by a $2.2 million decrease in combined 
earnings from United Water Services, UWS Canada and UWS Mexico. 
This decrease was primarily attributable to business development costs 
associated with ongoing efforts to expand contract operations.One of the 
successes resulting from these efforts came in November 1998, when 
United Water Services was awarded a 20-year contract, with annual rev­
enues of $21.4 million, to operate the water system in Atlanta, Georgia, 
with aminority partner.The Company also experienced lower equity earn­
ings as a result of aone-time condemnation settlement by its other equity 
investment, Dundee Water Power and Land. 

Income Taxes: The effective income tax rates on income before pre­
ferred and preference stock dividends were 27.9% in 1998,36.4% in 1997 
and 36.5% in 1996. An analysis of income taxes is included in Note 12 to 
the consolidated financial statements. 

New Accounting Standards: In June 1998, the Financial Accounting 
Standards Board issued SFAS No. 133, "Accounting for Derivatives and 
Hedging Activities" effective for all fiscal years beginning after June 15, 
1999. SFAS No. 133 requires that all derivative instruments be recorded on 
the balance sheet at their fair value. Changes in the fair value of deriva­
tives are recorded each period in current earnings or other comprehensive 
income. Due to its limited use of derivative instruments, management 
believes the adoption of SFAS No. 133 will not have asignificant effect on 
the Company's financial position or results of operations 

Effects of Inflation: Operating income from utility operations is normally 
not materially affected by inflation because cost increases generally lead 
to proportionate increases in revenues allowed through the regulatory 
process. However, there is a lag in the recovery of higher expenses 
through the regulatory process, and therefore, high inflation could have a 
detrimental effect on the Company until rate increases are received. Con­
versely, lower inflation and lower interest rates tend to result in reductions 
in the rates of return allowed by the utility commissions, as has occurred 
over the last several years. 

Prospective Information: In addition to the historical information con­
tained herein, this report contains a number of "forward-looking state­
ments," within the meaning of the Securities Exchange Act of 1934. Such 
statements address future events and conditions concerning the ade­
quacy of water supply and utility plant, capital expenditures, earnings on 
assets, resolution and impact of litigation, liquidity and capital resources 
and accounting matters.Actual results in each case could differ materially 
from those projected in such statements, by reason of factors including, 
without limitation, general economic conditions, competition, actions by 
regulators and other governmental authorities, and technological devel­
opments affecting the Company's operations, markets, services and 
prices, and other factors discussed in the Company's filings with the Secu­
rities and Exchange Commission, including this report 
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Consolidated Balance Sheet 

DECEMBER 31, 
(THOUSANDS DF DOLLARS) 

Assets 
Utility plant, including $47,348 and $49,301 under construction 

Less accumulated depreciation 

Utility plant acquisition adjustments, 
Less accumulated amortization of $11,411 and $9,527 

Real estate and other investments, 
Less accumulated depreciation of $13,628 and $11,497 

Equity investments 

Current assets: 
Cash and cash equival~ents 
Restricted cash 
Accounts receivable and unbilled revenues,less allowance of $1,204 and $2,528 
Prepaid and other current assets 

Deferred charges and other assets: 
Regulatory assets 
Prepaid employee benefits 
Unamortized debt expense 
Other deferred charges and assets 

Capitalization and liabilities 
Capitalization: 

Common stock and retained earnings 
Preferred stock without mandatory redemption 
Preferred stock with mandatory redemption 
Preference stock, convertible, with mandatory redemption 
Long-term debt 

Current liabilities: 
Notes payable 
Preferred stock and long-term debt due within one year 
Accounts payable and other current liabilities 
Accrued taxes 
Accrued interest and dividends 

Deferred credits and other liabilities: 
Deferred income taxes and investment tax credits 
Customer advances for construction 
Contributions in aid of construction 
Other deferred credits and liabilities 

Commitments and contingencies (Notes 6 and 11) 

The accompanying notes are an integral part of these consolidated financial statements. 

1998 1997 

$1 ,540,564 $1,439,854 
328,224 296,820 

1.212,340 1,143,034 

61.320 63,026 

81 ,630 79,487 
116,598 99,197 

198.228 178,684 

8,011 8,546 
48,495 34,581 
59,693 57,723 
12.235 11,705 

128,434 112,555 

76.548 79,748 
29,237 21,426 
34,745 31,019 
28,270 28,850 

168,BOO 161,043 

$1.769,122 $1,658,342 

S 456,029 $ 418,601 
9,000 9,000 

49,748 51,838 
30,534 34,741 

652,969 622,737 

1,198,280 1,136,917 

93,400 74,925 
5,795 8,022 

36,525 32,833 
24,257 26,878 

8,023 8,117 

168,000 150,775 

195,368 183,490 
30,648 27,356 

143,327 133,684 
33,499 26,120 

402,842 370,650 

S1,769,122 $1,658,342 
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Statement of Consolidated Income 

YEAR S ENDED DECEMBER 31, 

!THOU SANDS EXCEPT PER SHARE DATA) 


Operating revenues 
Operating expenses: 

Operation and maintenance 

Depreciation and amortization 

General taxes 


Total operating expenses 
Operating income 
Interest and other expenses: 

Interest expense, net of amount capitalized 

Allowance for funds used during construction 

Preferred stock dividends of subsidiaries 

Gain on New Mexico settlement 

Windfall profits tax of affiliate 

Equity earnings o~ affiliates 

Ofher income, net 


Total interest and other expenses 
Income from continuing operations before income taxes 
Provision for income taxes 
Income from continuing operations 
Preferred an d preference stock dividends 

Net income applicable to common stock 
from continuing operations 

Discontinued operations: 
Loss from discontinued operations, net of income tax 

benefit of $824 
Loss on disposal of discontinued business, net of 

income tax benefit of $1,543 

Loss from discontinued operations 

Net income applicable to common stock 
Average common shares outstanding 
Net income (loss) per common share 

Continuing operations 

Discontinued operations 


Total 

Average common shares outstanding-assuming dilution 
Net income (loss) per common share 

Continuing operations 

Discontinued operations 


Total 

The accompanying notes are an integral part of these consolidated f inancia l statements. 

19SB 1997 

$356.210 $351,409 

168,387 168,947 
39,.950 34,694 
50.213 52,124 

258,610 255,765 
97,600 95,644 

45,917 45,372 
(4,567) (3,397) 
2.223 2,256 

10,334 
(11,451) (10,647) 
(1,959) (2,529) 

$332,045 

155,878 
30,852 
49,616 

236,346 
95,699 

44,951 
(3,355) 
2,277 

(10,372) 

(4,617) 
(2,083) 

30,163 41,389 26,801 

67,437 54,255 68,898 
19,450 20,579 25,878 

47,987 33,676 43,020 
4,058 4,345 4,613 

$ 43,929 $ 29,331 $ 38,407 

(1,532) 

$ 43,929 $ 29,331 

(2,865) 

(4,397) 

$ 34,010 

31,028 35.492 33,707 

$ 1.19 

S 1.19 
39,192 

$ .83 

$ .83 

37,838 

$ 1.14 
(.13) 

$ 1.01 

36,218 

$ 1.17 

$ 1.17 

$ .83 

$ .83 

$ 1.1 2 
(. 12.) 

$ 1.00 
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Statement of Consolidated Common Equity 

COMMON STOCK CUMULATIVE 

(THOUSANDS) 

Balance at Decembar 31. 1995 
Dividend reinvestment and stock purchase plans 

Cumulative translation adjustment 

Conversion of 5% preference stock 

Net income applicable to common stock 

Cash dividends paid on common stock, $.92 per share 


Balance at December 31, 1996 
Dividend reinvestment and stock purchase plans 

Cumulative translation adjustment 

Conversion of 5% preference stock 

Net income applicable to common stock 

Cash dividends paid on common stock, $.92 per share 


Balance at December 31, 1997 
Dividend reinvestment and stock purchase plans 

Cumulative translation adjustment 

Conversion of 5% preference stock 

Net income applicable to common stock 

Cash dividends paid on common stock, $.93 per share 


Balance at December 31, 1998 

The accompanying notes are an integral part of these consolidated financial statements. 

NUMBER 
OF SHARES AMOUNT 

32,880 $304,663 
1,375 18,845 

294 4,624 

34,549 
1,446 

300 

36,295 
1.264 

271 

328,132 
25,083 

4,742 

357,957 
23,068 

4.394 

TRANSLATION 

ADJUSTMENT 


$6,703 

6,703 

591 

7,294 

464 

RETAINED 

EARNINGS 


$ 53,639 

34,010 
(30,994) 
56,655 

29,331 
(32,636) 

53,350 

43,929 
(34,421) 

31,836 $385,419 $7.758 $62.852 
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Statement of Consolidated Cash Flows 

YEAR S ENDED DECEMBER 31 , 
(THOUSANDS OF DOL LARS) 

ppral.ing 3ctivities: 
Net income 

dj!lstmlJnto; to reconcile net income 10 nel cash 

provided b~ operating ~ctivities. 


Depreciation and amortization 

Deferred income taxes and investment tax credits, net 

Gain on New Mexico settlement 

Equity earnings of affiliates 

Proceeds from sale of United Metering 

Proceeds from sales of properties 

Gain on sales of properties 

Improvements to property under development 

Loss on disposal of discontinued operations 

Allowance forfunds used during construction 

Changes in assets and liabilities, net of effect of 


New Mexico settlement and acquisitions: 

Accounts receivable and un billed revenues 

Prepayments 

Prepaid employee benefits 

Regulatory assets 

Accounts payable and other current liabilities 

Accrued taxes 

Accrued interest and dividends 

Other, net 


Net cash provided by operating activities 
InveS1ing activities' 

Additions to utility plant (excludes allowance for funds 
t:Jsed during construction) 


Additions to real estate and other properties 

Additions to equity investments 

Acquisitions, net of cash received 

Proceeds from New Mexico settlement 

Investments in service contracts 

Change in restricted cash 


Net cash used in investing activities 
Fin8'lcing BctivitiA~ 

Change in notes payable 

Additional long-term debt 

Reduction in preferred stock and long-term debt 

Issuance of common stock 

Dividends on common stock 

Dividends on preferred and preference stock 

Net contributions and advances for cOllstruction 


Net cash providedby financing activities 
Net (decrease) increase in cash and cash equivalents 
Cash and cash equivalents at beginning of year 
Cash and cash equivalents at end of year 

The accompa nying notes are an integral part of these consolidated financial statements. 

1996 

$ 38,623 

32,068 
18,399 

(10,372) 
(4,617) 

4,385 
(935) 

(1,333) 
4,408 

(3,355) 

(3,729) 
3,397 

(3,757) 
(8,821 ) 
1,520 

(5,727) 
16 

(12,973) 

1 ~98 

47,987 

41.300 
11,878 

(11,451) 

3.761 
(2.605) 
12.1251 

(4.567) 

(1,970) 
(530) 

(7,811) 
3.200 
3.692 

(2.621 ) 
(94) 

2.110 

1997 

$ 33,676 

35,959 
8,934 

(313) 
6,223 

11,068 
(5,220) 
(1,376) 

(3,397) 

2,551 
(311 ) 

(5,287) 
(4,569) 
1,131 
8,863 
(294) 
417 

80.154 88,055 47,197 

(99.722) 
(4.177) 
(4,784) 

(13.914) 
1122,597) : 

(83,321 ) 
(2,080) 

(15,859) 

(7,378) 

(108,638) 

(74,569) 
(5,569) 

(63,042) 
(6,794) 
31,670 
(5,500) 
25,474 

(98,330) 

18,475 
85,233 

159,318) 
23.068 

(34.427) 
(4.058) 
12,935 

(18,300) 
75,565 

(34,585) 
25,083 

(32,636) 
(4,345) 
9,386 

49,725 
30,538 

(15,550) 
18,845 

(30,994) 
(4,613) 
7,61 4 

41,908 ~ 20,168 55,565 
(535) (415) 4,432 

8,546 8,961 4,529 

S 8.011 $ 8,546 $ 8,961 
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Statement of Consolidated Capitalization 

DEC EM BER 31. 

(T HOUSAND S OF DOLLA RS) 


Common stock and retained earnings: 
Comllilon stock, no par value-authorized 100,000,000 shares 

Less treasury shares, at cost 

Retained earnings 

Cumulative translation adjustment 

Total common stock and retained earnings 

Cumulative preferred stock without mandatory redemption: 
United Water New Jersey, authorized 2,000,000 shares, stated value­


S100 per share, issuable in series: 

4WIo Series, authorized and outstanding 30,000 shares 

4.55% Series, authorized and outstanding 60,000 shares 


Total preferred stock without mandatory redemption 
Cumulative preferred and preference stock with mandatory redemption, 

net of amount due within one year: 
United Water New Jersey: 

5% Series, authorized 15,000 shares; outstanding 6,000 and 6,600 shares 
7%% Series, authorized and outstanding 150,000 shares 

United Water New York: 
Authorized 100,000 shares, stated value-S100 per share issuable in series: 

$8.75 Series, issued and outstanding 22,000 and 24,000 shares 
S9.84 Series, issued and outstanding 46,880 and 50,000 shares 

United Water Idaho: 5%, authorized and outstanding 7,399 and 7,415 shares 
United Water Resources: 

7%% Series B, authorized 300,000 shares; outstanding 285,000 and 300,000 shares 
5% Series A, convertible preference, authorized 3,983,976 shares; 

outstanding 2,296,278 and 2,628,142 shares 

Total preferred and preference stock with mandatory redemption 
Long-term debt, net of amount due within one year: 

United Water New Jersey: 

First mortgage bonds, 5.8%-5.9%, due 2024 (weighted average 5.85%) 

Unsecured promissory notes, variable rates, due 2025-2026 


(weighted average 3.51% and 4.54%) 
United Water New York: 

First mortgage bonds, 9%%, due 2001 
Unsecured promissory notes, 5.65%-8.98%, due 2023-2025 (weighted average 6.74%) 

United Water Resources : 

Promissory notes, 9.38%, due 2019 

Promissory notes, floating LlBOR-based interest rate , due 2006 

Promissory notes, 7.45%-7.9%, due 2007-2022 (weighted average 7.73%) 


United Waterworks: 

Unsecured debt, 5.30%- 10.05%, due 2000-2028 


(weighted average 7.07% and 7.55%) 

United Properties Group: 

Mortgage notes, 8%- 10%, due 1999-2006 (weighted average 9.97 % and 9.92%) 
Floating rate LlBOR-based term loan, due 2000 
New Jersey Wastewater Treatment Loans, 0%-4.2%, due 2013 

(weighted average 2.48% and 2.22 %) 

United Water Mid-Atlantic: Promissory note at floating interest rate, due 2004 


Total long-term debt 

Total capitalization 


The a ccompanying notes are an integral part of th ese consolidate d finan cial sta tements. 

Ig98 

S 401 ,370 
115,951) 
62,852 
7,758 

1997 

$ 373,927 
(15,970) 
53,350 
7,294 

456,029 418,601 

3,000 
6,000 

3,000 
6,000 

9,000 9,000 

540 600 
15,000 15,000 

2,000 2,200 
4,315 4,688 

607 605 

21;126 28,745 

30,534 34,741 
80,282 86,579 

40,000 40,000 

165,000 130,000 

600 900 
51,000 51,000 

25,000 25,000 
24,000 26,000 
40,000 40,000 

282.815 280,365 

15,697 17,265 
7,211 7,251 

1,646 1,931 
3,025 

652,969 622,737 

$1.198.280 $1 ,136,917 
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Notes to Consolidated Financial Statements 

One I Summary of Significant Accounting Policies 

Principles of Consolidation: The consolidated financial statements 
include the accounts of United Water Resources (United Water, or 
the Company) and the subsidiaries in which it has more than 50% 
ownership. The Company accounts for investments in which it has 
significant influence under the equity method of accounting. The prepara­
tion of financial statements in conformity with generally accepted 
accounting principles requires management to make estimates and 
assumptions that affect the reported amounts of assets and liabilities and 
disclosures of contingent assets and liabilities at the date of the financial 
statements and the reported amounts of revenues and expenses during 
the reporting period. Actual results could differ from these estimates. Cer­
tain prior year amounts have been reclassified to conform with current 
year presentation. 

Description of Business: United Water's principal utility subsidiaries 
,include IJnited Water New Jersey, United Water New York and United 
Waterworks. These subsidiaries provide water and wastewater services 
to approximately two million people in 13 states. Other significant wholly­
owned subsidiaries of United Water include United Properties Group 
(United Properties !, which is engaged in real estate activities including 
commercial rentals, land development and sales, golf course operations, 
and consulting services; United Water UK, an equal partner with Lyonnaise 
Europe (a wholly-owned subsidiary of Suez Lyonnaise des Eaux) in the 
Northumbrian Partnership, which has acquired a20% interest in Northum­
brian Water Group pic (NWGL a major investor-owned water and waste­
water company in the United Kingdom; and United Water Mid-Atlantic, 
which owns and operates water and wastewater systems. In addition, the 
Company has entered into public-private partnerships with the cities of 
Hoboken and Jersey City, New Jersey, whereby the municipalities retain 
ownership of their systems while the Company operates and maintains 
them. United Water also has several equity investments in the contract 
services business. 

United Water's domestic utility subsidiaries are subject to regula­
tion by the public utility commissions of the states in which they operate. 
Their accounting must comply with the applicable uniform system of 
accounts prescribed by these regulatory commissions and must also con­
form to generally accepted accounting principles as applied to rate-regu­
lated public utilities. The Company continues to follow Statement of 
Financial Accounting Standards (SFAS) No. 71 'Accounting for the Effects 
of Certain Types of Regulation" for its regulated utilities. SFAS No. 71 pro­
vides for the recognition of regulatory assets and liabilities as allowed by 
state regulators that are considered probable of recovery 

Equity Investments: The Company holds an indirect investment in NWG 
and has representation on its board of directors, and owns a50%stake in 
United Water Services and a 33.3% and 20.5% interest in United Water 
Services Canada (UWS Canada) and United Water Services Mexico (UWS 
MexicoL respectively.The Company accounts for these investments under 
the equity method of accounting by recording its proportionate share of 
earnings included in equity investments in the consolidated balance sheet 
and equity earnings of affiliates in the statement of consolidated income. 
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Foreign Currency Translation: Financial statements for United Water 
UK are translated into U.S. dollars at year-end exchange rates for assets 
and liabilities and weighted average exchange rates for income and 
expenses The resulting cumulative translation adjustment is recorded as 
aseparate component of stockholders' equity in the Company's statement 
of consolidated common equity. 

Transactions for UWS Canada and UWS Mexico are recorded in 
U.S. dollars. Tnerefore, a foreign currency translation adjustment is not 
required for these entities. 

Utility Plant Utility plant is recorded at original cost, which includes 
direct and indirect labor and material costs associated with construction 
activities, related operating overheads and an allowance for funds used 
during construction (AFUDC) AFUDC is a non-cash credit to income and 
includes both the cost of borrowed funds and a return on equity funds 
attributable to plant under construction. 

The original cost of utility property retired or otherwise disposed 
of in the normal course of business is charged to accumulated deprecia­
tion, and salvage (net of removal cost) is credited thereto;no gain or loss is 
recognized. The costs of property repairs, replacements and renewals of 
minor property items are included in maintenance expense when incurred. 

Utility Plant Acquisition Adjustments: Utility plant acquisition adjust­
ments represent the difference between the purchase price and the book 
value of net assets acquired, and are amortized, generally, on a straight­
line basis over a 40-year period. Utility plant acquisition adjustments 
include a premium paid to acquire operating utilities. At each balance 
sheet date, the Company evaluates the realizability of utility plant acquisi­
tion adjustments on the basis of expected future undiscounted cash flows. 
Based on its most recent evaluation, the Company believes that no impair­
ment of utility plant acquisition adjustmerlts exists at December 31,1998. 

Advances and Contributions in Aid of Construction: When required 
by the public utility commissions of the states in which the Company's util­
ity subsidiaries operate, outside parties, generally customers and devel­
opers, make payments to the Company to fund certain utility capital 
expenditures to provide water or wastewater service to new customers. 
Non-refundable amounts received by the Company are recorded as con­
tributions in aid of construction, except where the Company is required to 
record such amounts directly as a reduction to utility plant. Refundable 
amounts received are recorded as advances, and are refundable, for lim­
ited periods of time, generally as new customers begin to receive service. 
The remaining balance of any advances received, after the Company has 
made all required refunds of such advances, is transferred to contributions 
in aid of construction. 

The balances of advances and contributions are used to reduce 
utility plant in determining rate base, and plant funded by advances and 
contributions is generally not depreciated. However, the public utility com­
missions in several of the states in which the Company operates permit 
the depreciation of plant funded by contributions in aid of construction, 
but also require that contributions be amortized, so that there is no net 
effect on income from the depreciation of the contributed plant. For 
income tax purposes, advances and contributions received after 1986 and 
through June 1996 are included as taxable income, and the related plant 
is depreciated fortax purposes. In accordance with changes ,in the tax law, 
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effective June 12, 1996, advances and contributions are no longer included 
in taxable income, nor is the related plant depreciated for tax purposes. 

JointiV Owned facilities: Utility plant includes United Water New Jer­
sey's 50% interest in the Wanaque South Water Supply Project, the net 
book value of which was $42 million and $42.8 million at December31, 1998 
and 1997, respectively. United Water New Jersey's share of the project's 
operating expenses is included in operation and maintenance expenses. 

Regulatory Assets: Included in deferred charges and other assets are 
regulatory items that are expected to be recognized when included in 
future rates and recovered from customers as directed by the state public 
utility commissions. These regulatory assets include items that the public 
utility commissions have ordered the Company's regulated utilities to defer 
and prudently incurred costs where the Company expects that recovery is 
probable because of the past practices of the public utility commissions. 

Regulatory assets consisted of the following at December 31: 

(THOUSANDS OF DOLLARS) 1998 1997 

Recoverable income taxes $39,328 $39,818 
Deferred employee benefits 20.918 22,918 
Rate case 3,30S 2,459 
Tank painting 3,117 3,181 
Other 9,Sn 11,372 
Total regulatory assets $76,548 $79,748 

Real Estate: Real estate properties are carried at the lower of cost, which 
includes original purchase price and direct development costs, discounted 
cash flow value or fair value. Real estate taxes and interest costs are cap­
italized during the development period. The amount of interest capitalized 
was $650,890 in,1998, $651,251 in 1997 and $620,000 in 1996. Real estate 
operating revenues include rental income from commercial properties, 
proceeds from the disposition of real estate properties, revenues from golf 
course operations and fees from consulting services. 

Unamortized Debt Expense: Debt premium, debt discount and deferred 
debt expenses are amortized to income or expense over the lives of the 
applicable issues. 

Revenues from Utility Operations: United Water New Jersey and 
United Waterworks recognize as revenues billings to customers, plus 
estimated revenues for consumption for the period from the date of the 
last billing to the balance sheet date. United Water New York recognizes 
revenues as bills are rendered to customers and does not accrue 
for unbilled revenues. United Water New York and United Water New 
Rochelle have been directed by the New York Public Service Commission 
to institute a Revenue Reconciliation Clause, which requires the reconcil­
iation of billed revenues with pro forma revenues that were used to 
set rates. Any variances outside athreshold range are accrued or deferred 
for subsequent recovery from or refund to customers. At December 31, 
1998 and 1997, United Water New York and United Water New Rochelle had 
$4.4 million and $3.6 million, respectively, of net unamortized revenue 
accruals, resulting from revenues which were less than the amounts used 
to set rates .These amounts are expected to be recovered over a three­
year period. 

Revenues From Real Estate Activities: Revenues from real estate 
sales are recognized when the transaction is consummated and title has 
passed. Revenues from real estate transactions were $49 million, 
$11.2 million and $5.4 million in 1998, 1997 and 1996, respectively. 

United Properties owns several office buildings, with an aggregate 
net book value of $577 million (net of accumulated depreciation of $11 mil­
lion) at December 31, 1998, which are leased to tenants under various oper­
ating leases. The following is a schedule, by year, of the minimum future 
rental income on non-cancelable operating leases outstanding at Decem­
ber 31,1998: 

(THOUSANDS OF DOLLARS) 

1999 $ 5,827 
2000 6,408 
2001 6,359 
2002 6,251 
2003 5,532 
Thereafter 22,901 
Total minimum future rental income $53,278 

Revenues From Public-Private Partnerships: In May 1996, United 
Water entered into a five-year contract with Jersey City to operate its 
municipal water system. This contract stipulates that the city can 
terminate the contract in the fourth and fifth years, subject to a termina­
tion penalty. If the city terminated the contract, this would not have a 
material effect on United Water's financial position or results of opera­
tions. The contract also provides for monthly service fees which are 
recorded as revenues when billed. In addition, certain incentives based on 
collection and marketing goals are recognized when earned. Service fee 
revenues for the years ended December 31,1998 and 1997 and for the eight 
months ended December 31, 1996 were $10 million, $9.2 million and 
$4.7 million, respectively. 

In 1994, the Company entered into aten-year contract with the city 
of Hoboken to operate, maintain and manage its municipal water system 
In 1996, this contract was extended for an additional ten years. Under this 
contract, revenues are recorded monthly based upon customer billings. 
Revenues for the years ended December 31, 1998, 1997 and 1996 were 
$4 million, $3.9 million and $3.5 million, respectively. 

Depreciation: Depreciation of utility plant and real estate properties 
is recognized using the straight-line method over the estimated service 
lives of the properties. Utility plant depreciation rates are prescribed 
by the public utility commissions. The provisions for depreciation in 1998, 
1997 and 1996 were equivalent to 2.4%, 2.3% and 21%, respectively, 
of average depreciable utility plant in service. Real estate properties are 
depreciated over estimated lives ranging between 25 and 50 years . For 
federal income tax purposes, depreciation is computed using accelerated 
methods and, in general, shorter depreciable lives as permitted under the 
Internal Revenue Code. 

Income Taxes:The Company and its eligible subsidiaries file a consoli­
dated federal income tax return. Federal income taxes are deferred under 
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Notes to Consolidated Financial Statements 

the liability method in accordance with SFAS No, 109, 'Accounting for 
Income Taxes," Under the liability method, deferred income taxes are 
provided for all differences between financial statement and tax basis of 
assets and liabilities, Addit iona l deferred income taxes and offsetting reg­
ulatory assets or liabilities are recorded to recognize that income taxes will 
be recoverable or refundable through future revenues, 

Investment tax credits arising from property additions are deferred 
and amortized over the estimated service lives of the related properties, 

Statement of Cash Rows: United Water considers all highly liquid 
investments with original maturities of three months or less to be cash 
equivalents, The Company made cash payments for interest (net of 
amounts capita lized) and federal and state income taxes as follows: 

ITHOUSANDS OF DOLLARS) 1998 1997 1996 

Interest, net of amounts capitalized $44,651 $44,400 $43.128 
Iincome taxes 11,5Z0 7,413 11.921 

The following is asupplemental schedule of non-cash transactions in 1998 
and 1997 

ITHOUSANDS OF DOLLARS) 1~9l1 1997 

Cumulative translation adjustment $ 464 S 591 
Conversion of 5% preference stock 4,576 4,967 

Two I Equity Investments 

On June 28, 1996, United Water and Lyonnaise Europe formed the 
Northumbrian Partnership (the Partnership)' an equal partnership which 
has acquired a 20% interest in NWG, a major investor-owned water and 
wastewater company in the United Kingdom, United Waters initial 
$62 million investment in the Partnership was made through its wholly­
owned subsidiary in the United Kingdom, United Water UK Limited, Invest­
ment in the Partnership was $96.3 million and $78.7 million at December 
31,1998 and 1997. respectively, and is included in equity investments in the 
consolidated balance sheet United Water's share of the Partnership's 
earnings, which totaled $171 million and $116 million (excluding the wind­
fall profits tax) in 1998 and 1997. respect ively. is included in equity earnings 
of affiliates in the accompanying statement of consolidated income. 

During 1997. the United Kingdom's new Labor Government imposed 
a one-time "windfall profits" tax on privatized utilities. The levying of this 
one-time tax negativelY impacted the Company'searnings from its invest­
ment in NWG by $13.1million, which was partially offset by the effect of a 
change in the tax rate on deferred taxes of $2.8 million. The result was a 
net impact of $10.3 million. The imposition of this tax had been factored 
into the Company's financial ana lysis at the time of its investment in NWG 
and was considered in determining the purchase price. The tax did not 
have an effect on United Water's cash flow or ability to pay dividends, nor 

did it affect the long-term benefit the Company expected to derive from 
its investment in NWG. 

On July 28, 1997, United Water Services, a 50/50 joint venture 
between United Water and Suez Lyonnaise des Eaux acquired the remain­
ing 50% stake in JMM Operational Services, 

United Water Services provides contract operations and mainte­
nance services for water and wastewater facilities and is pursuing addi­
tional contract operations. As a result, United Water Services was 
awarded several contracts. The largest awards include aten-year contract 
to operate the wastewater systems in Milwaukee, Wisconsin, and a 20­
year contract to operate the water system in Atlanta. Georgia. with a 
minority partner, United Water Services also operates a meter installation 
subsidiary, United Metering, which it purchased from United Water in 
December 1997 for book value of $6.2 million, 

I n July 1997. the Company also acquired a 30% and a 20% interest 
in UWS Canada and UWS Mexico, respectively In December 1998. United 
Water purchased additional interests and now has a 33.3% and a 20.5% 
interest in UWS Canada and UWS Mexico, respectively 

At December 31. 1998 and 1997. United Water had equity invest­
ments, relating to contract services, of approximately $19.8 million and 
$20.2 million, respectively, including investments in Canada and Mexico. 
This amount is included in equity investments in the accompanying con­
solidated balance sheet United Water's share of earnings in these invest­
ments is included in equity earnings of affiliates in the accompanying 
statement of consolidated income. 

Three I New Mexico Settlement 

On March 29, 1996. the Company settled the condemnation proceeding 
with the city of Rio Rancho, New Mexico (the City), The agreement was 
approved on the same day by the Thirteenth Judicial District Court in New 
Mexico.Under the terms of the agreement, the Company agreed to accept 
$67 million for the water and wastewater systems of its United Water New 
Mexico operations. Results of this transaction are included in the Com­
pany's first quarter 1996 earnings. 
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Four I Notes Payable 

United Water and its subsidiaries have a number of credit lines with banks. 
Borrowings under these credit lines generally bear interest at rates 
between the London Interbank Offered Rate (LiBOR) and the prime lend­
ing rate. United Water pays commitment fees under arrangements with 
certain of these banks to compensate them for services and to support 
these lines of credit. There are no legal restrictions placed on the with­
drawal or other use of these pank balances. 

The total credit lines available, the amounts utilized and the 
weighted average interest rates at December 31 were as follows: 

ITH OUSANOS OF DOLLARS) 19 98 1997 

Total credit lines available $2.80,500 $235,800 
Utilized: 

Drawn 93,400 74,925 
Pledged 655 3,055 

Weighted average interest rates 5.5% 5.9% 

Five I long-Term Debt 

The long-term debt repayments over each of the next five years are as fol­
lows 1999 - $3.7 million; 2000- $12.2 million; 2001- $19.7 million; 
2002 - $4.7 million and 2003-$48 million. United Water New Jersey, 
United Water New York, United Waterworks and other subsidiaries of 
United Water are subject to certain restrictive covenants related to their 
issued debt. 

In June 1997, United Water issued $40 million of 745%-79% Senior 
Notes ($15 million due 2007 and $25 million due 2022) Proceeds from the 
notes were used to refinance existing short-term debt of the Company 

In August 1997, United Waterworks issued $20 million of 53% tax­
exempt Water Resource Development Revenue Bonds, due 2027, through 
the Idaho Water Resource Board. The proceeds are being used to finance 
a portion of the costs of certain facilities to be owned by United Water 
Idaho (a subsidiary of United Waterworks) 

In December 1994, United Waterworks entered into amedium-term 
note program that enabled United Waterworks to issue up to $75 million 
of debt with terms ranging from 9 months to 30 years. The interest rates 
are set as notes are issued under the program. The first $10 million of notes 
under this program were issued in 1995. In October 1997, United Water­
works Issued $15 million of notes under this program, at a rate of 6.8%, 
with the full amount maturing in 20m In February 1998, United Water­
works issued an additional $40 million of notes under this program 
($20 million at 6.97% due 2023, $15 million at 71 %due 2028 and $5 million 
at 6.9% due 2017) In November 1998, United Waterworks issued the final 
$10 mi llion of notes under this program ($5 million at 6.44% due 2008 and 
$5 million at 6.97% due 2023) The proceeds were used to redeem out­
standing notes payable 

In June 1996, United Water entered into a $30 million 10r:Jg-term 
note agreement with Credit Lyonnais to partially fund its investment in the 
Northumbrian Partnership. The loan bears interest at a LIB OR-based float­
ing rate and is payable in annual installments through June 2006. In 
December 1998, the Company entered into an interest rate swap agree­
ment which fixed the interest rate at 5.24% for 1999 and 534% for the 
years 2000 through 2003 
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In December 1998, United Water New Jersey issued $35 million of 
5% Water Facilities Revenue Bonds through the New Jersey Economic 
Development Authority due 2028.The proceeds are being used to finance 
the cost of acquiring, constructing and reconstructing certain water trans­
mission, transportation, storage, treatment, and distribution facilities 
located in Passaic, Bergen, Sussex, and Hudson counties in New Jersey 

In January 1999, United Water issued $30 million of Senior Notes ($5 
million at6.07% due 2005, $10 million at 6.43% due 2009, $10 million at6.7% 
due 2019 and $5 mi llion at 704% due 2019) The proceeds were used to 
redeem all remaining shares of 7%% Series Bcumulative preferred stock. 
See Note 7 to the consolidated financial statements for further details. 

Six I Commitments and Contingencies 

Capital Expenditures 
The future capital expenditures of the Companys utility subsidiaries 
are projected to aggregate $262 million over the next five years, includ­
ing $57 million and $58 million in 1999 and 2000, respectively. United 
Properties currently projects spending $25.9 million over the next five 
years for capital expenditures on its existing real estate portfolio, includ­
ing $83 million and $6.9 million in 1999 and 2000, respectively 

Operating leases 
United Water's total consolidated rental expense was approximately 
$6.5 million in 1998, $6.2 million in 1997 and $5.1 million in 1996. The mini­
mum future lease payments under all non-cancelable operating leases, 
which consist primarily of buildings and automobiles, at December 31, 1998 
are as follows 

(THOUSANDS OF DOLLARS) 

1999 $ 4,828 
2000 3,576 
2001 2,106 
2002 1,137 
2003 480 
Tpereafter 1,840 

Total minimum future lease payments $13,967 

legal Matters 
United Water has been notified that it may be one of several defendants 
in a lawsuit involving cancer incidences in Dover Township, New Jersey. A 
compla int has not been filed; however, an agreement was signed on Jan­
uary 29,1998 with the potential plaintiffs that would toll the statute of lim­
itations for a time period of at least eighteen months. Management 
believes if a lawsuit is commenced, the Company will have meritorious 
defenses, and there will be a number of parties against whom it will have 
recourse. Therefore, the Company believes that the ultimate disposition of 
this matter will not have a material adverse effect on the financial posi­
tion or results of operations. 

The Company has various purchase commitments for materials, 
supplies and other services incidental to the ordinary conduct of business. 
In addition, the Company is routinely involved in lega l actions arisingl 
in the ordinary course of its utility operations. In the opinion of manage­
ment, none of these matters will have a material adverse impact on 
the Company 
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Seven I Preferred and Preference Stock ..•... ...... ...................................................... ...-...................... .................. ...... ....... .. 
The utility subsidiaries of the Company have issued and outstanding cumu­
lative preferred stock, generally with mandatory redemption provisions 
requiring annual sinking fund payments. These sinking fund requirements 
total $2,073,000 in each of the years 1999 and 2000 and $4,216,000 in 2001 
through 2003. The redemption of cumulative preferred stock was 
$2,073,000 in 1998 and $260,000 in each of the years 1997 and 1996. In 
addition, except as described in the next paragraph, optional sinking fund 
provisions can be exercised and redemptions made at specific prices for 
all preferred stock issues. Redemptions require payment of accrued and 
unpaid dividends up to the date fixed for redemption. 

As a result of the merger with GWC Corporation in 1994, United 
Water issued 3,341 ,078 shares ($46 million par value) of 5% Series Acumu­
lative convertible preference stock, valued at $43.3 million at the time of 
the merger and $30 million of 7%% Series Bcumulative preferred stock, 
valued at $31.1 million at the time of the merger. Lyonnaise American Hold­
ing, Inc (LAH) owned 977% of the Series A preference stock outstanding. 
The Series Bpreferred stock has a$1.5 million mandatory annual redemp­
tion commencing in 1998. Shares of the Series Bpreferred stock could not 
be redeemed by the Company prior to September 1, 1997. Each share of the 
Series A preference stock outstanding may be converted into .83333 
shares of United Water common stock at any time commencing April 22, 
1996. However, under the Governance Agreement between United Water 
and LAIl, LAH may convert no more than 10% of the Series A preference 
stock it owns during the year commencing April 22, 1996, and an additional 
10% cumulatively per year thereafter until April 22, 2003, at which time 
these conversion restrictions end. During 1998, 331.864 shares of the 
Series Apreference stock with avalue of $4.6 million were converted into 
276,543 shares of United Water common stock with avalue of $4.4 million. 
During 1997, 360,014 shares of the Series A preference stock with avalue 
of $5 million were converted into 299,958 shares of United Water common 
stock with avalue of $4.7 million. As a result. at December 31,1998, LAH 
owned approximately 29.5% of the issued and outstanding United Water 
common stock and approximately 98.1 % of the issued and outstanding 
United Water 5% cumulative convertible preference stock. United Water 
may not redeem any of the outstanding, unconverted Series A preference 
stock prior to maturity on April 22, 2004. 

On December 8, 1998, the Company called for redemption of the 
remaining 285,000 shares of its 7%%Series Bcumulative preferred stock. 
The redemption, which occurred on January 8, 1999, resulted in the pay­
ment of principal , accrued dividends and premium totaling $30 million, 
with $13 million relating to the premium paid on the early redemption. The 
preferred stock was redeemed with $30 mill ion of 6.07%-7.04% Senior 
Notes due 2005-2019. 

Eight I Incentive Stock Plans .... .. ....................... ........................... .... .......... ....... ... .. .... ... .. ............. ... ............. ... 
Under the Company's management incentive plan, the following options 
have been granted to key employees: 

WEIGHTED AVERAGE 
NUMBER OF EXERCISE PRICE 

OPTIONS PER OPTION 

Outstanding at December 31,1995 814,670 $14.508 
Granted 204,300 12.250 
Exercised (120,813) 12.965 
Cance'led or expired (10,340) 14.703 

Outstanding at December 31, 1996 887,817 $14.196 
Granted 370,840 15.580 
Exercised (439,605) 15.032 
Canceled or expired (20,062) 15.501 

Outstanding at December 31,1997 798,990 $14.345 

Granted 408,480 18.625 
Exercised (186,808) 15.182 
Canceled or expired (23,380) 18.626 

Outstanding at December 31, 1998 997,282 $15.841 

All options are currently exercisable and represent the only stock options 
outstanding at December 31.1998. Atotal of 2.026,175 common shares are 
reserved for issuance under the management incentive plan 

In May 1993, the shareholders approved the creation of dividend 
units to be issued in conjunction with stock options granted under the 
management incentive plan. One dividend unit may be attached to each 
unexercised option to purchase a share of United Water common stock, 
which entitles the option holder to accrue, as a credit against the option 
exercise price, the aggregate dividends actually paid on ashare of United 
Water common stock while the dividend unit is in effect. In May 1997, the 
shareholders amended the plan to provide that the dividend units be 
granted separately and detached from the stock options and accrue divi­
dends for a predetermined period of time, after which, they are distrib­
uted. United Water recorded compensation expense of $2.6 million in 
1998, $2.3 million in 1997 and $2.5 million in 1996 with respect to the man­
agement incentive plan. 

In October 1995, the Financial Accounting Standards Board (FASB) 
issued SFAS No. 123, "Accounting for Stock-Based Compensation," which 
establishes financial accounting and reporting standards for stock-based 
employee compensation plans. The statement defines afair value based 
method of accounting for employee stock options and similar equity 
instruments and encourages the use of that method of accounting for all 
employee stock compensation plans. However, SFAS No. 123 also permits 
the measurement of compensation costs using the intrinsic value based 
method of accounting prescribed by Accounting Principles Board (APB) 
Opinion No.25, "Accounting for Stock Issued to Employees." The Company 
has elected to account for its employee stock compensation plans under 
the guidance prescribed by APB Opinion No.25 and has made the required 
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pro forma disclosures of net income and earnings per share as if the fair 
value based method of accounting defined in SFAS No. 123 had been 
applied as indicated below: 

(THOUSANDS OF DOLLARS 
EXCEPT PER SHARE DATA) 19~8 1997 1996 

Netincome: 
As reported $43.929 $29,331 $34,010 
Pro forma 44.140 29,273 34,079 

Earnings per common share: 
As reported $ 1.19 $ .83 $ 1.01 
Pro forma 1.19 .83 1.01 

Earnings per common share-
assuming dilution: 
As reported S 1.17 $ .83 $ 1.00 
Pro forma 1.17 .83 1.01 

The fair value for these options was estimated at the date of grant using 
the Black-Scholes option'pricing model with the following weighted aver­
age assumptions for the years ended December 31. 1998, 1997 and 1996, 
respectively: expected volatility of 21.1%,20.3% and 21.5%; risk-free inter­
est rates of 5.5%, 6.4% and 5.5%; expected life of 6 years and dividend 
yields of 5.0% in 1998, 5.9% in 1997 and 0.0% in 1996. The weighted aver­
age fair value of each option granted during the years ended December 31, 
1998, 1997 and 1996 was $2.99, $2.30 and $4.30, respectively. The Black­
Scholes option-pricing model requires the input of highly subjective 
assumptions including the expected stock price volatility. Changes in the 
subjective input assumptions can materially affect the fair value estimate. 
In management's opinion, the existing models do not necessarily provide a 
reliable single measure of the fair value of its employee stock options. 

In May 1988, the shareholders approved arestricted stock plan for 
certain key employees. United Water issued 1,250 shares in 1996 in con· 
nection with the restricted stock plan.Such shares are earned by the recip­
ients over a five-year period. United Water recorded compensation 
expense of $69,000 in 1996 with respect to this restricted stock plan. 

Nine I Shareholder Rights Plan 

In July 1989, the board of directors of United Water approved a Share· 
holder Rights Plan designed to protect shareholders against unfair and 
unequal treatment in the event of a proposed takeover. It also guards 
against partial tender offers and other hostile tactics to gain control of 
United Water without paying all shareholders a fair price. Under the plan, 
each share of United Water's common stock also represents one Series A 
Participating Preferred Stock Purchase Right (Rightl until the Rights 
become exercisable. The Rights attach to all of United Water's common 
stock outstanding as of August 1,1989, or subsequently issued, and expire 
on August 1, 1999. 

The Rights would be exercisable only if a person or group acquired 
20% or more of United Water's common stock or announced atender offer 
that would lead to ownership by a person or group·of 20% or more of the 
common stock. 
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'In certain cases where an acquirer purchased more than 20% of 
United Water's common stock, the Rights would allow shareholders lother 
than the acquirer) to purchase shares of United Water's common stock at 
50% of market price, diminishing the value of the acquirers shares and 
diluting the acquirer's equity position in LJnited Water. If United Water were 
acquired in amerger or other business combination transaction, under cer­
tain circumstances the Rights could be used to purchase shares in the 
acquirer at 50% of the market price. Subject to certain conditions, if aper­
son or group acquired 20% or more of United Water's common stock, 
United Water's board of directors may exchange each Right held by share­
holders (other than the acquirer) for one share of common stock or 1/100 
of a share of Series A Participating Preferred Stock. If an acquirer suc­
cessfully purchased 80% of United Water's common stock after tendering 
for all of the stock, the Rights would not operate. If holders of a majority 
of the shares of United Water's common stock approved aproposed acqui­
sition under specified circumstances, the Rights would be redeemed at 
one cent each. They could also be redeemed by United Water's board of 
directors for one cent each at any time prior to the acquisition of 20% of 
the common stock by an acquirer. 

On September 15,1993, United Waters Shareholder Rights Plan was 
amended in connection with United Water's execution of amerger agree­
ment with GWC Corporation. The amendment generally excepts the 
majority stockholder of United Water (Suez Lyonnaise des Eaux) and its 
affiliates and associates from triggering the Rights through the execution 
of the merger agreement. the performance of the transactions contem­
plated therein or otherwise. 

Ten I Employee Benefits 

In February 1998, the FASB issued SFAS No. 132, "Employers' Disclosures 
about Pensions and Other Postretirement Benefits". This statement 
addresses disclosure only. It does not address measurement or recogni­
tion. United Water adopted SFAS No. 132 in 1998. 

Defined Benefit Pension Plans; Most of United Water's employees are 
covered by trusteed, non-contributory, defined benefit pension plans. Ben­
efits under these plans are based upon years of service and the employee's 
compensation during the last five years of employment. United Water's 
policy is to fund amounts accrued for pension expense to the extent 
deductible for federal income tax purposes. It is expected that no funding 
will be made for 1998. 

Postretirement Benefit Plans Other Than Pensions: The Company 
sponsors a defined benefit postretirement plan that covers hospitaliza­
tion, major medical benefits and life insurance benefits for retired salaried 
and non-salaried employees. The Company is funding a portion of its 
postretirement health care benefits through contributions to Voluntary 
Employees' Beneficiary Association IVEBA) Trusts. 
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The following sets forth the qua lified plans' funded status and reconciles that funded status to the amounts recognized in the Company's 

ba lance sheet as of Dece mber 31: 

Pension Other Benefits 

ITHOUSANOS OF DOLLA RS) 1998 1997 (THOUSA NDS OF DOLLARS) 1998 1997 

Change in benefit obligation 

Benefit obligation at beginning of year 

Service cost 
Interest cost 
Actuarial loss 
Benefits paid 

Benefit obligation at end of year 

Change in plan assets 

Fair value of plan assets at beginning 

of yea r 
Actual return on plan assets 

Benefits paid 

Fair value of plan assets at end of year· 

5138,092 $124,342 
4,367 3,553 
9,971 9,439 
5,119 7,492 

(6.970) (6,734) 

150,579 

200,853 
33.118 
(6.970) : 

138,092 

174,560 

33,027 
(6,734) 

227.001 200.853 

Change in benefit obl igation 

Benefit obligation at beginning of year 
Service cost 
Interest cost 
Actuarial loss 
Benefits paid 
Benefit obligation at end of year 

Change in plan assets 

Fair value of plan assets at peginning 

of year 
Actual return on plan assets 
Employer contribution 

Benefits paid 

Fair value of plan assets at end of year 

S 51.900 
2,953 
3.954 
2.620 
(1,044) 

60.383 

21,704 
4,207 

2.223 
(1,044) 

27.090 ~ 

$ 42.903 
2,091 
3,299 
5,312 

(1.705) 
51,900 

16,695 
3,562 
3,152 

(1,705) 

21,704 

Funded status 
Unrecognized transition obligation 

Unrecognized actuarial gain 
Unrecognized prior service cost 

Prepaid benafit cost 

76.422 62,76 1 
(3,569) (4,196) 

(45.483) (39,154) 

1.867 2,015 

29.237 1$ 21,426 

Funded status 

Unrecognized transition obligation 

Unrecognized actuarial gain 

Accrued benefit cost 

(33.293) (30,196) 

20,470 21 ,911 

(7,419) (7,818) 

5(20,242) : $(16,1 03) 

• Primarily stocks and bonds, including $1 3.7 million and $112 million, respe ctively, in 
commonstock of United Water. 

The components of net periodic pension income for the Company's quali- Net periodic postretirement benefit cost co mponents were as follows: 

fi ed and supplemental plans were as follows: 

(T HOUSANDS OF DOLLARS) 1~9B 1997 1996 [THOUSANDS OF DOLLARS) 1998 1997 1996 

Service cost $ 4,600 $ 3,726 $ 3,945 Service cost $ 2,953 $ 2,091 $ 2,404 

Interest cost 10,438 9,842 9,379 Interest cost 3,954 3,299 3,095 

Expected return on plan assets (19,748) (16,275) (14,950) Expected return on plan assets (1,896) (1,396) (1,098) 

Amortization of transition obligation (583) (583) (543) Amortization of transition obligation 1,441 1,441 1,441 

Amortization of ga in (1,9411 (1,549) (967) Amortization of gail'l (90) (462) ('14) 
Amortization of prior service cost 226 268 400 Net periodic benefit cost $ 6,362 $ 4,973 $ 5,728 

Net periodic pension income s (7,008) ~ $ (4,571) $ (2)36) 

Assumptiolls as of December 31: Assumptions as of December 31: 

19Ba 1997 19 96 1998 1997 1996 

Assumed discount rate 7.125% 7.375% 7.75% Assumed discount rate 7.375% 7.625% 8.0% 

Expected return on assets 10.0% 9.5% 9.5% Expected return on assets 9.5% 9.5% 9.5% 

Range of compensation increase 3.15-4.5% 3.75-4.5% 3.75-4.5% 
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The associated health care cost trend rate used in measuring the postre­
ti rement benefit obligation at December 31, 1998 was 71 %, gradually 
declining to 5.5% in 2002 and thereafter. Changing the assumed health 
care cost trend rate by one percentage point in each year results in 
changes in service cost and interest, and plan obligation as fo llows 

i·PERCENTAGE i·PERCENTAGE 
liN MILLIONS) POINT INCREASE POINT DECREASE 

Effect on total service and interest 
cost components $1.5 $(1.1) 

Effect on postretirement 
benefit obligation 9.6 (7.7) 

Postretirement health care costs in excess of those currently included in 
rates have been deferred in those jurisdictions where their recovery is 
deemed probable At December 31, 1998 and 1997, United Water had reg­
ulatory assets relating to deferred employee benefits of $20.9 million and 
$22.9 million, respectively, for recovery in future rates. 

Supplemental Benefit Plans:Certain categories of employees are cov­
ered by non-funded supplemental plans The projected benefit obligations 
of these plans at December 31, 1998 and 1997 totaled $6.5 million and 
$6.2 million, respectively. At December 31, 1998 and 1997, the unfunded 
accumulated benefit obligations of $6 million and $59 million, respec­
tively, have been recorded in other deferred credits and liabilities and 
intangible pension assets of $372,000 and $678,000, respectively, are 
included in deferred charges and other assets. 

United Water maintains defined contribution savings plans which 
permit employees to make voluntary contributions with Company match­
ing as defined by the plan agreements. United Water made contributions 
of $1)64,000, $1,155,000 and $1,167,000 in 1998, 1997 and 1996, respectively, 
to defined contribution savings plans. 
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Eleven I Rate Matters 

The following rate decisions were rendered to United Waters regulated 
utilities during 1998: 

EFFECTIVE ALLOWED ANNUAL " " 
(THOUSANDS OF DOLLARS) DATE ROE INCREASE INCREASE 

Pennsylvania 2/03/98 11.00 $2,140 11.0 
Pennsylvania-OS IC" 4/01/98 32 0.2 
Delaware (1998 case) 5/11/98 N/A 2,385'<>' 14.4 
Pennsylvania-STAS.... 6/01/98 (23)'bl 0.1 
Pennsylvania-OS IC" 7/01/98 41 0.2 
Idaho 7/06/98 10.75 1,916 8.7 
Indiana (4 rate cases) 7/08/98 10.50 1,041 18.3 
New York 

(S loatsburg/Pothat) 7/18/98 29 8.8 
New Rochelle 

(Purchased Water) 8/24/98 453'" 2.6 
Pennsylvania-DSIC* 10/01/98 30 0.2 
New Rochelle 

(Revenue Rec.) 11/01/98 81 'd! 0.5 
New Rochelle (3rd Stage) 11/19/98 491 '" 2.8 
Owego 1/01/99 moo 21 2 .. 3 
Pennsylvania-OS IC" 1/01/99 54 0.3 

Totals $8,691 

* Distribution System Improvement Charge 
H State Tax Adjustment Surcharge 

,,' Interim increase, granted subjectto refund. Decision pending. 

O. Red(lction on the Capita'i Stock and Franchise Tax. 

,,' Pass-through for purchased water expense increase. 

I~ One-third of a three-year recovery. 

", Third-stage increase of a three-year settlement. 


At December 31, 1998, the most significant rate cases pending were filed 
by United Water Florida and United Water Delaware. The increases were 
requested primarily to fund capital investments and meet higher operation 
and maintenance costs. In May 1998,United Water Florida applied for rate 
relief in the amount of $2.2 million, or 24.3%, in water revenues and 
$3.1 million, or 187%, in wastewater revenues. 

In March 1998,United Water Delaware applied for rate relief in the 
amount of $4.1 million,or 248%, in water revenues.On May11, 1998,United 
Water Delaware placed $2.4 million in increased revenues in effect, sub­
ject to refund. Management believes that any potential refunds will not 
have amaterial effect on earnings. 

On October 26, 1996, United Water Delaware placed $2.3 million in 
increased revenues in effect, subject to refund. On July 15, 1997, the 
Delaware Public Utility Commission granted the Company a permanent 
rate increase of $16 million. On July 16,1997, the Company filed an appeal 
and application for a stay of the Commission's Order. On July 29,1997, the 
Delaware Superior Court granted astay of the Commission decision pend­
ing the appeal. On March 31, 1998, the Superior Court decided in favor of 
the Commission. The Company appealed this decision to the Supreme 
Court of Delaware and on February 11, 1999, the Supreme Court reversed 
the Commission's decision which denied the $.7 million annual revenue 
increase, subject to refund and remanded the matter to the Commission. 
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The Company expects that the Commission wil l enter an Order on remand 
which will eliminate the prospect of refunding any part of the $2.3 million. 

The Company hasrequested and received recovery of its regulatory 
assets for postretirement benefits other than pension as well as the 
recognition of the current expense for these benefits for the majority of its 
regulated subsidiaries. The regulato ry assets are expected to be recovered 
over an average period of 15 years . At December 31, 1998, three regul'ated 
subsidiaries were awaiting decisions from the applicable commissions. 
Management believes it will receive favorable decisions on the pending 
cases prior to the end of 1999. 

Generally, the rate awards the Company's operating utilities actu­
ally receive are less than the amounts requested, primarily due to differ­
ing positions of the parties involved and/or l'Jpdated information provided 
during the proceedings. 

Twelve I Income Taxes 

Deferred Income Tax Assets and Liabilities: Deferred ta x liabilities 
(assets) and deferred investment tax credits consisted of the following at 
December 31: 

(THOU SANO S OF DOLLAR S) 1998 1997 

Basis differences of property, plant 
and equipment $140,094 $130,8911 

Real estate transactions and 
capitalized costs 15.726 15,586 

Prepaid employee benefits 10,941 8,550 

Other liabilities 24,151 23,052 

Gross deferred tax liabilities 190,912 178,079 

Altern ative minimum tax credit 
carryfo rwa rds (12,754) (11,223) 

Other assets (4,763) (5,862) 

Gross deferred tax assets (17,517) (17,085) 

Deferred investment tax credits 21,973 22,496 

Total deferred income taxes and 
investment tal( credits $195,368 $183,490 

Income Tax Provision: A reconciliation of income tax expense at the 
statutory federal income tax rate to the actual income tax expense for 
1998, 1997 and 1996 is as follows: 

Income tax expense for 1998,1997 and 1996 consisted of the following 

(THOUSANO S OF OOLLAR S) 199B 1997 1996 .................................... .. ...................................................... ................ ......... ...... 

Current: 

Federal $ 7,146 $10,668 $ 5,919 
State 1,349 969 1,310 
Total cu rrent S 8,495 $11,637 $ 7,229 

Deferred (prepaid): 
Accelerated depreciation S 8,305 $ 7,437 $ 7,612 
Contributions and advances 

for construction 401 200 (1,855) 
Prepaid employee benefits 2,391 1,400 1,931 
UWNJ debt refinancing 3,053 
Real estate transactions and 

capitalized costs 111 (181 ) 64 
Alternative minimum tax t1.531 I (1,507) (741) 
Investmenttax credits {5231 (510) (499) 
State income taxes, net of 

federal benefit 192 316 972 
Transfer of New Mexico operations 5,365 
Other 1.603 1.187 380 

Total deferred S10,955 $ 8,942 $16,282 

Total provision for income taxes 519,450 $20,579 $23,511 

The Company considers the undistributed earnings of United Water UK to 
be permanently reinvested and has not provided deferred taxes on these 
earnings. At December 31, 1998 and 1997, cumulative undistributed earn­
ings were $18.8 million and $5.4 million, respectively. These undistributed 
earnings could become subject to additional tax if remitted, or deemed 
remitted, as a dividend. Management believes it is not practicable to 
determine the amount of the unrecognized deferred tax liability. 

Thirteen I Fair Value of Financial 'Instruments 

The carrying ammmts at December 31, 1998 and 1997, of those current 
assets and liabilities that are considered financial instruments approxi­
mates their fair values at those dates because of the short maturity of 
those instruments. Such current assets and liabilities include cash and 
cash equivalents, restricted cash, accounts receivable and unbilled rev­
enues, notes payable, accounts payable and other current liabilities, and 
accrued interest and dividends. Real estate and other investments consist 
primarily of real estate and equity investments in affiliates and are not 
financial instruments. The Company understands that there are no quoted 
market prices forthe Company's preferred stock, preference stock or long­
term debt. The fair values of the Company's long-term debt and preferred 
and preference stock have been determined by discounting their future 
cash flows using approximate current market interest rates for securities 
of a similar nature and duration. 

(THOUSANDS OF OOLLARS) 

Statutory tax rate 
Federal taxes at statutory rates on 

pretax income before preferred 
stock dividends of subsidiaries 

Utility plant acquisition adjustment 
State income taxes, net of 

federal benefit 
Deferred investment tax credits 
Equity in foreign investments 
Other 
Provision for income taxes 
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1998 1997 1996 

35% 35% 35% 

S24,389 
733 

$19.179 
641 

$22,544 
1.725 

985 
(5231 

(5,9851 
(149) 

519,450 

835 
(510) 

(1,135) 
969 

$20,579 

1,823 
(499) 

(2,476) 
394 

$23,51 1 
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The estimated fair values of United Waters financial instruments 
at December 31 were as follows: 

CARRYING FAIR 
(THOUSANDS OF OOLLARS) AMOUNT VALUE 

1998 
Long-term debt $652,969 $715,993 
Preferred and preference stock with 

mandatory redemption 80,282 81,601 

1997 
Long-term debt $622,737 $673,321 
Preferred and preference stock with 

mandatory redemption 86,579 96,425 

The Company's customer advances for construction have acarrying value 
of $30.6 million and $274 million at December 31, 1998 and 1997, respec­
tively. Their relative fair values cannot be accurately estimated since future 
refund payments depend on several variables, including new customer 
connections, customer consumption levels and future rate increases. The 
Company holds an interest rate cap to limit its exposure to a maximum 
interest rate of 7% on the United Water New Jersey Variable Rate Demand 
Water Facilities Refunding Bonds aggregating $130 million. In addition, 
United Water entered into an interest rate swap agreement on the $30 mil­
lion long-term note agreement with Credit Lyonnais which fixed the inter­
est rate at 5.24% for 1999 and 5.34% for the years 2000 through 2003. The 
fair values and carrying amounts of these financial instruments were not 
material at December 31, 1998. 

Fourteen I Discontinued Operations 

In December 1996, the Company announced its intention to dispose of its 
environmental testing business, closing its Laboratory Resources' opera­
tion in Teterboro, New Jersey. Subsequently, in January 1997, it sold its lab­
oratory facility in Brooklyn, Connecticut. The subsidiary had been 
operating in a very competitive environment over a prolonged period of 
time and had not contributed to the Company's earnings, with a net loss 
of $15 million in 1996. The Company recorded an estimated provision of 
$1.1 million, net of income taxes, for severance, future lease obligations 
and other related costs, included in the loss on disposal of discontinued 
business in the accompanying statement of consolidated income. The 
operating results of Laboratory Resources prior to the date of discontinu­
ance are shown separately in the accompanying statement of consolidated 
income and all of the financial statements of prior periods have been 
restated to reflect the discontinuance of Laboratory Resources' operations. 

Fifteen I Earnings Per Share 

In February 1997, the FASB issued SFAS No. 128, "Earnings per Share" (EPS), 
which specifies the computation, presentation and disclosure require­
ments for earnings per share for entities with publicly held common stock 
or potential common stock. The statement defines two earnings per share 
calculations, basic and diluted. The following table is areconciliation ofthe 
numerator and denominator under each method: 

FOR THE YEAR ENDED DECEMBER 31 . 1998 
(THOUSANDS EXCEPT PER SHARE 
PER SHARE OATA) INCOME SHARES AMOUNT 

Basic EPS: 
Net income applicable to common 

stock from continuing operations $43,929 37,028 S1.19 
Net income applicable to 

common stock $43,929 37.028 S119 
Assuming dilution: 
Net income applicable to common 

stock from continuing operations $43,929 37,028 
Stock options 165 
Convertible preference stock 1.B29 1,999 

Net income applicable to 
common stock $45,758 39,192 S1.17 

FOR THE YEAR ENDED DeCEMBER 31, 1997 
(THOUSANDS EXCEPT PER SHARE 
PER SHARE DATA) INCOME SHARES AMOUNT 

Basic EPS: 
Net income applicable to common 

stock from continuing operations $29,331 35,492 $.83 
Net income applicable to 

common stock $29,331 35,492 $.83 
Assuming dilution: 
Net income applicable to common 

stock from continuing operations $29,331 35,492 
Stock options 156 
Convertible preference stock 2,076 2,190 

Net income applicable to 
common stock $31,407 37,838 $.83 
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FOR THE YEAR ENOED OECEMBER 31,1996 
(THOUSANDS EXCEPT PER SHARE 
PER SHARE OATA) INC OME SHARES AMOUNT 

Basic EPS: 
Net income applicable to common 

stock from continuing operations $38,407 33)07 $\.14 
Loss from discontinued operations (4,397) 33,707 (. 13) 
Net income applicable to 

common stock $34,010 33)07 $1.01 
Assuming dilution: 
Net income applicable tel common 

stock from continuing operations $38,407 33)07 
Stock options 21 
Convertible preference stock 2,342 2,490­

$40)49 36,218 $1.12 
Loss from discontinued operations (4,397) 36,218 (.12) 
Net income applicable to 

common stock $36,352 36,218 $1 .00 

Sixteen I Segment Information 

In June 1997. the FASB issued SFAS No. 131, "Disclosure about Segments of 
an Enterprise and Related Information," which requires that business 
segment financial information be reported in the financial statements uti­
lizing the management approach. Those segments include utility invest­
ments, real estate and non-regulated business. 

UTI LITY 
ITHOUSANDS OF DOLLARS ) INVE STMENTS 

1998 
Operating revenues $ 325,475 
Depreciation and amortization 35,594 
Interest expense 39.361 
Equity earnings of affiliates 17,103 
Provision for income taxes 23,288 
Capital expenditures 100.034 
Identifiable assets 1,626.876 

United Water's utility investments include United Water New Jer­
sey, United Water New York, and the utility subsidiaries of UnitedWater­
works and United Water Mid-Atlantic. These regulated utilities provide 
water and wastewater services to the public at large in areas where they 
possess franchises or other rights to provide such services. The util ity sub­
sidiaries are subject to rate regulation, generally by the regulatory author­
ities in the states in which they operate. In addition, the Company holds a 
50 % investment in the Northumbrian Partnership, which acquired a 20% 
interest in Northumbrian Water Group, amajor investor-owned water and 
wastewater company in the United Kingdom. 

United Properties Group is a non-regulated business engaged in 
real estate investment and development activities, including commercial 
office and retail properties, residential and commercial land development 
and sales, gol f course operations and consulting services. United Proper­
ties Group owns a portfolio of real estate located in New Jersey, New 
York, Delaware, Idaho and Florida. 

The Company's non-regulated sector consists primarily of a 50% 
investment in United Water Services, a 50/50 joint venture with 
Suez Lyonnaisedes Eaux, which provides contract operations and mainte­
nance services for water and wastewater facil ities. In addition, 
United Water entered into public-private partnerships with the cities 
of Jersey City and Hoboken, New Jersey. Under these arrangements, 
the municipalities retain ownership of their systems while the Company 
operates and mainta ins them. Parent and elimination companies are 
also included in this segment. 

PARE NT, NO eJ- REGULATED 
REAL WATER SERV ICES AND 

ESTATE ELIMINATIONS CO NS OLIDATEO 

$16,196 $ 14.539 $ 356,210 
1,593 2,763 39,950 
1,742 4.814 45.917 

(5.652) 11,451 
1.985 (5.823) 19,450 
5,038 952 106.024 

91.739 50,507 1,769.122 
1997 
Operating revenues 
Depreciation and amortization 
I nterest expense 
Equity earnings of affiliates 
Provision for income taxes 
Capital expenditures 
Identifiable assets 

$ 313,346 
31,519 
38,936 
3,304 

21 ,546 
83,342 

1,512,966 

$20,075 
1,419 
1,750 

2,439 
2,431 

88,388 

$ 17,988 
1,756 
4,686 

(2,991 ) 
(3,406) 
1,004 

56,988 

$ 351,409 
34,694 
45,372 

313 
20,579 
86,777 

1,658,342 

Operating revenues 
Depreciation and amortization 
Interest expense 
Equity earnings of affiliates 
Provision for in come taxes 
Capital expenditures 
Identifiable assets 

$ 299,283 
28, 157 
39,1 61 
5,991 

26,924 
75)26 

1,461,302 

$1 3,769 
1,296 
1)50 

1,066 
2.831 

90,212 

$ 18,993 
1,399 
4,040 

(1,374) 
(2, 11 2) 
2,914 

30,583 

$ 332,045 
30,852 
44,951 

4,617 
25,878 
81 ,471 

1,582,097 
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auARTER 
ITHOUSAND S OF DOLLARS EXCEPT PER SHA RE DATAl FIRST SECOND TH IRD FOURTH 

1998 
Operating revenues 
Operating income 
Net income applicable to commoll stock 
Net income per common share 
Net income per common share - diluted 
1997 
Operating revenues 
Operatingl income 
Net income applicable to common stock 
Net income per common share 
Net income per common share - diluted 

1996 
Operating revenues 
Operating income 
Net income applicable to common stock 
Net income per common share 
Net income per common share - diluted 

$75,442 $86,219 $108,748 $85,801 
13,720 22,271 39,482 22,127 
3.134 11,042 19,500 10,253 

$ .09 $ .30 S .52 $ .2.7 
S .09 $ .30 $ .51 $ .27 

$80,006 $87.161 $99,690 $83.952 
14.644 24.991 34.169 21.840 
4,102 11,244 6,464 7.521 

$ .12 $ .32 $ .18 $ .21 
$ .12 $ .31 $ .18 $ .21 

$69.159 $82,581 $97,871 $81,834 
14,092 24,415 33.920 23,272 
4.881 7,363 15.521 6,245 

$ .15 $ .22 $ .46 $ .18 
$ .15 $ .22 $ .44 $ .18 

As disclosed in Note 2 to the consolidated financial statements, the Company recorded a net $10.3 million charge resulting from the "windfall profits" tax in the 

United Kingdom during the third quarter of 1997. 

As disclosed in Note 3to the consolidated financial statements, the Company settled the condemnation proceeding with the city of Rio Rancho. As a result, an 

after-tax gain of $4.3 million is included in the Company's 1996 first quarter earnings. 


Report of Management 

The consolidated financial statements included in this annual report have 
been prepared by and are the responsibility of management. The state­
ments were prepared in conformity with generally accepted accounting 
principles considered appropriate in the circumstances and include 
amounts based on necessary judgments and estimates which manage­
ment considers to be reasonable and appropriate. The financial state­
ments of the company have been audited by its independent accountants, 
PricewaterhouseCoopers LLP. This audit. in the opinion of Pricewater­
houseCoopers LLP, has been made in accordance with generally accepted 
auditing standards and their report on the fairness of the financial state­
ments is included herein. 

The company maintains a system of internal accounting controls 
designed to produce reliable financial statements and to provide reason­
able assurance that the assets of the company are safeguarded from loss 
and unauthorized use. This system includes aprogram of internal audits to 
assure management that proper procedures and methods of operation are 
used to implement the plans, policies and directives of management. 

The board of directors, through its audit committee, consisting of 
outside directors of the company, is responsible for reviewing the com­
pany's financial reporting and accounting practices.This committee meets 
periodically with management, internal auditors and the independent 
accountants to review their respective activities and the discharge of their 
responsibilities 

~Y~ 
John J Turner 
Treasurer 
February 25, 1999 
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Report of Independent Accountants 

To The Board of Directors and Shareholders of United Water Resources 

In our opinion, the accompanying consolidated balance sheet and state­
ment of consolidated capitalization and the related statements of consol­
idated income, common equity and cash flows present fairly, in all material 
respects, the financial position of United Water Resources and its sub­
sidiaries at December 31,1998and 1997, and the results of their operations 
and their cash flows for each of the three yea rs in the period ended 
December 31. 1998, in conformity with generally accepted accounting 
principles. The se financial statements are the responsibility of United 
Water Resources' management; our responsibility is to express an opin­
ion on these financial statements based on our audits. We conducted our 
audits of these statements in accordance with generally accepted audit­
ing standards which require that we plan and perform the audit to obtain 
reasonable assurance about whether the financial statements are free of 
material misstatement. An audit includes examining, on a test basis, evi­
dence supporting the amounts and disclosures in the financial state­
ments, assessing the accounting principles used and significant estimates 
made by management. and evaluating the overall financial statement pre­
sentation. We believe that our audits provide a reasonable basis for the 
opinion expressed above. 

~~_ ,"« CC>i~ LC? 
PricewaterhouseCoopers LLP 
New York, New York 

February 25, 1999 
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Record of Progress 1993-1998 (unaudited) 

ITHD US AND S EXCEPT STATISTICAL AND PER SHARE DATA) 

AS OF AND FOR THE YEAR S ENDED DE CEMBER 31, 1998 1997 1996 1995 1994 1993 
.. ... ............... -........................ ............................... .. ... .... .. .. .. ....................... ......... ............. ........ ... .................................................. .. .. ....... .... ... ......................... ........... . 


Selected Operating and financial Data 
Operating revenues $ 356.210 $ 351,409 $ 332,045 $ 319,536 $ 284,767 $1 91 ,703 
Operating expenses 258,610 255,765 236,346 237,353 200,920 135,203 

Operating income 97.600 95,644 95,699 82,183 83,847 56,500 
Total interest and other expenses 30.163 41,389 26,801 41,984 31,419 22,488 

Income from continuing operations 
before income taxes 67.437 54,255 68,898 40,199 52,428 34,012 

Provision for income taxes 19,450 20,579 25,878 15,439 20,817 13,089 
Incomefrom continuing operations 47.987 33,676 43.020 24,760 31,611 20,923 
Preferred and preference dividends 4.058 4,345 4,61 3 4,795 3,454 
Net income appl icable to common stock 

from continuing operations S 43.929 $ 29,331 $ 38.407 $ 19,965 $ 28,157 $ 20,923 

Loss from discontinued operations (4,397) (2,622) (270) (945) 
Net income applicable to common stock $ 43,929 $ 29,331 $ 34,010 $ 17.343 $ 27,887 $ 19,978 
Effective income tax rate 27.9% 36.4% 36.5% 36.8% 38.0% 36.0% 

Utility plant 
Accumulated depreciation 

$1,540.564 
328,224 

$1,,439,854 
296,820 

$1,349,194 
267,639 

$1,334,807 
253,529 

$1,272,446 
235,962 

$606,102 
103,557 

Net utility plant 1.212,340 1,143.034 1,081,555 1.081,278 1,036,484 502,545 

Real estate and other properties 198,228 178,684 165,773 98,082 107,315 96,312 

Total assets $1.769.122 $1,658,342 $1,582,097 $1,516,708 $1,457,427 $740,526 

Capitalization 
Common equity $ 456.029 $ 418,601 $ 391,490 $ 358,302 $ 350,495 $202,110 
Preferred and preference stock 89.282 95,579 102,261 107,091 107,173 32,840 
Long-term debt 652,969 622,737 558,093 558,658 505,204 276,753 
Total capitalization $1.198.280 $1,136,917 $1,051,844 $1,024,051 $ 962,872 $511,703 

Notes payable $ 93.400 $ 74,925 $ 93,225 $ 43,500 $ 76,450 $ 15,500 

Capitalization ratjos 
Common eq uity 38.1% 36.8% 37.2% 35.0% 36.4% 39.5% 
Preferred and preference stock 7.4% 8.4% 9.7% 10.4% 11 .1% 6.4% 
Long-term debt 54.5.% 54,8% 53.1% 54.6% 52.5% 54.1% 

Average cost of long-term debt 7.2% 7.4% 7.8% 7.5% 7.7% 7.7% 

Coverages (SEC method) 
Utility coverages 

Ea rnings to fixed charges 2.94 2.7 0 2.85 2.48 2.62 2.50 
Earnings to fixed charges 

and preferred stock dividends 2.42 2.15 2.28 1.96 2.09 2.23 
United Water coverage 

Earnings to fixed charges 2.07 1.79 1.92 1.43 1.84 2.01 
Utility plant additions* $ 99.722 $ 83,321 $ 74,569 $ 70,227 $ 57,592 $ 15,986 
Utility plant additions as 

percent oftotal capitalization* 8.3% 7.3% 7.1% 6.9% 6.0% 3.1% 
Internally generated cash after dividends 

as percent of utility plant additions* 51.4% 51.4% 56.5% 39.3% 49.5% 130. 1% 
AFUDC as percent of utility net income 10.8% 9.1% 8.0% 5.5% 3.8% 3.4% 
' Utility plant additions are net of AFUDC. 
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1998 1997 1996 1995 1994 1993 ................. ... ... ... ............. ....... .... .... .... ........ .. ....... .. ... ........ ... ..... ... ...................................................... ... ......... ......... ....................................................... .. .. .... ............... 

Common Stock Data 
Net income per share $ 1.19 $ .83 $ 1.01 $ .54 $ 1.01 $ 1.03 
Net income per share-assuming 

dilution $ 1.17 $ .83 $ 1.00 $ .54 $ 1.01 $ 1.03 
Dividends paid per share .93 .92 .92 .92 .92 .92 
Dividend rate at year end .96 .92 .92 .92 .92 .92 
Equity per common share 12.05 11.53 11.33 10.90 11 .20 10.00 

Marketvalue 
High 25.000 19.813 17 .500 14.125 14.750 15.875 
Low 15.750 15.000 12.000 11.750 12.250 14.000 
Close 23.938 19.563 15.500 12.000 12.625 14.000 

Marketto book ratio 199% 170% 137% 110% 113% 140% 
Dividend yield 

Market value (average) 4.6% 5.3% 6.2% 7.1% 6.8% 6.2% 
Book value 7.7% 8.0% 8.1% 8.4% 8.2% 9.2% 

Dividend payout ratio 18.2% 110.8% 91 .1% 170.4% 91.1% 89.5% 
Price/earnings ratio 
Internally generated dividend coverage 

20.1 
2.5 

23.6 
2.3 

15.3 
2.4 

22.2 
1.9 

12.5 
2.2 

13.6 
2.2 

Return on average common equity 
Sha reholders of record 

10.2% 
18,035 

7.3% 
18,399 

9.3% 
18,651 

4.9% 
18,980 

9.4% 
19,602 

10.5% 
18,729 

Shares outstanding (thousands) 
Average 
Year end 

37,.028 
37,836 

35,492 
36,295 

33,728 
34,549 

31,995 
32,880 

27,524 
31,281 

19,428 
20,216 

Selected Utility Data 
Water customers 

Residential 541,813 533,645 527,765 489,025 496,400 210,464 
Commercial 54,846 53,327 52,783 52,132 51,981 23,962 
Industrial 8,152 8,392 8,237 6,558 3,340 1,563 

Total water customers 604,811 595,364 588,785 547,715 551)21 235,989 

Wastewater customers 28,072 27,039 26,347 22,220 34,660 1,315 

Utility revenues 
Residential $205,754 $192,690 $179,077 $180,844 $160,318 $ 99,862 
Commercial 86,994 80,992 80,672 76,769 66,761 38,395 
Industrial 23,388 22,674 22,033 22,030 17,510 6,253 
Public fire protection 13.284 12,839 12,360 11,859 10,733 8,007 

Total utility revenues $329,420 $309,195 $294,142 $291,502 $255,322 $152,517 

Metered water sales (millions of gallons) 
Residential 54,380 49,797 49,212 52,439 49,141 27,818 
Commercial 25,481 23,032 22,933 25,138 22,206 10,517 
Industrial 11,309 10,534 10,703 11,899 7,597 1,957 

Total metered water sales 91,176 83,363 82,848 89,476 78,944 40,292 
Miles of water mains 7,522 7,339 7,314 7,174 7,472 2,981 
Utility employees 1.154 1,140 1,119 1,140 1,282 567 
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Common Stock Data 	 Shareholder Information 
STOCK PRICE 

IDOLLAR S) CORPORATE HEADQUARTERS 
QUARTER HIGH LOW DIVIDEND 	 United Water Resources 
........................................ ... - ................................. _..... .... ...... ........ .... .............. 


200 Old Hook Road 
1998 Harrington Park, NJ 07640-1799 
Fourth $25.000 $16.500 $.24 Telephone 201 784 9434 
Third 19.250 16.375 .23 
Second 18.438 15.150 .23 WEBSITE 

www.unitedwater.com First 	 19.875 17.500 .23 
1997 INVESTOR RELATIONS MANAGER 
Fourth $19.750 $16.000 $.23 Cheryl L. DeMallie 

Telephone 201 7672811Third 	 19813 17.000 .23 
Email: demallc@unitedwater.com 

Second 	 19.375 16.375 .23 

First 18.500 15.000 .23 	 FORM lO·K 
The annual report filed with the Securities and Exchange Commission is1996 
available to shareholders without charge upon request to Allan D. Shakley,Fourth 	 $16.625 $14.625 $.23 
Assistant Secretary, atthe company's headquarters. 

Third 17.500 12.750 .23 

Second 13.500 12.000 .23 STOCK TRANSFER AND DIVIDEND DISBURSING AGENT AND REGISTRAR 
First 13.250 12.000 .23 Dividend Reinvestment and Stock Purchase Plan Correspondence: 

ChaseMellon Shareholder Services, L.L.C. 
The high and low stook prices from January 1 to February 28.1999, PO Box 3336 
were S24.063 and $19.250. South Hackensack, NJ 07606-1936 

Attention: Investment Services 

Optional Cash Payments ONLY· 
ChaseMelion Shareholder Services, L.L.C. 
Investor Services 
PO Box 382009 
Pittsburgh, PA 15250-8009 

All Other Inquiries and Correspondence: 
Chase Mellon Shareholder Services, L.L.C. 
85 Challenger Road 
Ridgefield Park, NJ 07660 
Attention : Strategic Business Unit 

Web Site: www.chasemellon .c om 
Telephone toll-free for all inquiries 8002302685 
Telephone toll-free for individuals who are hearing and/or 
speech impaired 800 231 5469 

1999 ANNUAL MEETING 
United Water's 1999 annual meeting will be held on 

Monday, May 10 at 9:30 a.m., atthe Park Ridge Marriott, in Park Ridge, NJ. 


AGENT FOR ACCEPTANCE OF STOCK 
ChaseMellon Shareholder Services, L.L.C. 

~ 120 Broadway 
~ 13th Floor z 

New York, NY 10271 u 
~ 

:5­
INDEPENDENT ACCOUNTANTS 	 .[ 
PricewaterhouseCoopers LLP 

.lS1177 Avenue of the Americas u 

New York, NY 10036 i 
'" 
~ '" I­

". In keeping with our commitment to the environment, g,
\... this report was printed on recycled paper . ~ 

Cl 
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Exhibit C to Appli<:ation of United Water 
Florida, Inc. for Transfer of Majority 
Organizational Control of its Corporate 
Grandparent, United Water Resources, 
Inc. to Lyonnaise American Holding, Inc. 

[UNITED WATER RESOURCES INC. LETTERHEAD] 

,1999 

Dear United Water Resources Inc. Stockholde~r: 

The board of directors of UWR has entered into a merger agreement to merge our company with a subsidiary of 
Lyonnaise American Holding, Inc., thereby causing our company to become a wholly-owned subsidiary of LAH. 
LAH currently holds approximately 30.1 % of the outstanding shares of UWR common stock and is a wholly-owned 
subsidiary of Suez Lyonnaise des Eaux. 

We have scheduled a special meeting of the holders of the common stock and 5% series A cumulative 

convertible preference stock of United Water Resources, Inc. to approve the merger agreement. This special meeting 

will he held at [date, time and location of mec~ting]. 


At this important meeting, you will be asked to approve the acquisition by Lyonnaise American Holding, Inc. of 
. the shares of UWR common stock (approximately 70%) which it does not already own through the merger of UWR 
into a wholly-owned subsidiary of LAH. If the merger is completed, you will receive 

• 	 $35.00 for each share of UWR common stock you own and 

• 	 $29.17 for each share of UWR serif~S A preference stock you own immediately prior to the effective date of 
the merger. 

In addition, under the merger agreement your board of directors has the right and intends to increase the regular 
quarterly dividend payable on UWR common stock above its customary dividend rate by an aggregate of $0.48 
during the period between now and the completion of the merger. (Holders of UWR series A preference stock will 
not receive this increased dividend.) As a result of the merger and the increased special dividend during this period, 
you will receive as consideration for the merger a total of $35.48 for each share of UWR common stock that you 
own. The proposed consideration payable per share of UWR common stock, $35.00 (which does not take into 
account the $0.48 increase in dividends that shareholders will receive prior to the date that the merger becomes 
effective), represents a premium of 52.3% over the $22.98 per share average closing price of UWR common stock 
for the 30 trading days immediately preceding UWR's announcement on August 18, 1999 that it was engaged in 
merger negotiations. During this trading period, UWR common stock closed at a low of $21.37 per share and a high 
of $24.53 per share. 

The board of directors of UWR unanimously approved the merger and has determined that the merger is 

advisable for, fair to, and in the best interests of, the UWR stockholders. Your board of directors unanimously 

recommends that you vote "FOR" this transaction. 


We cannot complete the merger without the approval of each of (i) two-thirds of all of the outstanding shares of 
common stock of UWR not owned by Lyonnaise American Holding, Inc., (ii) two-thirds of all of the outstanding 
shares of UWR Series A Cumulative Convertible Preference Stock. and (iii) a majority of the shares of common 
stock voting at the special meeting. As a result, your vote is very important. Even if you plan to attend the special 
meeting, we urge you to mark, sign and date the enclosed proxy and return it promptly. You may also vote by 
telephone by calling the toll-free number on your proxy card. You have the option of revoking the proxy at any time 
or to vote your shares personally on request if you attend the meeting. 

If you do not return the proxy card or vote by telephone and do not vote at the meeting, it will have the same 

effect as if you voted AGAINST the transaction. Your vote is important no matter how many shares you hold. 


Yours very truly, 

lsi 
Donald L. Correll 
Chairman and Chief Executive Officer 

TIllS TRANSACTION HAS NOT BEEN APPROVED OR DISAPPROVED BY THE SECURITIES 
AND EXCHANGE COMMISSION NOR HAS THE COMMISSION PASSED UPON THE FAIRNESS OR 
MERITS OF SUCH TRANSACTION NOR UPON THE ACCURACY OR ADEQUACY OF THE 
INFORMATION CONTAINED IN TIns DOCUMENT. ANY REPRESENTATION TO THE CONTRARY IS 
UNLAWFUL. 



[UNITED WATER RESOURCES INC. LETTERHEAD] 

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS 

TO BEHELD ON 

To the holders of the common stock and Series A Cumulative 
Convertible Preference Stock of UNITED WATER RESOURCES INC.: 

NOTICE IS HEREBY GIVEN that a special meeting of the holders of the common stock and series A 
cumulative convertible preference stock of United Water Resources Inc., a New Jersey corporation ("UWR"), 
will be held at [date, time and location of meeting], for the following purpose, which is more fully described 
in the accompanying proxy statement: 

At the special meeting, you will be asked to consider and vote upon a proposal to adopt the Agreement 
and Plan of Merger, dated as of August 20, 1999 (the "Merger Agreement"), by and among UWR, 
Lyonnaise American Holding, Inc .. ("LAH"), LAH Acquisition Co., ("LAH Acquisition") and Suez 
Lyonnaise des Eaux ("SLDE"). If the stockholders of UWR adopt the Merger Agreement and the merger 
is completed, LAH Acquisition Co. will be merged with and into UWR, with 
(i) each outstanding share of UWR common stock being converted into the right to receive $35.00 in cash, 
without interest, and 
(ii) each outstanding share of series A preference stock being automatically converted into the right to 
receive $29.17 in cash, without interesL 

Adoption of the Merger Agreement requires the affirmative vote of each of (i) two-thirds of all of the 
outstanding shares of UWR common stock not owned by LAH or certain affiliates of LAH, (Ii) two-thirds of 
all of the outstanding shares of UWR's series A cumulative convertible preference stock, and (iii) a majority of 
the shares of common stock voting at the special meeting. 

Only holders of record of shares of common stock and series A preference stock at the close of business 
on , 1999 are entitled to notice of, and to vote at, the special meeting. A complete list of stockholders 
entitled to vote at the special meeting will be available for examination, for proper purposes, during ordinary 
business hours at UWR's corporate offices, 200 Old Hook Road, Harrington Park, New Jersey 07640, during 
the 10 days prior to the special meeting. 

Under New Jersey law, stockholders of UWR do not have appraisal rights. Therefore, if you vote against 
the merger, but the merger is eventually approved, you will receive the $35.00 per share cash consideration 
payable in the merger rather than an appraised value of the shares you hold. 

BY ORDER OF THE BOARD OF DIRECTORS 

lsi 
Douglas W. Hawes 
Secretary 

[Date of Proxy] 
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WHERE YOU CAN FIND MORE INFORMATION 


UWR files annual, quarterly and special reports, proxy statements and other information with the 
Securities and Exchange Commission (the "SEC"). These reports, proxy statements and other information can 
be inspected and copied at the public reference facilities maintained by the SEC at Room 1024, Judiciary Plaza, 
450 Fifth Street, N.W., Washington, D.C. 20549-1004 and at the following regional offices of the SEC: New 
York Regional Office, 7 World Trade Center, Suite 1300, New York, New York 10048 and Chicago Regional 
Office, 500 West Madison Street, Suite 1400, Chicago, Illinois 60661. Copies of this information can also be 
obtained by mail from the Public Reference Section of the Commission at Judiciary Plaza., 450 Fifth Street, 
N.W., Washington, D.C. 20549·1004 at prescribed rates or on the SEC's web site (http://www.sec.gov). 

In addition, materials and information concerning UWR may also be inspected at the offices of The New 
York Stock Exchange, Inc., 20 Broad Street, 7th Floor, New York, New York 10005. 

The SEC allows UWR to "incorporate by reference" information into this proxy statement, which means 
that UWR can disclose important information to you by referring you to another document filed separately with 
the SEC. The information incorporated by reference is deemed to be part of this proxy statement, except for 
any information superseded by information contained directly in this proxy statement. This proxy statement 
incorporates by reference the documents set forth below that were previously filed with the SEC by UWR (SEC 
File No. 1-8586): 

• 	 UWR's Annual Report on Form lO-K for the fiscal year ended December 31, 1998. 

• 	 UWR's Quality Report on Form IOQ for the quarterly period ended March 31, 1999. 

• 	 UWR's Quarterly Report on lForm lO-Q for the quarterly period ended June 30,1999. 

• 	 UWR's Current Report on Form 8-K dated August 27,1999. 

• 	 UWR's Current Report on Form 8·A dated August Tl, 1999. 

• 	 the Prospectus Supplement dated August 31, 1999 filed pursuant to Rule 424 supplementing the 
Prospectus dated May 18, 1999 relating to UWR's Dividend Reinvestment and Stock Purchase Plan. 

These documents contain important information about UWR and its financial condition. We also incorporate by 
reference any filing we will make with the SEC under Section 13(a), 13(c), 13(e), 14 or 15(d) of the Securities 
Exchange Act of 1934, as amended, between the date of this proxy statement and the date the special meeting 
is held. These other documents will be deemed to be incorporated by reference in this proxy statement and to 
be a part of it from the date they are ID,ed with the SEC and will update and supersede any information 
previously disclosed 

You should rely only on the information contained in or incorporated by reference in this proxy 
statement in deciding how to vote on the Merger Agreement. No person is authorized to give any 
information or to make any representations in connection with the merger other than those contained in 
this proxy statement and you should not rely on any such infonnation or representations given or made 
as having been authorized by UWR. The delivery of this proxy statement does not imply under any 
circumstances that the affairs of UWR or the information set forth herein are unchanged since the date 
of this proxy statement. 

1 


http:http://www.sec.gov


FORWARJ)..LOOKING STATEMENTS MAY PROVE INACCURATE 

UWR has made forward-looking statements in this document (and in documents that are incorporated by 
reference) that are subject to risks and uncertainties. Forward-looking statements include the infonnation 
concerning possible or assumed future results of operations of UWR. Also, when we use words such as 
"believes," "expects," "anticipates" or similar expressions, we are making forward-looking statements. 
Stockholders should note that many factors, some of which are discussed elsewhere in this document and in the 
documents that we incorporate by reference, could affect the future financial results of UWR and could cause 
those results to differ materially from those expressed in our forward-looking statements contained or 
incorporated by reference in this document. The factors that could cause actual results to differ materially from 
those indicated by such forward-looking statements include, but are not limited to, the following: preliminary 
infonnation that may be subject to funl:ter and/or continuing review and adjustment; regulatory issues; changes 
in the economy; the impact of competition from other water services companies; the management of UWR's 
operations; variations in prices of matelials used in the water services industry; growth opportunities for the 
companies' regulated and non-regulated businesses; conditions of the capital and equity markets; changes in the 
companies' accounting policies; abnormal weather conditions; inflation; exposure to environmental issues and 
liabilities; changes in environmental regulations; successful correction of any material Year 2000 problem or, 
alternatively, successful implementation of a contingency plan by the companies and any critical third party 
suppliers; and the other risks and uncettainties described from time to time in the companies' periodic reports 
filed with the SEC. UWR disclaims any obligation to update any forward-looking statement. 
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QUESTIONS AND ANSWERS ABOUT THE MERGER 

Q: 	 Why did the UWR board of directors decide 
to accept LAB's offer to acquire the rest of 
UWR's stock? 

Your board of directors decided to accept LAH's 
offer because LAH offered a price for those 
shares which your board of directors believes 
represents significantly higher value for yo'!!r 
shares than that which could be achieved at this 
time through other strategies. 

Q: 	 Why did the UWR board of directors decide 
that merging with LAB was the best method 
for maximizing stockholder value now? 

The water industry in the United States is going 
through a period of rapid consolidation. Your 
board of directors determined that because of 
UWR's size and limited capital resources, it 
could not easily take advantage of growth 
opportunities through acquisitions of significant 
water utilities or services companif:s at the 
premiums that UWR would have t() pay to grow 
through acquisitions and, as a result, might not 
remain competitive in the industry. In addition, 
your board determined that it may not be able to 
participate in public private partnerships that 
UWR may pursue in the future that require 
significant amounts of capital to be contributed 
by the private party. Your board determined that 
UWR stockholders could best benefit from the 
industry consolidation through a sale of UWR to, 
or a business combination of UWR with, a larger 
industry leader. In reviewing its alternatives, 
your board determined that LAH was willing to 
pay more for the remaining approximately 70% 
of the UWR shares it did not own than UWR 
was likely to receive in an auction or other sale 
of the company. 

Q. 	 What effect will the merger have on UWR's 
customers and employees? 

Your board of directors believes that the merger 
will help position UWR to become one of the 
world's premier water services companies by 
providing strategic growth opportunities, and 
access to cutting-edge technologies that will 
benefit the company and its customers and 
employees in a manner that UWR could not 
achieve on its own. 

Q. 	 What will I receive in the merger? 

Holders ofCommon Stock 

You will receive $35.00 in cash for each whole 
share of common stock held by you. In addition, 
under the merger agreement your board of 
directors has the right and intends to increase the 
quarterly dividend on UWR common stock 
above its customary dividend rate by up to $0.06 
per share per quarter for each of the next three 
fiscal quarters beginning December 1, 1999, and 
pay a special dividend immediately prior to the 
merger in an amount equal to the difference 
between $0.48 and the aggregate amount of the 
additional quarterly dividends. When combined, 
the increased regular quarterly dividends and 
special dividend will result in an aggregate 
dividend increase of $0.48 per share that is held 
throughout this period. Therefore, the total cash 
consideration you will receive for each share of 
COmmon stock, including the increased dividend, 
is $35.48 (fractional shares of common stock will 
be paid a proportional amount). The proposed 
consideration payable per share of UWR 
common stock, $35.00 (which does not take into 
account the $0.48 increase in dividends that 
stockholders will receive prior to the date that 
the merger becomes effective), represents a 
premium of 52.3% over the $22.98 per share 
average closing price of UWR common stock for 
the 30 trading days immediately preceding 
UWR's announcement on August 18, 1999 that it 
was engaged in merger negotiations. During this 
trading period, UWR common stock closed at a 
low of $21.37 per share and a high of $24.53 per 
share. 

Holders ofSeries A Preference Stock 

For each share of series A preference stock held 
by you, you will receive an amount in cash equal 
to $29.17. (This amount is equal to $35.00 
multiplied by the .83333 shares of common stock 
into which each share of series A preference 
stock is convertible.) Holders of series A 
preference stock will not receive any additional 
dividend in connection with the merger. 
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Q: 	 Does the merger have to be approved by the 
UWR stockholders? 

Yes. the merger must be approved by each of (i) 
two-thirds of all of the outstanding common 
shares of UWR not owned by LAH. (li) two-
thirds of all of the outstanding shares of UWR 
series A preference stock. and (iii) a majority of 
the shares of common stock voting at the special 
meeting. These approvals will be sought at the 
special stockholders meeting to bt:: held [date. 
time and location of special meeting]. 

Q: 	 Will I still be a stockholder of UWR following 
the merger? 

No. In the merger, you will receive cash in 
exchange for your UWR shares. Following the 
merger, UWR will be a wholly-owned subsidiary 
of LAH and its shares will be delisted from the 
New York Stock Exchange. 

Q. 	 What do I need to do now? 

Just mark, sign, date and mail your proxy card in 
the enclosed return envelope as soon as possible. 
That way, your shares can be represented at the . 
UWR special meeting. You may also vote by 
telephone by calling the toll-free number on your 
proxy card. If your shares are held in your 
broker's street name, then follow the instructions 
they will provide. If you intend to vote by 
telephone, do not return the proxy card. 

The merger cannot be completed unless (i) two-
thirds of all of the outstanding common shares of 
UwR. not owned by LAH, (ll) two-thirds of all 
of the outstanding shares of UWR series A 
preference stock, and (iii) a majority of the 
shares of common stock voting at the special 
meeting approve the Merger Agreement. Failure 
to vote your shares will have the same effect as a 
vote "AGAINST" the merger. Your vote is 
very important. 

The board of directors of UWR recommends 
voting "FOR" approval of the Merger 
Agreement. 

Q: 	 Should I send in my stock certifi.cates now? 

No. Do not send in your stock certificates now. 
If the merger is completed. you will receive 
written instructions on how to exchange them. 

Q. 	 Will my broker vote my shares if my shares 
are held in my broker's street name? 

No. Your broker will not be able to vote your 
shares without instructions from you. Therefore. 
you need to tell your broker how to vote your 
shares by following the instructions provided by 
your broker. 

If you do not instruct your broker on how to 
vote, it will have the same effect as a vote 
"AGAINST" the merger. 

Q. 	 Can I change my vote after I have mailed in 
my signed and dated proxy card or voted by 
telephone? 

Yes. You may revoke your proxy at any time 
before your shares are voted (i) by attending the 
special meeting and voting in person or (ii) by 
delivering a duly executed proxy, dated later than 
the proxy previously delivered, to the Secretary 
of UWR, 200 Old Hook Road, Harrington Park, 
New Jersey, 07640 or (iii) by telephone if you 
have previously voted by telephone. Unless 
revoked in a manner set forth above, proxies in 
the form enclosed will be voted at the special 
meeting in accordance with your instructions. 

Q. 	 What are the federal income tax consequences 
of the merger? 

You will be taxed on your receipt of the cash 
given to you for your shares to the extent that the· 
amount you receive exceeds your tax basis in 
your UWR stock. Please read the more detailed 
description of the federal income tax consequences 
of the merger on pages 32--33. 

Q. 	 Do I have appraisal rights for my shares if the 
merger is completed? 

No. An appraisal right permits stockholders to 
receive payment for their shares in an amount 
determined by an independent appraisal rather 
than the consideration which they otherwise 
would receive in the transaction. Under New 
Jersey state law, UWR stockholders do not have 
appraisal rights in the merger. Therefore, if you 
vote against the merger but the merger is 
nonetheless approved by the requisite votes of 
the stockholders. you will still receive the 

4 




$35.00 per share cash consideration payable for 
common stock or $29.17 payable for series A 
preference stock rather than an appraised value 
of the shares you hold. 

Q. 	 What regulatory approvals are needed for the 
merger? 

The merger must be approved by the public 
utility commissions (or similar regulators) in a 
number of the states in which UWR operates. 
Clearance under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976 is also necessary. 

Q. 	 What other matters will be voted on at the 
special meeting? 

We do nOt expect any matters other than the 
approval of the merger to be presented to 
stockholders for vote at the special meeting. 

Q. 	 When is the merger expected to be 
completed? 

We are worlcing to complete all aspects of the 
merger as quickly as possible. We currently 
expect to complete the merger during the first 
half of the year 2000. 

Q. 	 When will I receive my cash proceeds if the 
merger is approved and completed? 

After the effective time of the merger, 
instructions and forWs will be forwarded to you 
explaining how and when to tender your shares. 
The exchange agent will remit your cash 
proceeds upon verification of this documentation 
and receipt of your share certificates. No action 
is required on your part to tender shares held in 
the UWR common stock plans such as the 
Dividend Reinvestment and Stock Purchase 
Plans. Shares held in these plans are in book 
entry form. The exchange agent will distribute to 
you the cash proceeds for the book entry form 
shares based on your account balance at the 
effective time of the merger without any further 
action by you. 

Q. 	 Whom should I call if I have any additional 
questions? 

UWR stockholders may call Investor Relations at 
(800) 422-9817. 
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SUMMARY 

The following is a summary ofselected infornwtion contained elsewhere in this proxy statement and may 
not contain all of the information that is important to you. To understand the merger fully and for a more 
complete description ofthe terms ofthe merger, you should read carefully this entire proxy statement and the 
other documents to which we have referred you. See "Where You Can Find More Information" on p.l ofthis 
proxy statement. For a review of the actual terms ofthe merger, the Merger Agreement is attached to this 
proxy statement as Annex A. In this document, the term UWR refers to either UWR before the completion ofthe 
merger or UWR as the surviving corporation in the merger, whichever the context requires. In addition, the 
term "stockholder" of UWR refers to holders of UWR common stock and/or UWR series A preference stock, 
whichever the context requires. We have included page references parenthetically referring you to more 
complete descriptions ofthe topics presented in the summary. 

The Companies (pages 43-47) 

United Water R.esources Inc. (UWR.) 
200 Old Hook Road 
Harrington Park. New Jersey 07640 
(201) 784-9434 

UWR is a holding company primarily engaged in water-related businesses. As the second largest investor­
owned water services company in the United States, UWR provides water and wastewater services through its 
regulated utilities and nonregulated contract operations (some of which are owned jointly with lAB) to over 7.5 
million people in more than 400 communities in 19 states. UWR also has investments in joint venture companies 
providing water services in Canada and Mexico, in which LAH is a majority owner, and has an investment in a 
water services company in the United Kingdom made in partnership with SLOE. In addition, the company owns 
and manages real estate investments through a wholly-owned subsidiary. UWR has been listed on the New York 
Stock Exchange since 1889 and has paid cash dividends on its common stock continuously since 1886. 

Suez Lyonnaise des Eaux (SLDE) 
1, rue d'Astorg 
75008 Paris 
France 

SLOE, a societe anonyme organized and existing under the laws of the Republic of France, operates 
private infrastructure services in more than 120 countries, providing electricity and natural gas, waste services, 
communications services, and water services and maintains interests in construction and capital investments. 
SLOE was fonned from the 1997 merger of Compagnie de Suez (builder of the Suez Canal) and Lyonnaise des 
Eaux. SLOE's registered office is located at 72 Avenue de la Liberte, 92022 Nanterre Cedex, France, and the 
principal address of SLOE's water division is 18 Square Edouard vn, 75316 Paris Ceciex 09, France. 

Lyonnaise American Holding, Inc. (LAH) 
2000 First State Boulevard 
Wilmington, Delaware 19804-0507 
(201 )767-2851 

LAH is a Oelaware corporation with its principal business as a holding company of (i) its ownership 
interest in UWR, (ii) 50% of the voting interest in United Water Services LLC, a Delaware limited liability 
company which provides services in the water and wastewater industries to municipalities in the United States, 
(iii) majority interests in United Water Services Canada L.P., an Ontario, Canada limited partnership, and 
United Water Services Mexico LLC. a Delaware limited liability company, which provide services in the water 
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and wastewater industries to municipalities in Canada and Mexico, respectively, and (iv) a 49% interest in 
Technologia y Servicios De Agua, S.A., a Mexican company which provides certain water services to the city 
of Mexico City, Mexico. All of the issued and outstanding shares of capital stock of LAB are owned 
beneficially and of record by SIDE. The principal business mailing address of LAH is c/o United Water 
Services LLC, 200 Old Hook Road, Harrington Park, New Jersey 07640, and the address of its principal office 
is 2000 First State Boulevard, Wilmington, Delaware 19804-0508. 

LAB Acquisition Co. (LAB Acquisition) 
do United Water Services LLC 
200 Old Hook Road 
Harrington Park:, New Jersey 07640 

LAH Acquisition is a wholly-owned special purpose subsidiary of LAH, formed under the laws of the 
State of New Jersey solely for the purpose of the merger. LAH Acquisition has not conducted any business 
other than in connection with the Merger Agreement. All of the issued and outstanding shares of capital stock 
of LAH Acquisition are owned beneficially and of record by LAH. The principal business mailing address of 
LAB Acquisition Co. is do United Water Services LLC, 200 Old Hook Road. Harrington Park:, New Jersey 
07640. and the address of its principal office is 1013 Centre Road, Wilmington, Delaware 19805-1297. 

The UWR Special Meeting (Pages 13-14) 

Date, Time and Place. The special meeting of the holders of UWR common stock and the UWR series 
A preference stock will be held together at [time, date and location of meeting]. 

Purpose of the Special Meetings. The purpose of the special meetings is to consider and vote on 
adoption of the Merger Agreement, pursuant to which, among other things, UWR will become a wholly-owned 
subsidiary of LAB and the stockholders of UWR will receive the cash consideration described in this summary 
on page 34. 

Voting Rights. The board of directors of UWR has fixed the close of business on as the 
record date for the determination of UWR stockholders entitled to notice of, and to vote at, the special meeting. 
As of the record date, UWR had [38,867,960] shares of common stock outstanding and [1,955,984] shares of 
series A preference stock outstanding. Holders of shares of common stock and series A preference stock are 
entitled to one vote for each share of stock held of record at the close of business on . See 
"THE SPECIAL MEETING--Voting Rights." 

Vote Required. The adoption of the Merger Agreement will require the approval of each of (i) two­
thirds of all of the outstanding shares of common stock not owned by LAH or its affiliates, (ii) two-thirds of 
all of the outstanding shares of series A preference stock, and (iii) a majority of the shares of common stock 
voting at the special meeting. See "THE SPECIAL MEETING--Vote Required" and "11IE MERGER­
Interests ofCertain Persons in the Merger." 

The UWR board of directors Unanimously Recommends that UWR Stockholders Vote "For" 
Approval of the Merger Agreement. 

Stock Ownership ofManagement. On the record date, the directors and executive officers of UWR and 
their affiliates beneficially owned [245,555] shares of common stock (excluding unexercised options), or 
approximately 0.9% of the voting power of the common stock outstanding on the record date. It is expected 
that all current directors and executive officers of UWR will vote the shares of common stock beneficially 
owned by them FOR the merger. 

Stock Ownership ofLAH. On the record date, LAH and its affiliates beneficially owned [11,687,024] 
shares of common stock, or approximately 30.1% of the voting power of the common stock outstanding on the 
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record date, and [1,919,2101 shares of series A preference stock. or approximately 98.1 % of the voting power 
of the series A preference stock outstanding on the record date. It is expected that LAH and its affiliates will 
vote the shares of common stock and series A preference stock owned by them FOR the merger. However, 
because in addition to the approval of a majority of the shares of common stock voting at the special meeting, 
the merger must be approved by two-thirds of the outstanding shares of common stock not owned by LAH or 
its affiliates. the vote by LAH of its common stock of UWR will not be sufficient to determine the outcome at 
the special meeting of common stockholders. Because LAH and its affiliates own more than two-thirds of the 
outstanding series A preference stock, the vote by LAH and its affiliates of their series A preference shares in 
favor of the merger will be sufficient to provide the requisite vote at the special meeting of LAH's series A 
preference stock. 

Voting ofProxies. All shares of common stock and series A preference stock represented by a properly 
executed proxy received in time for the special meeting will be voted in the manner specified in the proxy. 
Proxies that do not contain any instruction to vote for or against or to abstain from voting on a particular matter 
will be voted in accordance with the recommendation of the board of directors. See ' 'THE SPECIAL 
MEETING-Voting and Revocation ofProxies." 

It is not expected that any matter other than that referred to herein will be brought before the stockholders 
at the special meeting. If, however, other matters are properly presented, the persons named as proxies will use 
their best judgment in voting on these matters. 

Adjournments; Revocability ofProxies. If the special meeting is adjourned, approval of the Merger 
Agreement will be considered and voted upon by stockholders at the reconvened meeting, if any. 

You may revoke your proxy at any time before your shares are voted (i) by attending the special meeting 
and voting in person or (ii) by delivering a signed proxy relating to the merger, dated later than the proxy 
previously delivered, to the Secretary of UWR, 200 Old Hook Road, Harrington Park, New Jersey 07640 or 
(iii) by telephone if you have previously voted by telephone. 

Solicitation ofProxies. The cost of soliciting proxies will be paid by UWR. Arrangements will be made 
to furnish copies of proxy materials to fiduciaries. custodians and brokerage houses for forwarding to beneficial 
owners of common stock. UWR has retained Georgeson and Company Inc. to assist in the solicitation of 
proxies. See "THE SPECIAL MEETING-SoliciUltion ofProxies." 

Do not send your stock certificates with your proxy cards. 

The Merger (Pages 15-34) 

Overview. At the effective time of the merger, LAH Acquisition will be merged with and into UWR and 
UWR will continue as the surviving corporation. In the merger, all shares of UWR common stock and all 
shares of UWR series A preference stock owned by UWR, LAH or any of their respective wholly-owned 
subsidiaries will be canceled without consideration. All shares of UWR common stock and UWR series A 
preference stock not owned by UWR, LAH or any of their wholly-owned subsidiaries will be converted to the 
right to receive cash as follows: 

• Each share of UWR common stock will be converted into the right to receive $35.00 

• Each share of UWR series A preference stock will be converted into the right to receive $29.17 • 

As a result of the merger. UWR will become a wholly-owned subsidiary of LAH. 
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Background of, and Reasons for, the Merger. 

You should review the factors considered by UWR's board of directors when deciding whether to approve 
the merger set out on pages 15 through 34. 

Recommendation of the UWR Board ofDirectors. Your board of directors, with its LAH-affiliated 
members first abstaining and then joining in the vote, has unanimously approved the merger and recommends 
that the stockholders of UWR vote "FOR» the adoption of the Merger Agreement. For a discussion of the 
factors considered by your board in reaching its decision, see "THE MERGER-Background of the Merger" 
and "THE MERGER-Reasons for the Merger." 

Opinion ofUWR's Financial Advisor. Morgan Stanley & Co. Incorporated, UWR's financial advisor, has 
delivered written opinions to your board that as of August 20, 1999 and again on the date of this proxy 
statement, the merger consideration is fair, from a financial point of view, to the holders of UWR common 
stock, otiler than LAH. These opinions are not intended to be recommendations to any UWR stockholder as to 
how to vote. We have attached a copy of Morgan Stanley's opinion dated the date of this proxy statement as 
Annex B to this proxy statement. You should read this opinion carefully in its entirety. See "THE MERGER­
Opinions of UWR's Financial Advisor." 

Interests ofCertain Persons in the Merger. In considering the recommendation of your board of 
directors with respect to the merger, you should be aware that certain directors and executive officers of UWR 
have interests that may conflict with the interests of other stockholders in the merger. Your board was aware of 
these potential contlicts and considered them along with other matters in recommending that you vote to 
approve the merger. 

Federal Income Tax Consequences. A portion of the amounts received by UWR stockholders in 
exchange for their shares of UWR common stock and series A preference stock will be taxable for U.S. federal 
income tax purposes and may also be taxable under applicable state, local, foreign and other tax laws. 
Stockholders are urged to consult their own tax advisers to determine the particular tax consequences to 
them (including the application and effect of any state, local or foreign income or other tax laws) 
resulting from the merger. 

Regulatory Matters. In order to complete the merger, we must receive certain federal.clearances and 
state regulatory approvals. While there is no guarantee as to when, or whether, these regulatory approvals will 
be obtained, it is expected that the necessary approvals will be obtained during the first half of the year 2000. 

Absence ofAppraisal Rights. Stockholders of UWR do not have the right under New Jersey law to 
obtain an appraised value for their shares in place of the $35.00 per share cash payment for common stock or 
$29.17 payable for series A preference stock provided in the Merger Agreement. 

The Merger Agreement (Pages 34-43) 

Effective Tune and Effects ofthe Merger. The merger will take place as soon as pxacticable, but in any event 
not later than the second business day after the satisfaction or waiver of the conditions set forth in the Merger 
Agreement. unless another date is agreed to by UWR and LAH. See "THE MERGER AGREEMFNT-Effective 
Time ofthe Merger" and "Effects Qfthe Merger." 

Merger Consideration. At the effective time of the merger, each issued and outstanding share of UWR 
common stock (other than shares owned by UWR as treasury stock or shares owned. directly or indirectly, by 
UWR, LAH or any of their respective wholly-owned subsidiaries) shall be converted into the right to receive 
$35.00, without interest. 
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As of the effective time of the merger. each issued and outstanding share of series A preference stock 
(other than shares owned. directly or indirectly. by UWR. LAH or any of their respective Wholly-owned 
subsidiaries) will be converted into the right to receive $29.17 in cash. without interest. (This amount is equal 
to $35.00 multiplied by the .83333 shares of common stock into which each share of series A preference stock 
is convertible.) 

Increased Dividends. Under the Merger Agreement. the UWR board has the right and intends to increase 
the regular quarterly dividends payable on UWR common stock for each of the three fiscal quarters beginning 
December 1. 1999 by up to $0.06 per share. This would increase the regular quarterly dividend from $0.24 per 
quarter to up to $0.30 per quarter. In addition. and assuming that the merger will be completed. the UWR board 
intends to pay a special dividend immediately prior to the effective time of the merger equal to the difference 
between $0.48 and the aggregate amount of additional quarterly dividends paid. 

Representations and Warranties. The Merger Agreement contains representations and warranties by UWR 
and LAH that are customary for a merger of this kind. See "THE MERGER AGREEMENT-Representations and 
Warranties." 

Conduct ofBusiness Prior to the Effective Time. UWR has agreed that until the merger is completed. it 
will carry on its businesses (including the businesses of its subsidiaries) in substantially the same manner as 
previously conducted. UWR has also agreed that. among other things. it will terminate the issuance or 
distribution of shares under the UWR Dividend Reinvestment and Stock Purchase Plan at the earliest possible 
date. limit its acquisitions of other businesses. limit the sale of certain assets. continue current accounting and 
tax practices and refrain from taking certain specified actions out of the ordinary course of business without the 
consent of LAH. See "THE MERGER AGREEMENT-Certain Pre-Closing Covenants." 

Conditions to Closing. The obligations of UWR. LAH and LAH Acquisition to consummate the merger 
are subject to a number of conditions. including obtaining the required UWR stockholder approvals. obtaining 
the required regulatory approvals and the absence of any injunction or other legal restraint or prohibition 
preventing the consummation of the merger. See "THE MERGER AGREEMENT-Conditions to the 
Consummation of the Merger." 

Termination. The Merger Agreement may be terminated by UWR or LAH prior to the merger becoming 
effective under certain circumstances. some of which would require UWR to pay LAH a termination fee of 
$42 million. See "THE MERGER AGREEMENT-Termination" and "THE MERGER AGREEMENT-Termination 
Fees and Expenses." 

Amendment. The Merger Agreement may be amended in writing by the parties at any time before or 
after the UWR stockholders approve the merger and prior to the effective time of the merger. However. after 
stockholder approval. no amendment may be made which would alter or change the rights of UWR 
stockholders. except for alterations or changes that could otherwise be adopted by the board of directors 
without the further approval of UWR stockholders. 
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Selected Historical Financial Infonnation 

The following table sets forth selected consolidated historical financial data of UWR and has been derived 
from and should be read in conjunction with the audited consolidated financial statements of UWR for each of 
the five years ended December 31,1998 and the unaudited interim consolidated financial statements of UWR 
for the nine months ended September 3D, 1999 and 1998, including the respective notes thereto. In the opinion 
of management, all adjustments, consisting of normal recurring accruals considered necessary for a fair 
presentation have been included in the unaudited interim data. Interim results for the nine months ended 
September 3D, 1999 are not necessarily indicative of results which may be expected for future periods, 
including the year ended December 31, 1999. 

Niue mouths eoded 
September 30, Year ended December 31, 

1999 1998 1998 1997 1996 1995 1994 
tIn thousands, except per shan: data) 

Conso6.dated I_me Statement Data: 
Operating revenues from continuing 

operations .. . . . . . . . . . . . . . . . . . . . . . . . $ 270,409 $ 356,210 $ 351,409 $ 332,045 $ 319,53!> $ 284,767 
Operating income .................... . 75,473 97,600 95,644 95,699 82,183 83,847 
Income from continuing operations ....... . 36,764 47,987 33,676 43,020 24,760 31,611 
Preferred and preference stock dividends ..•. 3,088 4,058 4,345 4,613 4,795 3,454 
Net income from continuing operations .... . 33,676 43,929 29,331 38,407 19,965 28,157 
Loss from discontinued operations ........ . (4,397) (2,622) (270) 
Net income ••.•...•......••.......... $­ $ 33,676 $ 43,929 $ 29,331 $ 34,010 $ 17,343 $ 27,887 
Basic eamings/(loss) per share 

From continuing operations ........... . $ 0.91 $ 1.19 $ 0.83 $ 1.14 $ 0.62 $ 1.02 
From discontinued operations .••...•..•. (0.05) (0.08) (0.01) 
From disposal ofdiscontinued operations .. (0.08) 
Basic eamings/(loss) per share ..•.....•. $­ $ 0.91 $ 1.19 $ 0.83 $ 1.01 $ 0.54 $ l.ot 
Weighted average common shares 

outstanding ..................... . 36,848 37,028 35,492 33,707 31,995 27,524 
Diluted eamings/(loss) per share 

From continuing operations ........... . $ 0.90 $ 1.17 $ 0.83 $ 1.12 $ 0.62 $ 1.02 
From discontinued operations ........•.. (0.04) (0.08) (0.01) 
From disposal ofdiscontinued operations .. (0.08) 
Diluted eamingsl(loss) per share ......••. $­ $ 0.90 $ 1.17 $ 0.83 $ 1.00 $ 0.54 $ 1.01 
Weighted average common shares 

outstanding . .. ............... .. 39,023 39,192 37,838 36,218 31,995 27,524 
Dividends declared per common share ...•.. 0.69 0.93 0.92 0.92 0.92 0.92 
Balance Sheet Data: (ateod of period) 

Total assets • . . . . • . . • . . • . . . . . . . . . • . . 1,719,857 1,769,122 1,658,342 1,582,097 1,516,708 1,457,427 
Long-term obligations •.•...•...••..•. 618,714 652,969 622,737 558,093 558,658 505,204 
Stockholders' equity .••.............. 537,072 545,311 514,180 493,751 465,393 457,668 

Book value per common share ..•.•••••••• 11.95 12.05 11.53 11.33 10.90 11.20 

11 



Price of UWR Common Stock and Dividends 

UWR's common stock is traded on the New York Stock Exchange under the symbol "UWR." The high 
and low sales prices per quarter for UWR's common stock through the third quarter of 1999. and for the years 
of 1998.1997 and 1996 and the dividends paid on the common stock in each quarter. were as follows: 

STOCK PRICE DIVIDEND 

QUARTER mGH LOW 

1999 
Fourth through [October 4. 1999] ...•.............•.•.. $33.000 $32.625 $ 
Third .......................................... . 32.938 20.750 .24 
Second......................................... . 23.688 20.000 .24 
First. .......................................... . 24.062 18.438 .24 

1998 
Fourth ......................................... . $25.000 $16.500 $.24 
Third .......................................... . 19.250 16.375 .23 
Second......................................... . 18.438 15.750 .23 
First. .......................................... . 19.875 17.500 .23 

1997 
Fourth ......................................... . $19.750 $16.000 $.23 
Third ...................... , .. " •. " ........... . 19.813 17.000 .23 
Second......................................... . 19.375 16.375 .23 
First. .......................................... . 18.500 15.000 .23 

1996 
Fourth ......................................... . $16.625 $14.625 $.23 
Third ................. " ....................... . 17.500 12.750 .23 
Second......................................... . 13.500 12.000 .23 
First. .......................................... . 13.240 12.000 .23 

On August 17. 1999. the last trading day before public announcement that UWR was engaged in merger 
negotiations. the last sale price of UWR common stock on the New York Stock Exchange Composite 
Transactions Tape was $24.53 per share. 

On [October 4.] 1999. the most recent practicable date prior to the printing of this proxy statement. the last 
sale price of common stock as reported on the New York Stock Exchange Composite Transactions Tape was 
$33.000 per share. 
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TIlE SPECIAL MEETING 

Date, Time and Place 

The special meetings of the holders of UWR common stock and series A preference stock to vote on 
adoption of the Merger Agreement will be held together at [time, place and location of the special meeting]. 

Purpose of the Special Meeting 

The purpose of the special meeting of UWR common stockholders and holders of series A preference 
stock is to consider and vote upon a proposal to adopt the Merger Agreement entered into among UWR, LAB, 
SLDE and LAH Acquisition, a wholly-owned subsidiary of LAH. 

Record Date; Voting Rights 

The board of directors of UWR has fixed the close of business on ,as the record date to 
detennine who receives notice of and who may vote at the special meeting. Only holders of record of shares of 
common stock and series A preference stock at the close of business on the record date will be entitled to 
notice of, and to vote at, the special meeting or any adjournment or postponement thereof. 

As of the record date, UWR had [38,867,960] shares of common stock outstanding, which were held by 
[17,402] holders of record, and [1,955,984] shares of series A preference stock outstanding, which were held by 
[27] holders of record. Holders of shares of common stock are entitled to one vote for each share of common 
stock held of record at the close of business on the record date. Holders of shares of series A preference stock 
are entitled to one vote for each share of series A preference stock held of record at the close of business on the 
record date. The presence, in person or by valid proxy, of the holders of a majority of all shares entitled to vote 
at the special meeting of the common stockholders of UWR is necessary to constitute a quorum at the special 
meeting of the common stockholders. The presence, in person or by valid proxy, of the holders of a majority of 
all shares entitled to vote at the special meeting of the series A preference stockholders of UWR is necessary to 
constitute a quorum at the special meeting of the series A preference stockholders. For purposes of detennining 
the presence of a quorum, abstentions and shares represented by a proxy from a broker or nominee indicating 
that no instructions have been received from the beneficial owner or other person entitled to vote the shares 
("broker non-votes") will be counted as shares present for quorum purposes. However, neither abstentions nor 
broker non-votes will be counted as votes cast for purposes of detennining whether the Merger Agreement has 
received sufficient votes for approval and, therefore, will have the effect of a vote against the proposal that 
stockholders adopt the Merger Agreement. 

If UWR does not receive by the time scheduled for the special meeting a sufficient number of signed proxies 
to enable adoption of the Merger Agreement, it may propose one or more adjournments or postponements of the 
special meeting to permit continued solicitation of proxies. Adjournment or postponement of the special meeting 
will be proposed only if the UWR board of directors believes that additional time to solicit proxies may permit 
the receipt of sufficient votes to adopt the Merger Agreement. It is anticipated that any such adjournment or 
postponement will be for a short period of time, but in no event for more than 30 days. Any stockholder may 
revoke his or her proxy during any period of adjournment or postponement in the manner described below. 

Vote Required 

The affinnative vote of the holders of each of (i) two-thirds of all of the outstanding shares of UWR common 
stock not owned by LAH or certain affiliates of LAH. (ii) two-thirds of all of the outstanding shares of series A 
preference stock, and (iii) a majority of the shares of common stock voting at the special meeting is required to 
adopt the Merger Agreement. As of September 30, 1999, directors and executive officers of UWR and their 
affiliates, as a group, beneficially held 245,555 shares of common stock (excluding unexercised options), 
representing less than 0.9% of the outstanding shares of common stock entitled to vote at the UWR special 
meeting. The directors and executive officers of UWR have indicated that they intend to vote such shares of 
common stock in favor of the proposal that the stockholders of UWR adopt the Merger Agreement. 
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On the record date, LAH and its affiliates beneficially owned [11,687,024] shares of common stock, or 
approximately 30.1 % of the voting power of the common stock outstanding on the record date, and [1,919,210] 
shares of series A preference stock, or approximately 98.1 % of the voting power of the series A preference 
stock outstanding on the record date. It is expected that lAH and its affiliates will vote the shares of common 
stock and series A preference stock owned by them FOR the merger. However, because, in addition to the 
approval of a majority of the shares of common stock voting at the special meeting, the merger must be 
approved by two-thirds of the outstanding shares of common stock not owned by LAH or its affiliates, the vote 
by lAH of its common stock of UWR will not be sufficient to determine the outcome at the special meeting of 
common stockholders. Because lAH owns more than two-thirds of the outstanding series A preference stock, a 
vote by LAH in favor of the merger, will be sufficient to provide the requisite vote at the special meeting of 
LAH's series A preference stock. lAH's sole stockholder has already approved the Merger Agreement. 

Voting and Revocation of Proxies 

Proxies in the form accompanying this proxy statement are solicited by UWR's board of directors. Shares 
of common stock and series A preference stock represented by valid proxies, which have not been revoked, 
will be voted at the special meeting in accordance with the instructions indicated on the proxies. If no 
instructions are indicated, such proxies will be voted "FOR" adoption of the Merger Agreement. 

The UWR board of directors is not aware of any matters other than those specifically stated in this proxy 
statement that are to be presented for action at the special meeting. If any other matters are properly presented 
at the special meeting for action, including the adjournment of the special meeting, the persons named in the 
proxies will have discretion to vote on those matters in accordance with their best judgment. Any adjournment 
of the special meeting of the holders of UWR common stock will require the affirmative vote of the holders of 
a majority of the shares of common stock represented at the special meeting and any adjournment of the special 
meeting of the holders of UWR series A preference stock will require the affirmative vote of the holders of a 
majority of the shares of series A preference stock represented at the special meeting (regardless of whether 
those shares of common stock or series A preference stock constitute a quorum). 

If you execute a proxy you have the power to revoke it at any time before it is voted. You may revoke 
your proxy (i) by attending the special meeting and voting in person or (ii) by delivering a new proxy dated 
later than your earlier proxy, to the Secretary of UWR, 200 Old Hook Road, Harrington Park, New Jersey 
07640 or (iii) by telephone if you previously voted by telephone. 

Cost of Solicitation of Proxies 

UWR will bear the cost of the solicitation of proxies and the cost of printing and mailing this proxy 
statement. Arrangements will also be made with brokerage houses and other custodians, nominees and 
fiduciaries to forward solicitation material to the beneficial owners of shares held of record by such persons at 
UWR's expense. In addition, UWR has retained Georgeson and Company Inc. to assist in the solicitation of 
proxies for a fee of $8,000 and reimbursement for out-of-pocket expenses. 

Holders ofUWR stock should 1Iot send their stoek certificates with their proxy cards.. Ifthe merger 
is consummated~ we will infonn you of the procedures for the exchange of your UWR stock certificates 
for the cash consideration to which you will be entitled. See "THE MERGER AGREEMENT-ExcJumge 
ofCertijicQtes." 
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TIlE MERGER 

This section ofthe proxy statement, as well as the next section entitled "The Merger Agreement," 
describes certain aspects of the merger. These sections highlight key infonnation about the merger and the 
Merger Agreement but they may not include all the infonnation that you would like to know. The Merger 
Agreement is attached as Annex A to this proxy statement. We urge you to read the Merger Agreement in its 
entirety. 

Overview 

On August 20, 1999, UWR, LAH, LAH Acquisition and SLDE entered into an Agreement and Plan of 
Merger. This agreement is referred to in this proxy statement as the "Merger Agreement." The Merger 
Agreement contemplates a merger in which LAH Acquisition, a wholly-owned subsidiary of LAH, will merge 
into UWR, with UWR as the surviving corporation. After the merger, UWR would continue to conduct its 
businesses as a wholly-owned subsidiary of LAH. 

The merger is subject to the approval of UWR stockholders. The affirmative vote of each of two-thirds of 
all of the outstanding shares of UWR common stock (other than shares owned by LAH or certain affiliates of 
LAH), (ii) and two-thirds of all of the outstanding shares of series A preference stock, and (iii) a majority of 
the shares of common stock voting at the special meeting is required in order to consummate the merger. In 
addition, completion of the merger is subject to obtaining approval under the Hart-Scott-Rodino Antitrust 
Improvements Act of 1976, as amended, and approval from a number of state utility commissions. 

In this proxy statement, we refer to the time when the merger is completed as the "effective time" of the 
merger. 

At the effective time of the merger, each issued and outstanding share of UWR common stock (other than 
shares owned, directly or indirectly, by UWR, LAH or any of their respective wholly-owned subsidiaries) will 
be converted into the right to receive $35.00, without interest. 

At the effective time of the merger, each issued and outstanding share of series A preference stock (other 
than shares owned, directly or indirectly, by UWR, LAM or any of their respective wholly-owned subsidiaries) 
will be converted into the right to receive $29.17 in cash, without interest. (This amount is equal to $35.00 
multiplied by the .83333 shares of common stock into which each share of series A preference stock is 
convertible. ) 

Certain EtTects of the Merger 

If the merger is consummated, the interest of LAH in UWR's net book value and net earnings will equal 
100% and LAH will be entitled to all benefits resulting from such interest, including all income generated by 
UWR's operations and any future increase in UWR's value. Similarly, LAH will also bear the risk of losses 
generated by UWR's operations and any future decrease in the value of UWR after the merger. From the 
effective time of the merger, current stockholders of UWR will cease to have any equity interest in UWR, will 
not have the opportunity to participate in the earnings and growth of UWR after the merger and will not have 
any right to vote on corporate matters. Similarly, stockholders will not face the risk of losses generated by 
UWR's operations or decline in the value of UWR after the merger. 

It is currently expected that, following the merger, the business and operations of UWR will generally 
continue as they are currently being conducted. LAH currently intends to cause UWR's operations to continue 
to be run and managed by, among others, UWR's existing executive officers, and expects that certain of the 
directors of UWR will continue to serve on the board of directors of UWR, although LAH intends to review 
the composition of the boards of directors (or similar governing bodies) of UWR and its subsidiaries and to 
cause the election to such boards of directors (or similar governing bodies) of certain of its representatives. 
LAH will continue to evaluate all aspects of the business, operations, capitalization and management of UWR 
.prior to and after the consummation of the merger and will take such further actions as it deems appropriate 
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under the circumstances then existing. LAH is evaluating potential acquisitions of other water and/or 
wastewater services businesses, with the participation of UWR where permitted by applicable confidentiality 
agreements and the Merger Agreement. These evaluations may lead to an extraordinary corporate transaction. 
However, there can be no assurance that any such transactions or acquisitions will occur. 

Shares of UWR common stock are currently traded on the New York Stock Exchange. Following the 
consummation of the merger. UWR common stock will no longer be quoted on the New York Stock Exchange, 
and the registration of UWR common stock under the Exchange Act will be terminated. Accordingly. after the 
merger there will be no publicly traded equity securities of UWR outstanding, and UWR will no longer be 
required to file periodic reports with the Securities and Exchange Commission. 

Following the merger, LAH expects that UWR's board of directors will review UWR's policy of declaring 
regular quarterly dividends and may modify the amount or the frequency of the dividends. 

Following the merger. SLOE and LAH also expect to review the effect of the merger on the ownership 
structure of UWR. LAH and their affiliates and may simplify or otherwise modify the ownership of entities 
within the group. 

Except as otherwise discussed in this proxy statement, LAH has no present plans or proposals that would 
result in any extraordinary corporate transaction. such as a merger, reorganization,liquidation involving UWR 
or any of its subsidiaries, or sale or transfer of a material amount of assets of UWR or any of its subsidiaries or 
in any other material changes to UWR's capitalization. dividend policy, corporate structure, business or 
composition of the board of directors or the management of UWR. 

However. none of the above will affect existing non-LAH stockholders as they will no longer hold an 
equity interest in UWR after the effective time of the merger. 

Background of the Merger 

During the last several years, the UWR board explored the possibility of participating in the general 
consolidation in the United States water industry through a business combination 'with a similar sized water 
company or the acquisition of a smaller water company. The board also considered making acquisitions jointly 
with LAH. In both cases, the UWR board determined that the premium UWR would have to pay would make a 
significant transaction dilutive to its stockholders and would depress, rather than enhance, short and 
intermediate term stockholder value. 

At the end of the second quarter of 1999. in light of recent water service industry business combinations 
and their potential impact on UWR. the UWR board began to consider, among other strategic alternatives, 
enhancing stockholder value through a business combination of its own with, or a sale to, a larger company. 
The board considered pursuing a sale to LAH. which already owned approximately 30% of UWR's shares, as 
well as a sale of UWR to, or a business combination with, other companies. 

On June 10, 1999. Donald L. Correll, UWR's chairman and chief executive officer, met informally with 
certain UWR board members (specifically, Douglas W. Hawes, Jon F. Hanson and Lawrence R. Codey) 
without the board's LAH-affiliated members (specifically, Thierry Bouroie, Charles Chaumin and George 
Keane) to discuss both the option of a sale to LAH and alternatives to such a transaction. In order to explore 
such a path more fully. the board members present and Mr. Correll determined to hire a financial advisor and 
agreed that Mr. Correll would research and recommend a financial advisor to the board. 

The members of the board present at the June 10, 1999 informal meeting and Mr. Correll agreed that 
Mr. Correll should meet with LAH and SLOE to inform LAH and SLDE of UWR's interest in pursuing 
opportunities for a business combination with LAH or other industry leaders. On June 21, 1999, Mr. Correll 
met with Gerard Mestrallet, President of the Executive Board and Chief Executive Officer of SLOE; Francois 
Jaciot. Executive Vice President and member of the Executive Board of SLOE; Philippe Brongniart. member of 
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the Executive Board of SIDE and President of LAH; and Gerard Payen, Executive Vice President of the Water 
Division of SLOE, to inform them of UWR's interest. 

The UWR board met on July 8. 1999. At that meeting, Mr. Correll recommended that the board retain 
Morgan Stanley & Co. Incorporated as its financial advisor because of its general reputation and recent water 
services industry experience conducting the auction of Aquarion Water Company, a water services utility. The 
LAH-affiliated members of the board were then excused and the remaining members of the board received a 
presentation from Morgan Stanley regarding the potential value to UWR stockholders of a business 
combination with, or a sale to, a larger industry participant, including a sale to LAH. At the July 8th meeting, 
the board, without its LAH-affiliated members, also received a presentation from its legal advisors. LeBoeuf, 
Lamb, Greene & MacRae, L.L.P. regarding the' board's legal obligations in merger and acquisition transactions. 
The LAH-affiliated board members then re-joined the meeting and the entire board ratified the engagement of 
Morgan Stanley. The terms of Morgan Stanley's engagement were set out in a letter dated as of July 2, 1999. 

In addition, during the July 8, 1999 board meeting, Mr. Correll and certain UWR directors without the 
board's LAH-affiliated members discussed with Morgan Stanley and UWR's legal advisors the desirability of 
pursuing a business combination with industry leaders other than LAH. In these discussions, Morgan Stanley 
provided the board with a range of values that Morgan Stanley believed UWR could expect to receive if the 
company was exposed to the market place. Mr. Correll, the members of the UWR board present, Morgan 
Stanley and UWR's legal advisors discussed the procedures that the company could follow in an auction of the 
company. They also discussed the possibility that an auction might result in a lower price for UWR 
stockholders than the price that might possibly be obtained in a negotiated transaction with LAB. This 
discussion focused on the possibility that the interest of third parties seeking to purchase UWR might be 
adversely affected by a combination of factors such as LAH's 30% ownership interest in UWR, LAH's rights 
under the Governance Agreement between LAH and UWR and LAH's (or its affiliates') interest in the joint 
ventures between UWR and LAH (or their affiliates). 

Before the conclusion of the July 8 board meeting. the directors present instructed Mr. Correll to 
commence discussions with LAH to determine whether it would be possible to negotiate a transaction with 
LAH that was at least as favorable to UWR and its stockholders as could be expected to be achieved with an 
independent third party. The directors also indicated to Mr. Correll that if a satisfactory transaction could not be 
negotiated with LAH, they would consider the possibility of commencing negotiations with third parties 
through an auction or otherwise. 

On July 12, 1999, Gerard Payen and Charles Chaumin. Senior Vice President for North America of the 
Water Division of SIDE, met with Mr. Correll, Michael C.J. Fallon, Vice President of United Water 
Management and Services Inc., and certain UWR directors to discuss the procedure for determining whether, 
among other strategic alternatives, a sale to LAH would be advantageous to both sides. Those present at the 
meeting determined that financial advisors for both companies should meet separately with each other. UWR's 
and LAH's financial advisors met on July 27, 1999 to discuss, among other possibilities. the terms of a possible 
transaction between UWR and LAH. This meeting was followed by a meeting of the executives of the two 
companies on July 28, 1999 to discuss the results of the meeting between the financial advisors. At each of 
these meetings, LAH was informed that if it appeared that satisfactory terms for a transaction could not be 
reached with LAH, UWR intended to consider the possibility of commencing discussions with other parties 
about a possible transaction. 

On August 2, 1999 the board of UWR met again and reviewed the status of discussions between UWR 
and LAH. The LAH-affiliated board members were then excused and the remaining board members discussed 
whether it would be desirable to commence a formal auction of the company or approach other parties 
individually in order to obtain the best the price for the company's stockholders in a potential sale or business 
combination. The UWR board members present concluded that because of the complexities presented by an 
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auction, an auction would not be in the best interests of the UWR stockholders if a transaction could be 
negotiated with LAH that resulted in stockholders receiving a price at least as high as the high-end of the range 
of potential prices that UWR's financial advisors believed could be achieved in an auction. The UWR board, 
with the LAB-affiliated board members abstaining, authorized management to continue discussions with LAB 
and also authorized management to commence discussions with parties other than LAH regarding possible 
strategic alternatives for UWR when, and as, management deemed appropriate. 

Discussions between UWR and LAH continued throughout the first three weeks of August 1999. On 
August 18, 1999 in response to a significant increase in the trading values and volume of UWR stock, UWR 
announced that it was engaged in discussions regarding a possible business combination but did not name 
LAH. On August 18,1999, SIDE released a statement indicating that its subsidiary, LAH. was discussing a 
possible business combination with UWR. Final agreement on the terms of a sale to LAH was reached on 
August 20, 1999. 

At a special meeting held on August 20, 1999 the board of directors of UWR, without the participation of 
its LAH-affiliated members. reviewed and considered LAH's proposal. At this meeting, Morgan Stanley noted 
that. based on all measures that it believed relevant, the LAB offer provided more value, from a financial point 
of view. to UWR stockholders than any other recent, publicly announced transaction for acquisition of a 
comparable water services company. UWR's legal advisors also updated the UWR board on the terms of the 
proposed merger agreement with LAH and discussed other legal matters relating to the transaction. 

Following the board's review of the LAH proposal, the LAH-affiliated members of the UWR board were 
invited to join the meeting. The offer by LAH to acquire the company was then approved by the unanimous 
vote of the UWR board with the LAH members abstapling and then by a second unanimous vote with the LAH 
members voting in favor of the transaction. . 

Reasons for the Merger and Recommendation of the UWR Board of Directors 

UWR believes that the consideration to be paid in the merger exceeds the value for its stockholders that 
UWR would be able to achieve in the foreseeable future if UWR remained an independent company and 
exceeds the value that UWR stockholders would receive if UWR were able to sell to, or do a business 
combination with, a company other than LAH. As a result, the UWR board has unanimously (with its LAH­
affiliated members first abstaining and then joining in that approval) approved the Merger Agreement and 
determined that the merger is advisable for, fair to and in the best interests of UWR stockholders other than 
LAH. The UWR board unanimously (with its LAH-affiliated members first abstaining and then joining in the 
recommendation) recommends that the stockholders of UWR vote FOR adoption of the Merger Agreement. 

In determining that the merger maximizes stockholder value, the UWR board consulted with UWR's legal 
and financial advisors and considered a number of factors, including the following: 

• 	 The board's conclusion that UWR would not be able to achieve stockholder value equal to the 
purchase price being paid by LAH either through its current operations or through a business 
combination with a similar sized water company or acquisitions of smaller water companies. The 
UWR board believes that UWR is a well run company, and therefore. there is limited opportunity to 
greatly enhance stockholder value through simply continuing to operate its current businesses more 
efficiently or effectively. In light of the premiums being paid for acquiSitions in the water industry, 
and UWR's experience through participation as a bidder in auctions of other water companies, the 
UWR board believes that the premium it would be required to pay to expand UWR through 
acquisitions would be dilutive to its stockholders and would depress stockholder value in the short 
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and intermediate term. Furthermore, the UWR board is not convinced that in the long term, the 
strategy of acquisitions would necessarily result in a stock price that exceeds the price which could be 
achieved now through sale of the company to LAH. 

• Based on advice from Morgan Stanley, UWR's own experience in participation in water company 
auctions and the consideration paid in publicly announced transactions involving water companies, 
the board's conclusion that the price to be paid by LAH in the merger exceeds the consideration that 
UWR stockholders could reasonably expect to receive in a transaction with another party. 

• LAH's and SLDE's commitment to the United States water services business, as evidenced by 
SLDE's recent agreements to acquire Nalco Chemical Company and Calgon Corporation and the 
success of the United Water Services joint ventures with LAH, made it likely that LAH would pay as 
much or more for UWR than any other buyer. 

• The uncertainty as to the effect that LAH's ownership of approximately 30% of UWR's shares of 
common stock and LAH's rights under its Governance Agreement with UWR and other agreements 
between LAH and UWR would have on the price a third party woul~ be willing to bid for UWR. 
Pursuant to the terms of the Governance Agreement, UWR is required to provide LAH with 30 days' 
prior notice before it agrees to enter into a business combination with a third party. During that 30 
day period, LAH has the right to make an offer to UWR for acquisition of UWR and the right to 
acquire additional UWR shares in the open market. The UWR board believes, after consultation with 
its financial and legal advisors, that LAH's share ownership in UWR and UWR's rights and 
obligations under the Governance Agreement and other agreements with LAH and its affiliates, such 
as the North American Rights Agreement between LAH, UWR and other parties, the partnership 
agreement relating to UWR's investment in the United Kingdom and agreements to provide water 
services in Canada, Mexico and the United States through joint venture companies in which LAH is 
part owner, could adversely affect the price that a third party bidder would be willing to pay for 
UWR. 

• The written opinion of Morgan Stanley dated August 20, 1999 to the effect that, subject to, and based 
on, certain factors in its letter, the consideration to be paid to UWR stockholders in the merger was 
fair, from a financial point of view, to the holders of UWR common stock other than LAH and its 
affiliates. 

• Discussions with Morgan Stanley at the August 20, 1999 board meeting that, based on relevant 
measures, the LAH offer exceeded the consideration paid in recent comparable transactions. 

• The fact that the price of $35.00 per common share being paid by LAH, without regard to the 
increase in regular quarterly dividends which the UWR board has the right to and intends to pay in 
contemplation of the merger, represents a premium of approximately 52.3% over the $22.98 per share 
average closing price of UWR common stock for the 30 trading days immediately preceding UWR's 
announcement on August 18, 1999 that it was engaged in merger negotiations. 

• The UWR board's assessment that LAH has the financial capability to consummate the merger and 
the agreement by SLDE to stand behind LAH's financial obligations under the Merger Agreement. 

• The fact that the Merger Agreement requires the approval of two-thirds of UWR's common 
stockholders other than LAH, which allows for an informed vote of UWR's public stockholders on 
the transaction. 

• The terms and conditions of the Merger Agreement, including those relating to the ability of the 
UWR board to consider unsolicited offers from third parties prior to approval of the Merger 
Agreement by UWR stockholders. . 

The UWR board of directors has also considered (1) the risk that the benefits sought in the merger would 
not be obtained, (2) the risk that the merger would not be consummated, (3) the effect of the public 
announcement of the merger on UWR's sales, customer and supplier relationships, operating results and ability 
to retain employees, and on the trading price of UWR common stock, (4) the substantial management time and 
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effort that will be required to consummate the merger, (5) the impact of the merger on UWR employees, 
(6) the possibility that certain provisions of the Merger Agreement might have the effect of discouraging other 
persons potentially interested in a combination with UWR from pursuing such an opportunity and (1) other 
matters, including those described under "Forward Looking Statements". In the judgment of the UWR board 
of directors, the potential benefits of the merger outweigh these considerations. 

The foregoing discussion of the information and factors considered by the board of directors is not 
intended to be exhaustive but is believed to include all material factors considered by the board of directors. In 
view of the variety of factors considered in connection with its evaluation of the merger, the board of directors 
did not find it practicable to, and did not, quantify or otherwise attempt to assign relative weight to the specific 
factors considered in reaching its determination. In addition, individual members of the board of directors may 
have given different weights to different factors. In the course of its deliberations, the board of directors did not 
establish a range of values for UWR; however, based on the factors outlined above, the board of directors, by a 
unanimous vote, with its LAH-affiliated members first abstaining and then joining in the vote, determined that 
the Merger Agreement and the merger are advisable for, fair to, and in the best interest of, UWR and its 
stockholders. 

Opinion orUWR's Financial Advisor 

On July 2, 1999, Morgan Stanley was engaged by UWR to provide financial advisory services and a 
financial fairness opinion with respect to the fairness, from a financial point of view, of the consideration to be 
received by the holders of shares of UWR common stock other than LAH and its affiliates. Morgan Stanley 
was selected by UWR's board of directors to act as UWR's financial advisor based on Morgan Stanley's 
general qualifications, expertise, reputation and its knowledge of the business and affairs of the water and 
wastewater services industry. At a meeting of UWR's board of directors on August 20, 1999, Morgan Stanley 
rendered its opinion, subsequently confirmed in writing. that as of August 20, 1999, and based upon and subject 
to the various considerations noted in the opinion, the consideration to be received by the holders of shares of 
UWR common stock pursuant to the Merger Agreement was fair, from a financial point of view, to the holders 
of shares of UWR common stock other than LAH and its affiliates. Morgan Stanley subsequently confinned its 
opinion by delivering an updated opinion dated the date of this proxy statement. 

The opinion of Morgan Stanley dated the date or this proxy statement, which sets forth, among 
other things, the assumptions made, procedures followed, matters considered and limitations on the 
scope of review undertaken by Morgan Stanley in rendering its opinion is attached as Annex B to this 
proxy statement. The opinion is substantially simllar to the opinion of Morgan Stanley dated August 20, 
1999. UWR stockholders are urged to, and should, read the opinion carefuDy and in its entirety. 
Morgan Stanley's opinions are directed to UWR's board of directors and addresses only the fairness 
from a financial point of view of the consideration to be received by the holders of shares ofUWR 
common stock other than LAB and its aftillates pursuant to the Merger Agreement, as of the date of the 
opinion. Morgan Stanley's opinions do not address any other aspect of the merger and do not constitute 
a recommendation to any holder ofUWR common stock as to how to vote at the UWR special meeting. 
The summary of the opinion of Morgan Stanley, which is set forth in this proxy statement is qualified in 
its entirety by reference to the full text of such opinion. 

For purposes of its opinions, Morgan Stanley: 

• reviewed certain publicly available financial statements and other information of UWR; 

• 

• 

• 

reviewed certain internal financial statements and other financial and operating data concerning UWR 
prepared by the management of UWR; 

reviewed certain financial projections prepared by the management of UWR; 

discussed the past and current operations and financial condition and the prospects of UWR with 
senior executives of UWR; 
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reviewed the pro forma impact of the merger on SLDE's earnings per share, consolidated 
capitalization and financial ratios~ 

• 	 reviewed the reported prices and trading activity for UWR common stock; 

• 	 compared the financial performance of UWR and the prices and trading activity of UWR common 
stock with that of certain other comparable publicly-traded companies and their securities~ 

• 	 reviewed the financial terms, to the extent publicly available. of certain comparable acquisition 
transactions~ 

• 	 participated in discussions and negotiations among representatives of UWR, LAH and SLDE and 
their financial and legal advisors; 

reviewed certain material agreements between UWR and LAH; 

reviewed the draft Merger: Agreement and certain related documents; and 

• 	 performed such other analyses and considered such other factors as Mor:gan Stanley deemed 
appropriate. 

In rendering its opinions, Morgan Stanley assumed and relied upon, without independent verification, the 
accuracy and completeness of the information reviewed by it for the purposes of its opinions. With respect to 
the internal financial statements and other financial and operating data. including financial projections, 
Morgan Stanley assumed that they were reasonably prepared on bases reflecting the best currently available 
estimates and judgments of the prospects of UWR. In addition, Morgan Stanley assumed that the merger will 
be consummated in accordance with the terms set forth in the Merger Agreement Morgan Stanley has not 
made any independent valuation or appraisal of the assets or liabilities of UWR. Mor:gan Stanley's opinions are 
necessarily based on financial, economic, market and other conditions as in effect on and the information made 
available to it as of the dates of its opinions. 

The following is a brief summary of certain analyses performed by Morgan Stanley in connection with its 
opinion dated August 20, 1999. Certain of these summaries of financial analyses include information presented 
in a tabular format. In order fully to understand the financial analyses used by Morgan Stanley, the tables must 
be read together with the text of each summary. The tables alone do not constitute a complete description of 
the financial analyses. 

Comparative Stock Price Performance. Morgan Stanley reviewed the recent stock price performance of 
UWR and compared such performance with that of the following indices: 

• 	 U.S. regulated water company index which included eight companies: American Water Works 
Company, Inc., Philadelphia Suburban Corporation, E'town Corporation, California Water Service 
Group, American States Water Company, SJW Corp., Connecticut Water Service, Inc. and Middlesex 
Water Company; and 

• 	 Standard & Poor's 500 Index . 

The following table presents the change in the stock prices for these groups, as compared to the change in 
the stock prices of UWR common stock over the period from August 18, 1998 to August 18, 1999 and the 
period from May 18, 1999 to August 18, 1999. 

Pen:entagc Cbangc PcrccJJlagc change 
for tile Period for tile Period 

8fl8i!J8 to &'l.IY99 5Il8I9!J to 8118199 

U.S. regulated water company index .................... . 21.7% 17.4% 
Standard & Poor's 500 Index . . . . . . . . . . . . . . . . . . . ...... . 21.0% 0.0% 
UWR. ............... '.........•.................. 57.9% 32.3% 
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Comparable Public Company Analysis. As part of its analysis, Morgan Stanley compared certain 
financial information of UWR with that of a group of publicly-traded regulated water companies, (collectively, 
the "UWR Comparable Companies"). The comparable companies selected for UWR were as follows: 

UWR Comparable Companies 

American States Water Company 
American Water Works Company, Inc. 
California Water Service Group 
Connecticut Water Service, Inc. 
E'town Corporation 
Middlesex Water Company 
Philadelphia Suburban Corporation 
SJWCorp. 

The table below presents, as of August 18, 1999, the representative range for each of the ratios of price to 
forecasted fiscal 1999 and 2000 earnings, stock price to tangible book value (value of UWR's equity plus the 
face amount of outstanding debt and preferred stock) as of June 30. 1999, and price to the latest twelve-month 
("LTM") operating cash flow multiple, and the aggregate value to LTM EBITDA multiple and the aggregate 
value to LTM EBIT multiple. The earnings projections were based on earnings projections as reported by 
I/B/F/S International Inc., a provider of financial information, as of August 18, 1999. In the table below 
"LTM" means "lastest twelve-months". HEBITDA" means "earnings before interest. tax, depreciation and 
amortization" and HEBIT" means "earnings before interest and tax". 

Price to 
Forecasted 

1999 

~ 

Price to 
Forecasted 

2000 
Earnings 

Price to 
Tangible 

Book 
Value 

Price to 
operatIDg 
Cash Flow 

Aggregate 
Value to 

LTM 
EBITDA 

Aggregate 
Value to 

LTMEBIT 

UWR Comparable Companies ... 
UWR ...•.••.............. 

18.0 - 19.0 
18.0 

17.5 - 18.5 
17.1 

1.8 - 2.0 
2.2 

10.5 - 11.5 
Ii.! 

10.0 - 11.0 
11.1 

13.0 - 14.0 
15.4 

No company utilized in the comparable public company analysis as a comparison is identical to UWR. In 
evaluating the companies. Morgan Stanley made judgments and assumptions with regard to industry 
performance, general business. economic, market and financial conditions and other matters, many of which are 
beyond the control of UWR. such as the impact of competition on the business of UWR and the industry 
generally, industry growth and the absence of any material adverse change in the financial condition and 
prospects of UWR or the industry or in the financial markets in general. Mathematical analysis (such as 
determining an average or a median) is not in itself a meaningful method of using comparable public company 
data Based on this analysis, Morgan Stanley calculated per share values for UWR common stock ranging from 
$20.45 to $23.08. This range was also multiplied by a 40% control premium to determine a valuation range. 
Based on this premium, Morgan Stanley calculated per share equity values for UWR ranging from $28.64 to 
$3232. Morgan Stanley noted that the unaffected closing per share price of UWR common stock on August 
12, 1999 was $23.06. 

Discounted Cash Flow Analysis. Morgan Stanley performed a discounted cash flow analysis of UWR's 
core utility business and real estate operations and multiple analyses for its stakes in the water services business 
and the Northumbrian Partnership. For UWR's core utility and real estate operations, Morgan Stanley's 
discounted cash flow analysis was based on certain financial projections provided by UWR.'s management for 
the period 1999 through 2009. Unlevered free cash flow was calculated as net income available to common 
stockholders plus the aggregate of prefexred stock dividends. depreciation and amortization, deferred taxes, and 
other noncash expenses and after-tax net interest expense, less the sum of capital expenditures and investment 
in noncash working capital. Morgan Stanley calculated terminal values by applying a range of perpetual growth 
rate multiples to the unlevered free cash flow in fiscal 2009 and the cash-flow stre~s and terminal values were 
then discounted to the present using a range of discount rates representing an estimated range of the weighted 
average cost of capital for UWR. The range of discount rates utilized for the valuation of the core business was 
5.50%-7.00%. The range of perpetual growth rates applied for this exercise was 1.0% to 2.0%. 
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For UWR's stake in the water services business, Morgan Stanley applied revenue multiples of l.Ox-2.0x to 
projected 1999 operating revenues of $154.3MlvL For UWR's stake in the Northumbrian Partnership, 
Morgan Stanley examined a group of U.K. pUblicly-traded regulated water companies, (collectively, the 
"UK Comparable Companies"). The comparable companies selected for the Northumbrian Partnership were as 
follows: 

UK Comparable Companies 

Anglian Water pIc 

Thames Water pIc 

Kelda Group pIc 

Severn Trent pic 

Pennon Group pic 


The table below presents, as of August 18, 1999, the representative range for each of the ratios of price to 
tangible book value multiple as of March 31, 1998, and stock price to L TM operating cash Bow multiple, and 
the aggregate value to LTM EBIIDA and LTM EBIT multiples. 

Prleeto Aggregate 
Taqible Prlee to Value to Aggregate 

Book OperaUDg LTM Value to 
Value Cash Flow EBITDA LTMEBIT 

UK Comparable Companies. . . . . . . . . . . . . . . . . . .. 1.1 - 1.3 5.0 - 6.0 7.5 - 8.5 10.5 - 11.5 

Based on these analyses, Morgan Stanley calculated per share values for UWR ranging from $26.04 to $35.88. 

Analysis ofSelected Precedent Transactions. Using publicly available infonnation, Morgan Stanley 
considered six announced or completed transactions in the regulated water industry, which were deemed to be 
comparable to the merger. These transactions included: 

• Yorkshire Water pIc's acquisition of Aquarion Company 

• California Water Service Group's acquisition of Dominguez Services Corporation 

• American Water Works Company Inc.'s acquisition of National Enterprises 

• Enron Corp. 's acquisition of Wessex Water pic 

• Philadelphia Suburban Corporation's acquisition of Consumers Water Company 

Nipsco Industries Inc.'s acquisition of IWC Resources Corp. 

Morgan Stanley compared certain publicly available financial and market statistics of the above precedent 
transactions to the merger. The table below presents, as of August 18, 1999, the representative range for each 
of the ratios of price to those implied by LTM earnings multiple. and price to tangible book value multiple as 
of June 30,1999, and the aggregate value to LTM EBITDA and LTM EBIT multiples. 

Aggregate
Prieeto Prieeto Value to Aggregate

LTM Tauglble LTM Value to 


ElII'DiDgs Book Value EBITDA LTMEBIT 


Precedent Transactions ....•.............. 23.0 - 34.0 2.4 - 3.2 10.0 - 13.0 13.5 - 18.5 


Based on this analysis, Morgan Stanley calculated per share values for UWR ranging from $21.18 to $32.79. 

No transaction utilized as a comparison in the analysis of the above selected precedent transactions is 
identical to the merger, and, accordingly, an analysis of the results of the foregoing necessarily involves 
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complex considerations and judgments concerning differences in financial and operating characteristics of 
UWR and other factors that would affect the acquisition value of the companies to which it is being compared. 
In evaluating the above precedent transactions, Morgan Stanley made judgments and assumptions with regard 
to industry performance, general business, economic, market and financial conditions and other matters, many 
of which are beyond the control of UWR.. such as the impact of competition on UWR and the industry 
generally, industry growth and the absence of any adverse material change in the financial conditions and 
prospects of UWR or the industry or in the financial markets in general. Mathematical analysis (such as 
determining the mean or median) is not, in itself, a meaningful method of using precedent transactions data. 

Pro Forma Analysis ofthe Merger. Morgan Stanley reviewed the pro forma impact of the merger on 
SLOE's earnings per share ("EPS") for the fiscal years ended 2000 through 2004. The analysis was performed 
assuming completion of the merger at the beginning of this period, utilizing stand·alone IIB/FJS earnings 
estimated for the fiscal years ended 2000 through 2004 for UWR and SLOE prior to the inclusion of any 
synergies. Based on such analysis on an EPS basis, the merger would be dilutive post-goodwill to SLDE for 
the period 2000 through 2004 and accretive pre-goodwill in 2000, dilutive in 2001 and accretive for the period 
2002 through 2004. 

In connection with its opinion dated the date of this proxy statement, Morgan Stanley reviewed its analysis 
used to render its August 20, 1999 opinion by performing procedures to update certain analyses and by 
reviewing the assumptions upon which such analyses were based and the factors considered in connection with 
the August 20, 1999 opinion. 

In connection with the review of the merger by UWR's board of directors, Morgan Stanley performed a 
variety of financial and comparative analyses for purposes of giving its fairness opinion. The preparation of a 
fairness opinion is a complex process and is not necessarily susceptible to partial analysis or summary 
description. In arriving at its opinions; Morgan Stanley considered the results of all of its analyses as a whole 
and did not attribute any particular weight to any analysis or factor considered by it. Furthermore, 
Morgan Stanley believes that selecting any portion of its analyses, without considering all analyses, would 
create an incomplete view of the process underlying its opinions. In addition, Morgan Stanley may have given 
various analyses and factors more or less weight than other analyses and factors, and may have deemed various 
assumptions more or less probable than other assumptions, so that the ranges of valuations resulting from any 
particular analysis described above should not be taken to be Morgan Stanley's view of the actual value of 
UWR. 

In performing its analyses, Morgan Stanley made numerous assumptions with respect to industry 
performance, general business and economic conditions and other matters, many of which are beyond the 
control of UWR and SLDE. Any estimates contained in Morgan Stanley's analysiS are not necessarily 
indicative of future results or actual values, which may be significantly more or less favorable than those 
suggested by such estimates. The analyses performed were performed solely as part of Morgan Stanley's 
analysis of the fairness, from a financial point of view, of the consideration to be received by the holders of 
shares of UWR common stock, other than LA.H and its affiliates, pursuant to the Merger Agreement and were 
conducted in connection with the delivery of the Morgan Stanley opinions dated August 20, 1999 and dated the 
date of this proxy statement to UWR's board of directors. The analyses do not purport to be appraisals or to 
reflect the prices at which UWR common stock might actually trade. The consideration pursuant to the Merger 
Agreement and other terms of the Merger Agreement were determined through arm's length negotiations 
between UWR and SLDE and were approved by UWR's board of directors. Morgan Stanley provided advice to 
UWR during such negotiations; however, Morgan Stanley did not recommend any specific consideration to 
UWR or that any specific consideration constituted the only appropriate consideration for the merger. In 
arriving at its opinions, Morgan Stanley was not authorized to solicit, and did not solicit, interest from any 
party with respect to the acquisition of UWR or any of its assets, nor did Morgan Stanley negotiate with any 
parties, other than LAH and SLDE. Morgan Stanley's opinion dated August 2£),1999 was one of many factors 
taken into consideration by UWR's board of directors in making its decision to approve the Merger Agreement 
and the transactions contemplated by it. Consequently, the Morgan Stanley analyses described above should not 
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be viewed as determinate of the opinion of UWR.'s board of directors with respect to the value of UWR or to 
whether or not the UWR. board of directors would have been willing to agree to a different consideration. 

UWR's board of directors retained Morgan Stanley based upon Morgan Stanley's qualifications. 
experience and expertise. Morgan Stanley is an internationally recognized investment banking and advisory 
finn. Morgan Stanley, as part of its investment banking and financial advisory business, is continuously 
involved in the valuation of businesses and securities in connection with mergers and acquisitions. negotiated 
underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private placements 
and valuations for corporate and other purposes. In the ordinary course of Morgan Stanley's trading and 
brokerage activities. Morgan Stanley or its affiliates may at any time hold long or short positions. may trade or 
otherwise effect transactions for its own account or for the account of customers in the equity or debt securities 
of UWR or SLDE. 

Morgan Stanley has been retained by UWR. to act as financial advisor to UWR with respect to the merger. 
Pursuant to a letter agreement dated July 2,1999 between UWR and Morgan Stanley, Morgan Stanley is 
entitled to (i) an: advisory fee of approximately $50,000 to $}OO,OOO which is payable in the event the 
transaction is not consummated and (ii) a transaction fee equal to approximately $6,000,000, which is payable 
as follows: one-third upon announcement of the transaction. one-third upon approval of the transaction by 
UWR stockholders and one-third upon closing of the transaction. Any amounts paid or payable to Morgan 
Stanley as advisory or announcement fees will be credited against the transaction fee. UWR has also agreed to 
reimburse Morgan Stanley for its expenses in performing its services. In addition. UWR has agreed to 
indemnify Morgan Stanley and its affiliates. their respective directors, officers, agents and each person, if any, 
controlling Morgan Stanley or any of its affiliates against certain liabilities and expenses, including certain 
liabilities under the federal securities laws, related to or arising out of Morgan Stanley's engagement and any 
related transactions. In the past, Morgan Stanley & Co. Incorporated and its affiliates have provided financial 
advisory and financing services for SLDE and have received fees for the rendering of these services. 

Financial Projections of UWR 

Following are certain financial projections provided by UWR management to its board of directors 
including its LAH-affiliated members at its July 8, 1999 meeting. The projections were subsequently provided 
to Rothschild Inc. and Morgan Stanley. The projected results for fiscal year 1999 set forth in the projections 
were based upon actual results through March 1999 and management forecasts for the remainder of fiscal 1999. 
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UWR Consolidated Statement of Income 

Years Ended December 31, 1998-2003 
(thousands of dollars) 

Actual- Projected 

l.998 1999 2000 2001 2002 2003 

Operating revenues ................ $356,210 $367,040 $364,503 $379,361 $396,693 $408,516 

Operating expenses and taxes 
Operations . . . . . . . . . . . . ....... 147,090 153,322 139,909 145,087 150,153 153,099 
Maintenance. . . . . . . . . . . . . . . ... 21,297 22,538 22,476 22,487 22,463 22,403 
Depreciation ..........•....... 39,9SO 44,491 41,771 43,367 44,539 45,502 
General taxes . . .. . . . . . . . . . . . . . SO,273 54,784 53,541 54,707 56,188 57,644 

Total operating expenses and 
taxes ......•........... 258,610 275,135 257,697 265,647 273,343 278,649 

Operating income .............. ... 97,fIX) 91,905 106,806 113,114 123,350 129,867 
Other income 

Investments, acquisitions & 
divestments (net of tax) ........ 5,894 8,255 9,165 9,263 8,645 

AFUDC .....•..••..•.....•.. 4,567 2,289 3,142 1,950 1,733 1,722 
Other, (net) ......•........... 1,959 7,962 366 51 2 21 
Equity earnings (net of interest 

expense) ................... 6,491 6,940 3,228 5,012 5,077 8,920 

Total other income . . . . . . . . . . . . . 13,017 23,085 14,990 16,178 16,075 19,308 

Gross Income ........... ......... 110,617 114,990 121,796 129,892 139,424 149,175 

Interest and other charges 
Interest on long-term debt & 

amortization . . . . . . . . . • . . . . . . 36,036 39,521 35,223 35,547 36,113 36,037 
Other interest expense ........•• 4,921 4,749 5,935 6,405 6,537 6,248 

Total interest & other charges ..... 40,957 44,270 41,158 41,953 42,649 42,285 

Profit before taxes & preferred 
dividends ...................... 69,660 70,7'2D 80,638 87,939 96,775 106,890 

Provision for income taxes ........... 

Net Income ...................... 

19,450 

SO,21° 
18,799 

51,921 

23,502 

57,136 

26,251 

61,688 

29,918 

66,857 

33,683 

73,'2D7 

Preferred and preference stock 
dividends ...................... 6,281 4,886 2,867 2,143 1,841 1,537 

Net income applied to common stock ... $ 43,929 $ 47,035 $ 54,269 $ 59,545 $ 65,016 $ 71,670 

Average shares outstanding .. . ....... 37,028 38,578 39,331 39,854 40,379 41,178 
Earnings per share . . . . . . . . . . . . . . ... $1.19 $1.22 $1.38 $1.49 $1.61 $1.74 

UWR does not, as a matter of course, make public its forecasts or projections as to the future sales, 
earnings or other income statement data, cash flows or balance sheet and financial position information. The 
above summary of these projections is included in this proxy statement solely because the projections were 
made available to LAH and its affiliates and Morgan Stanley. The projections do not reflect any of the effects 
of the merger or other future adjustments that may be appropriate concerning UWR and its assets, business, 
operations, properties, policies, corporate structure, capitalization and management in light of the circumstances 
then existing. 

During the period from July 8 through August '2D, 1999, Morgan Stanley conducted diligence on UWR 
and its affiliates and discussed various aspects of UWR's business with its management. Based on these 
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discussions, an adjusted set of projections was prepared For UWR's core utility business and real estate 
operations, Morgan Stanley's discounted cash flow analysis was based on the adjusted projections. These 
adjusted projections differed from those dated as of July 8, 1999, generally, in that the adjusted projections 
were extended through the year 2009, they included updated information regarding projected operating 
revenues and operating income (which did not differ materially from the amounts included in the projections 
dated as of July 8, 1999) and they eliminated anticipated income from investments, acquisitions and 
divestments that was considered speculative. 

Other than as described above, UWR has not updated the projections to reflect changes that have occurred 
since their preparation. UWR believes the assumptions were reasonable at the time the projections were 
prepared, given the information known by its management at such time. 

UWR did not prepare the projections with a view toward public disclosure or compliance with published 
guidelines of the Securities and Exchange Commission or the American Institute of Certified Public 
Accountants regarding forward looking information or generally accepted accounting principles. UWR's 
independent auditors, have not, and other independent accountants have not, compiled, examined or performed 
any procedure with respect to the prospective financial information contained in the projections. and they have 
not expressed any opinion or given any form of assurance on the projections or their achievability, and assume 
no responsibility for and disclaim any association with, such prospective information. Furthermore the 
projections necessarily make numerous assumptions, many of which are beyond the control of UWR and may 
not prove 10 have been and may no longer be accurate. Additionally, this information does no1 reflect revised 
prospects for UWR's businesses, changes in the general business and economic conditions, or any other 
transaction or event that has occurred or that may occur and that was not anticipated at the time the projections 
were prepared. Accordingly, the projections are not necessarily indicative of current value or future 
performance, which may be significantly more favorable or less favorable than described below, and should not 
be regarded as a representation that they will be achieved. 

THE PROJECTIONS ARE NOT GUARANTEES OF PERFORMANCE. THEY INVOLVE RISKS, 
UNCERTAINTIES AND ASSUMPTIONS. THE FUTURE RESULTS OF UWR AND UWR'S VALUE MAY 
MATERIAlLY DIFFER FROM THE PROJECTIONS. MANY OF THE FACIORS THAT WilL 
DETERMINE THESE RESULTS AND VALUES ARE BEYOND UWR'S ABIliTY TO CONTROL OR 
PREDICT. HOLDERS OF THE COMMON STOCK. ARE CAUTIONED NOT TO PLACE UNDUE 
RELIANCE ON THE PROJECTIONS. THERE CAN BE NO ASSURANCE THAT THE PROJECTIONS 
WILL BE REALIZED OR THAT UWR'S FUTURE FINANCIAL RESULTS WilL NOT MATERIAlLY 
VARY FROM THE PROJECTIONS. UWR DOES NOT INTEND TO UPDATE OR REVISE THE 
PROJECfIONS. 

SIDE's and LAlI's Belief Tlult The Merger is Fair To UWR's UnajJiliated Stockholders 

Each of SLOE. LAH and LAH Acquisition reasonably believes that the merger is fair to UWR's 
unaffiliated stockholders. This belief is based on, among other things, SLOE's and LAH's experience in 
owning. managing, operating and divesting water companies, including water companies in the United States, 
and on its experience as a stockholder of UWR and as a joint venture partner with UWR in United Water 
Services. This view is also based on the fact that the terms and conditions of the merger, including the amount 
of the consideration to be paid to UWR's unaffiliated stockholders, were arrived at through ann's length 
negotiations between LAH and independent representatives of UWR. This belief is further supported by the 
understanding of SLOE, LAH and LAH Acquisition, based on discussions with and advice from their financial 
advisor, Rothschild Inc., as well as other publicly available information, that the consideration that the 
unaffiliated UWR stockholders will receive in the merger is at least equivalent to the consideration paid by the 
acquirers in other recent acquisitions of United States water companies, measured by relevant valuation 
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methods, and represents a substantial premium over the market price of their shares prior to the announcement 
of the merger discussions between UWR and LAH. No director of SLDE, LAH or LAH Acquisition dissented 
to or abstained from voting on the merger. 

Rothschild as Financial Advisor to SLDE and LAB 

Rothschild Inc. has served as financial advisor to SLOE and its wholly-owned subsidiary LAH with 
respect to certain strategic alternatives regarding LAH's investment in UWR. SLOE did not request that 
Rothschild provide any opinion as to the fairness of the consideration to be received by holders of shares of 
UWR common stock pursuant to the Merger Agreement. In addition, although Rothschild, as financial advisor 
to SLOE and LAH, provided SLDE and LAH with advice as to the amount of consideration to be paid by LAH 
in the merger, SLOE did not request that Rothschild make any recommendation to the supervisory board of 
SLOE in this regard, the amount of consideration to be paid by LAH in the merger having been determined by 
SLOE's and LAH's senior management, in consultation with Rothschild. through active negotiations with 
UWR. 

In connection with its role as financial advisor, Rothschild, among other things: (i) analyzed certain 
publicly available historical financial statements and other historical information concerning UWR prepared by 
UWR; (ii) reviewed the recent reported prices and trading activity for the common stock of UWR; (iii) 
compared the financial perfonoance of UWR and the prices and trading activity of the common stock of UWR 
with that of certain other comparable publicly traded companies and their securities; (iv) reviewed certain 
financial projections for UWR that were based on both publicly available information and confidential 
infonnation prepared by UWR for its board, which includes certain LAH-affiliated members, and which UWR 
made available to Rothschild. including details of estimated and forecasted operating and financial performance 
of UWR; (v) reviewed the tenos of precedent transactions deemed relevant by Rothschild. to the extent 
publicly available; (vi) reviewed the Merger Agreement, and certain related documents; and (vii) conducted 
such other studies and analyses as it deemed appropriate. Rothschild did not assume any responsibility for 
conducting a physical inspection of the properties or facilities of UWR or for making or obtaining any 
independent valuation or appraisal of the assets or liabilities of UWR nor was Rothschild furnished with any 
such appraisals. 
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The following is a brief summary of the material financial and comparative analyses Rothschild performed 
in connection with its advice to SIDE and LAH. 

Comparable Publicly Traded Companies Analysis of UWR. Rothschild reviewed and compared certain 
actual and projected financial, operating and stock market information of companies in lines of business 
Rothschild believed to be comparable to those of UWR. While there were no public companies with precisely 
the same mix of business and financial condition as UWR. Rothschild believed the most relevant comparable 
companies to UWR to be American Water Works Corporation, Inc., Philadelphia Suburban Corporation, E' 
Town Company, Middlesex Water Company and Connecticut Water Services, Inc. (for the purpose of this 
section, the "Comparable Companies"). The results of Rothschild's analysis are set forth below. For the 
purposes of this section, Enterprise Value means equity market value (based on the closing market prices of the 
Comparable Companies for· the 12 months ending on August 17, 1999) plus net debt EBITDA means earnings 
before interest, taxes, depreciation and interest. EBIT means earnings before interest and taxes; and LTM 
means latest twelve-months. 

Summary of Comparable Companies Analysis 

Range~ 
Enterprise Value as a multiple of LTM revenues .................................. . 4.42x - 5.34x 
Enterprise Value as a multiple of LTM EBITDA ................................. . 9.7x - 126x 
Enterprise Value as a multiple of LTM EBIT ..................•.................. 13.1x - 16.6x 
Market value as a multiple of LTM net income ................................... . 16.8x - 25.Ox 
Price as a multiple of estimated 1999 earnings per share . • • . . . . • • • • . • • • • . • • • . . • •.•••• 17.6x - 21.5x 
Price as a multiple of estimated 2000 earnings per share •.••.•...•••••••.•.•.•••••••. 16.7x - 18.4x 
Market value as a multiple of book value ................................•....... 1.84x - 2.53x 

Based on the foregoing data, other data deemed relevant for the Comparable Companies and the 
projections for UWR prepared by the management of UWR for its board, Rothschild performed a public market 
valuation analysis. Assuming a 30% change of control premium, this analysis indicated equity value reference 
ranges of approximately $31.19 to $35.87 for each share of UWR common stock. As noted above, no company 
used in the public market valuation analysis is comparable to UWR. Accordingly, any analysis of the value of 
the shares of UWR common stock based on the Comparable Companies involves complex considerations and 
judgments concerning differences in potential financial and operating characteristics of the Comparable 
Companies and other factors in relation to the trading and acquisition values of the Comparable Companies. 

Selected Precedent Transaction Analysis. Rothschild reviewed and analyzed publicly available financial 
information relating to selected announced or completed merger and acquisition transactions in the regulated 
water industry between September 1996 and June 1999 (for the purposes of this section, the "Water Industry 
Transactions"). Rothschild believes that the reasons for, and the circumstances surroUnding. each of the 
transactions analyzed were diverse and the characteristics of such transactions involved were not directly 
comparable to the merger or to UWR and that the merger and acquisition transactions environment varies over 
time because of macroeconomic factors such as interest rate and equity market fluctuations and microeconomic 
factors such as industry results and growth expectations. 

Based on the Water Industry Transactions and the operating projections for UWR prepared by the 
management of UWR for its board, this analysis indicated implied equity value reference ranges of 
approximately $3239 to $35.39 per share of UWR common stock. As noted above, no transaction reviewed 
was identical to the merger and, accordingly, an assessment of the results of this analysis necessarily involves 
complex considerations and judgments concerning differences in financial and operating characteristics of 
UWR and other factors that would effect the acquisition value of the companies to which UWR was compared. 

Discowzted Cash Flow Analysis ofUWR. Based upon the projections for UWR prepared by the 
management of UWR for its board, Rothschild considered that the net present value of UWR's future 
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consolidated cash flows and the present value of the implied terminal value less net UWR debt indicated net 
present values per share of UWR common stock ranging from approximately $33.02 to $38.95 on the basis of 
mid-range assumptions of discount rates of 6.75% to 7.25% and a 2008 perpetuity growth rate of 3%. 

Average Acquisition Premium Analysis. Rothschild analyzed the implied consideration per share of UWR 
common stock based on the levels of premiums paid in selected acquisition transactions (for purposes of this 
section, the "Selected Transactions"). Rothschild believes that the reasons for, and circumstances surrounding, 
each of the transactions analyzed were diverse and the characteristics of such transactions and the companies 
involved were not directly comparable to the merger or to UWR. Based on average premiums in Selected 
Transactions ranging from 25% to 40%, in each case in relation to trading prices on the trading day 
immediately prior to the respective public announcements of such selected transactions, this analysis indicated 
a value per share of UWR common stock ranging from $28.72 to $32.15 based on a 30 day average closing 
price of $22.98 for the UWR common stock as of the date prior to the announcement by UWR that it was 
considering strategic alternatives. 

"Sum-of-the~Pans" Analysis/or UWR. Rothschild also considered a pre-tax "sum-of-the-parts" analysis 
for each segment of UWR. The segments analyzed were as follows: 

• UWR's water utility business 

• UWR's equity investment in the Northumbrian Partnership 

• UWR's equity investment in the United Water Services joint ventures 

• UWR's real estate operations and other investments 

Summary of Sum-of-the-Parts Analysis 

Per Share Value 

Low ~ 

Water Utility Business ....................................•............•.. $30.20 $32.96 

Investtnent in Northumbrian Partnership .....•................. " .............. . $ 2.83 $ 3.27 

Investment in United Water Services ........•................................. $ 1.68 $ 2.16 

Real Estate and Other Investments .......................................... . $ 2.16 $ 2.40 

Less UWR debt . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ....... . $ (3.69) $ (3.69) 

Sum-of-the-Parts Value .....................................•.•...... ; ... . $33.18 $37.10 


In connection with its role as financial advisor to SLOE. Rothschild analyzed various other strategic 
options available with respect to LAH's stake in UWR, including the sale of its stake to a strategic buyer, 
renegotiating the agreements that govern the relationship between UWR and LAH and SLDE, and maintaining 
the status quo. 

Rothschild's analyses were based on information then available and the best economic assumptions 
available to it at that time and various other factors. Rothschild's views do not constitute an opinion as to a fair 
valuation of UWR or the shares of UWR common stock. or the optimum price to be achieved by the 
stockholders of UWR, nor do Rothschild's analyses purport to be a comprehensive review of all options 
available to UWR. Since Rothschild's views described above are inherently subject to uncertainty, none of 
SLDE, LAB, Rothschild or any other person assumes responsibility for their accuracy or for reliance by any 
stockholder of UWR upon them. 

SLOE retained Rothschild to act as its advisor based upon Rothschild's qualifications, experience and 
expertise. Rothschild is an internationally recognized investment banking firm and, as a part of its investment 
banking business, is engaged in the rendering of merger and acquisition advice, the valuation of businesses and 
their securities in connection with mergers and acquisitions, negotiated underwritings, private placements and 
valuations for corporate and other purposes. Rothschild may actively trade the equity securities of UWR for its 
own account and for the account of its customers and, accordingly, may at any time hold a long or short 
pOSition in such securities. 
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Except as described herein, neither SLDE nor LAH has obtained, or sought to obtain, any report, opinion 
or appraisal from an outside party. 

Potential Con8icts of Interest of Certain Persons in the Merger 

In considering the recommendation of UWR's board of directors with respect to the Merger Agreement, 
stockholders should be aware that certain directors and executive officers of UWR have interests that may 
present them with potential conflicts of interest in connection with the merger. UWR's board of directors is 
aware of the conflicts described below and considered them along with other matters in recommending that 
UWR stockholders vote to approve the Merger Agreement. 

UWR has issued to certain of its directors and executive officers options to purchase shares of UWR 
common stock under its Management Incentive Plan and shares of restricted common stock under its Directors' 
Restricted Stock Plans. At the effective time of the merger, all holders of options to purchase UWR common 
stock, will receive in exchange for the cancellation of their options a cash payment per share equal to the 
excess of $35.00 over the applicable exercise price. In addition, each outstanding share of restricted common 
stock issued under the Directors' Restricted Stock Plans will become fully vested at the effective time of the 
merger and will be simultaneously converted into the right to receive a cash payment of $35.00 per share. 

Approval of the merger by shareholders of UWR will constitute a change of control of UWR under the 
employment agreements between UWR and several UWR executive officers, including Messrs. Correll, 
Simunovich, DeMicco, McGlynn, and Fallon. The exact terms of the employment agreements vary. Generally, 
however, the agreements entitle the executives to severance payments and benefits if, following a change of 
control, UWR tenninates the executive's employment for other than cause or if the executive tenninates 
employment for good reason. Cause is generally defined in the agreements to include actions, such as the 
executive's failure to perform his or her duties, the willful engaging of the executive in misconduct. or the 
executive's conviction of a felony, if such actions would cause material injury to UWR. Good reason is defined 
in the agreements to include, among other things, a reduction in the executive's base salary, an adverse change 
in the executive's duties or responsibilities, and, in all but one of the agreements, a change of the executive's 
place of employment to one that is more than 50 miles from where the executive is currently working. 
Additionally, Mr. Correll's agreement provides that severance payments and benefits will be paid following a 
tennination or resignation for any reason during the six month period following the consummation of a 
transaction that constitutes a change of control and the agreements of Messrs. Simunovich, DeMicco and Fallon 
provide that severance payments and benefits will be paid following a tennination or resignation for any reason 
during the thirteenth month following the consummation of a transaction that constitutes a change of control. 
Severance benefits provided under the agreements include the following: 

• a payment equal to two or three hundred percent of the executive's annual base salary and annual 
target bonus; 

• continued participation for 18 or 24 months in employee benefit plans in which the executive is 
entitled to participate, or the cash equivalent if continued participation is not possible; and 

• payment of the executive's nonqualified supplemental retirement plan benefit, assuming for purposes 
of determining the benefit that it is fully vested, and that the executive has attained at least age 55 
with at least 10 years of service under the plan. 

The agreements also provide for an additional payment, if required, to make the executives whole for any 
excise tax imposed by Section 4999 of the Internal Revenue Code. 

It is presently estimated that the value of the severance payments and benefits, including the excise tax 
gross-up payments, to which the named executive officers would become entitled under their employment 
agreements, assuming for this purpose that each executive's employment was terminated for one of the reasons 
set forth above following UWR shareholder approval of the merger, would be as follows: Mr. Correll, 
$4,343,()(X); Mr. Simunovich, $2,l20,()(X); Mr. DeMicco, $1,880,()(X); Mr. McGlynn, $700,()(X); and Mr. Fallon, 
$1,880,()(X). 
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Indemnification and Insurance 

The Merger Agreement provides that after the effective time of the merger, LAH, and UWR will, to the 
fullest extent permitted by applicable law, indemnify each of the past and present officers and directors of the 
parties and their subsidiaries, as well as anyone who becomes an officer or director after the date of the Merger 
Agreement but prior to the effective time, against: 

• liabilities and expenses (including attorneys' fees) arising out of actions or omissions by such person 
at or prior to the effective time of the merger and based on the fact that such person is or was a 
director or officer of a party to the Merger Agreement or one of their subsidiaries; and 

• all such liabilities to the extent they arise out of the Merger Agreement. 

LAH is also required to maintain directors' and officers' liability insurance policies for six years following 
the effective time of the merger for the benefit of the persons currently covered by such policies of UWR or its 
subsidiaries, although LAH is not, however, required to spend in any year more than 200% of the annual 
aggregate premiums currently paid by UWR for such insurance. 

Federal Income Tax Consequences 

The receipt of cash by each holder of shares of common stock and series A preference stock pursuant to 
the Merger Agreement will be a taxable transaction for U.S. federal income tax purposes and may also be a 
taxable transaction under applicable state, local, foreign and other tax laws. 

Generally, a stockholder of UWR who receives cash in exchange for shares of UWR common stock or 
series A preference stock pursuant to the merger will, for U.S. federal income tax purposes, recognize gain or 
loss equal to the difference between the amount of cash received and such stockholder's adjusted tax basis in 
the UWR common stock or series A preference stock exchanged. If the UWR common stock or series A 
preference stock is held by a stockholder as a capital asset, gain or loss recognized by the stockholder will be a 
long-term capital gain or loss if the stockholder has held the common stock for more than one year. In the case 
of a noncorporate taxpayer. the current "maximum U.S. federal income tax rate on net capital gains generally is 
20%. 

Payments of cash to a holder of shares of UWR common stock or series A preference stock are generally 
subject to information reporting requirements. "Backup" withholding at a rate of 31 % will apply to such 
payments, unless the holder furnishes its taxpayer identification number in the manner prescribed in the 
applicable U.S. Treasury regulations, certifies that such number is correct, certifies as to no loss of exemption 
from backup withholding and meets certain other conditions. Any amounts withheld under the backup 
withholding rules will be allowed as a refund or credit against the holder's U.S. federal income tax liability if 
the required information is furnished to the Internal Revenue Service. Such "backup" withholding can be 
avoided if a stockholder properly completes the letter of transmittal that the exchange agent will mail to each 
stockholder as soon as reasonably practicable after the effective time of the merger, and includes in such letter 
the stockholder's correct taxpayer identification number. 

The discussion set forth above as to the material federal income tax consequences of the merger is based 
upon the provisions of the Internal Revenue Code of 1986, as amended, applicable U.S. Treasury regulations. 
judicial decisions and current administrative rulings, all as in effect on the date of this proxy statement and all 
of which are subject to change at any time possibly with retroactive effect. This discussion dces not address 
any aspect of state,local or foreign taxation. No rulings have been, or will be, requested from the Internal 
Revenue Service with respect to any of the matters discussed. There can be no assurance that future legislation, 
regulations, administrative rulings or court decisions will not alter the tax consequences described above. 

This discussion does not purport to be a complete analysis or discussion of all potential tax etTects 
relevant to the merger. The foregoing discussion may not be applicable with respect to certain shares 
received pursuant to the exerdse of employee stock options or otherwise as compensation or with respect 
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to holders of shares who are subject to special tax treatment under the U.s. httemal Revenue Code of 
1986, as amended, such as non-U.S. persons, life insurance companies, tax-exempt OI'ganizations and 
financial institutions, and may not apply to a holder of shares in light of that holder's individual 
circumstances. Stockholders are urged to consult their own tax advisers to determine the particular tax 
consequences of the merger to them (including the application and efl'ect of any state, local or foreign 
income and other tax laws) of the merger. . 

Regulatory Matters 

UWR has public utility subsidiaries which operate in thirteen states. While certain of the relevant state 
statutes are subject to interpretation regarding their applicability to this transaction, UWR believes that 
approvals of the state public utility regulatory commissions in at least ten states are required. These 10 states 
are Arkansas, Connecticut, Delaware, Florida. lllinois, Missouri, New Jersey, New York, Pennsylvania and 
Virginia. Filings for such approvals are expected to be made during the month of October 1999. The Merger 
Agreement requires UWR to use all commercially reasonable efforts to obtain the necessary approvals as soon 
as practicable. While there can be no guarantee as to whether or when these approvals will be finally obtained, 
UWR believes that all approvals will be received during the first half of the year 2000. 

Antitrust Regulation. Under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended, 
and the related rules promulgated by the Federal Trade Commission, the merger may not be consummated until 
notifications have been given and certain information has been furnished to the Federal Trade Commission and 
the Antitrust Division of the Department of Justice and the applicable waiting period requirement has expired 
or been terminated. Each of UWR and LAB expects to file a notification and report form under the Hart-Scott­
Rodino Act before December 31, 1999. The waiting period under the Hart-Scott-Rodino Act will expire 30 
days after these filings unless early termination is granted by the Federal Trade Commission and the 
Department of Justice or additional information is requested by them from either UWR or LAH. If the merger 
is not consummated within one year after the expiration of the Hart-Scott-Rodino Act waiting period, UWR 
and LAH will be required to re-file under the Hart-Scott-Rodino Act. Satisfaction of the waiting period 
requirement does not preclude the Department of Justice, the Federal Trade Commission or any other party 
from challenging or seeking to delay or enjoin the merger on antitrust or other grounds either before or after 
the effective time. There can be no assurance that such a challenge, if made, would not be successful. UWR 
and LAH believe that the merger would not violate federal antitrust laws. 

Absence of Appraisal Rights 

The stockholders of UWR are not entitled to appraisal rights in connection with the merger. Under New 
Jersey law, an appraisal right is the right to dissent from the merger and obtain payment of an appraised value 
for your shares in place of the cash consideration payable in the merger. 

Recent Developments 

As of the date of this proxy statement, two law suits have been filed contesting the merger. These suits are 
(1) Herbert Behrens v. Donald L. Correll et al., filed on August 25,1999 in the Superior Court of New Jersey 
Chancery Division, Bergen County, Docket No. C-260-99, and (2) Lawrence Steinberg v. United Water 
Resources Inc. et al., filed on August 24, 1999 in the Superior Court of New Jersey Chancery Division, Bergen 
County, Docket No. C-256-99. 

These suits allege, among other things, breach of fiduciary duty by UWR and its directors because the 
merger was purportedly agreed to without an appropriate evaluation of UWR's worth to an acquisition 
candidate. Both suits seek, in addition to other relief, an injunction preventing SIDE and LAH from acquiring 
UWR for the consideration stated in the Merger Agreement. 

UWR believes that these suits are entirely without merit and intends to vigorously defend against them. 
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THE MERGER AGREEMENT 

The following is a description of certain provisions ofthe Merger Agreement. The complete Merger 
Agreement appears as Annex A to this proxy statement and is incorporated herein by reference. This 
description does not purport to be complete and it may not include all of the information that interests you. The 
description is qualified in its entirety by reference to the Merger Agreement, and we recommend that you 
carefully read the Merger Agreement in its entirety. 

Effective Time of the Merger 

The merger will take place only after receipt of all necessary stockholder and regulatory approvals and the 
satisfaction or waiver of the conditions to the merger. As required by the Merger Agreement. the parties must 
also file a certificate of merger with the Secretary of State of New Jersey before the merger can take effect. The 
merger will take effect at such time as the certificate of merger is duly filed with the Secretary of State of New 
Jersey, or on a subsequent date that the parties agree to and specify in the certificate of merger. 

Effects of the Merger 

At the effective time of the merger, LAH Acquisition will merge with and into UWR and UWR will be 
the surviving corporation. At such time, the separate corporate existence of LAH Acquisition will cease, and 
UWR will become a wholly-owned subsidiary of LAH. 

The certificate of incorporation and by-laws of LAH Acquisition, immediately' prior to the effective time 
of the merger, will be the certificate of incorporation and by-laws of UWR following the merger. The directors 
of LAH Acquisition and the officers of UWR, immediately prior to the effective.time of the merger, will be the 
directors and officers of UWR follOwing the merger. 

The other effects of the merger will be as provided in the applicable provisions of the New Jersey 
Business Corporation Act. 

Merger Consideration 

The Merger Agreement reflects an "all-cash transaction" in which each issued and outstanding share of 
UWR common stock (other than shares owned, directly or indirectly, by UWR, LAH or any of their respective 
wholly-owned subsidiaries) will be converted at the effective time of the merger into the right to receive the per 
share cash consideration of $35.00, without interest. Each issued and outstanding share of series A preference 
stock (other than shares owned, directly or indirectly, by UWR, LAH or any of their respective wholly-owned 
subsidiaries) will be converted into a right to receive $29.17 in cash. This amount is equal to the product of 
$35.00 multiplied by the 0.8333 shares of common stock into which each share of series A preference stock is 
convertible immediately prior to the effective time of the merger. All shares of common stock and series A 
preference stock owned, directly or indirectly, by UWR or LAH or any of their respective wholly-owned 
subsidiaries will be canceled without consideration in the merger. 

Exchange of Stock Certificates 

Exchange Agent. Prior to the effective time of the merger, LAH will enter into an agreement with a bank 
or trust company mutually acceptable to UWR and LAH to serve as an exchange agent for the merger. At the 
effective time of the merger, LAH will deposit cash with the exchange agent in an amount equal to: 

• 	 the aggregate cash consideration payable to all eligible holders of UWR common stock and series A 
preference stock under the Merger Agreement; plus 

• 	 the aggregate amount of any dividends on UWR common stock and series A preference stock that 
have been declared but remain unpaid at the effective time of the merger. 
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Exchange Procedures. Promptly after the effective time, LAH and UWR will cause the exchange agent 
to mail the following materials to each person, other than UWR, LAH and their wholly-owned subsidiaries, 
who at the effective time held a certificate or certificates representing outstanding shares of UWR common 
stock or series A preference stock: 

• 	 a letter of transmittal for use in submitting such share certificate to the exchange agent for exchange; 
and 

• 	 instructions explaining what the stockholder must do to receive the per share cash consideration in 
exchange for surrender of their share certificates. 

Upon surrender of a share certificate to the exchange agent for cancellation, the holder of the certificate shall be 
entitled to receive in exchange therefor the per share cash consideration and unpaid dividends due to that holder 
under the terms of the Merger Agreement. From and after the effective time of the merger, UWR's stock 
transfer books will be closed. and any certificates presented for transfer will be canceled and exchanged for the 
per share cash consideration in accOrdance with the Merger Agreement. 

Lost, Stolen or Destroyed Certificates. The registered holder of a certificate representing UWR common 
stock which has been lost. stolen or destroyed can receive the merger consideration payable in exchange for 
those shares by delivering to the exchange agent an affidavit stating that the certificate has been lost. stolen or 
destroyed. 

Representations and Warranties 

UWR. In the Merger Agreement. UWR makes representations and warranties about itself and its business 
in favor of LAH. These representations and warranties relate to such matters as: 

• 	 the organization of UWR and its subsidiaries, their ability to conduct their respective businesses and 
similar corporate matters; 

UWR's capital structure; 

the authorization. execution, delivery. performance and enforceability of the Merger Agreement and 
the transactions contemplated by it; 

• 	 the absence of breach. violation or conflict with applicable laws, regulations. organizational 

documents, agreements and other existing obligations; 


• 	 regulatory approvals, licenses and permits; 

• 	 reports and financial statements filed with the SEC or appropriate state public utilities commissions or 
health agencies. and the accuracy of the information contained in those reports and financial 
statements; 

• 	 the absence of material adverse changes since June 30. 1999 and the non-occurrence of certain 
events; 

• 	 pending and threatened litigation; 

• 	 the accuracy of information supplied for use in this proxy statement; 

• 	 tax matters; 

• 	 retirement and other employee benefit plans and matters relating to the Employee Retirement Income 
Security Act of 1974, as amended; 

• 	 environmental compliance and liability; 
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• 	 regulation of UWR and its subsidiaries as public utilities; 

• 	 the quality of the water supplied by UWR and its subsidiaries; 


the stockholder votes required in connection with the merger, 


• 	 the fairness opinions of Morgan Stanley; 

• 	 the taking of all action to eliminate any obligations under the Rights Agreement, dated July 12. 1989, 
as amended, between UWR and Chase Mellon Shareholders Services, LLC; 

• 	 the status of rights in real property held by UWR and its subsidiaries and joint ventures; 

the status of UWR's and its subsidiaries' existing franchises, easements, leases and license 
agreements that are necessary for UWR and its subsidiaries' respective businesses; 

• 	 the adequacy of UWR's and its subsidiaries' insurance; 


UWR's and its subsidiaries' trademarks, patents and copyrights; and 


• 	 "Year 2000" matters. 

LAB. In the Merger Agreement, LAB makes representations and warranties to UWR about itself and its 
business. These representations and warranties relate to such matters as: 

the organization of LAB, LAH Acquisition and LAB's subsidiaries, and their ability to conduct their 
respective businesses and similar corporate m~tters; 

• 	 the authorization, execution, delivery, perfonnance and enforceability of the Merger Agreement and 
the transactions contemplated by it; 

the absence of breach, violation orconfiict and compliance with applicable laws, regulations, 
organizational documents, agreements and other existing obligations; 

• 	 regulatory approvals, licenses and permits; 


the accuracy of LAH's financial statements; 


the accuracy of information supplied for use in this proxy statement; 


• 	 LAB's ownership of UWR capital stock; and 

• 	 LAB's the ability to pay the consideration required to be paid under the Merger Agreement and to 
consummate the merger. 

Conduct of Business Prior to the Effective Time 

UWR. In the Merger Agreement, UWR has agreed that during the period from the date of the Merger 
Agreement until the effective time of the merger, except as otherwise permitted in the Merger Agreement or by 
written consent of LAlI, UWR and its subsidiaries will, among other things: 

• 	 carry on their respective businesses (and those of UWR's joint ventures) in the usual, regular and 
ordinary course consistent with past practice; 

• 	 preserve intact its present business organization and goodwill; keep available the services of its 
present officers and employees as a group (subject to prudent management of workforce needs); and 
maintain and keep material properties in good repair, 

confer with representatives of LAB on a regular basis and notify LAB of any material changes in its 
business; 

• 	 use all commercially reasonable efforts to obtain third-party consents required by the Merger 
Agreement; 
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• 	 maintain insurance coverage as is customary for companies in the water utility industry; and 

• maintain all existing governmental permits pursuant to which it operates; 

and will not: 

• 	 declare or pay any dividends on or make other distributions in respect of any of its capital shares, 
other than: 

dividends by wholly-owned subsidiaries of UWR to UWR; 


dividends by a less than a wholly-owned subsidiary of UWR that are consistent with past 

practice; 


stated dividends on series A preference stock; 


regular dividends on UWR common stock that, in any fiscal quarter, do not exceed 100% of the 

dividends for the same quaner of the previous fiscal year; 


the additional quarterly dividends. and the special dividend. payable on UWR common stock the 

sum of which will equal $0.48 for each common share. 

• 	 amend its certificate of incorporation or by-laws, or take any other action which would reasonably be 
expected to prevent or materially impede or interfere with the merger; 

• 	 make any changes in its accounting methods other than as required by law, rule, regulation or 
generally accepted accounting principles; 

• 	 take any action that would, or is reasonably likely to, result in a material breach of any provision of 
the Merger Agreement or in UWR's representations or warranties being untrue; 

• 	 make acquisitions in excess of certain agreed amounts 

• 	 issue capital stock or other equity securities, other than certain intracompany issuances of capital 
stock; 

• 	 make aggregate capital expenditures in excess of certain agreed amounts; 

• 	 dispose of any assets except in the ordinary course of business consistent with past practice; 

• 	 incur or guarantee indebtedness for borrowed money in excess of certain agreed amounts; 


subject to certain exceptions, make changes to, or adopt new, employee benefit programs; 


• 	 discharge or settle any material liabilities, other than in the ordinary course of business consistent 
with past practice; 

• 	 modify or terminate any material contract or, except in certain circumstances, enter into any new 
material contract; or 

• 	 make any additional material investments or loans to any joint venture. 

LAH. Pursuant to the Merger Agreement, LAH has agreed, as to itself and its subsidiaries, that, during 
the period from the date of the Merger Agreement until the effective time of the merger, except as otherwise 
permitted in the Merger Agreement or with the written consent of UWR, LAH (and each of its subsidiaries) 
will, among other things: 

• 	 use all commercially reasonable efforts to obtain any third-party consents required in the Merger 
Agreement; and 

not take any action that would or is reasonably likely to result in a material breach of any provision 
of the Merger Agreement or in LAH's representations and warranties being untrue. 
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Conditions to Consummation of the Merger 

Conditions to Each Party's Obligations to Effect the Merger. Unless waived in writing. the obligations 
of the parties to consummate the merger are subject to satisfaction of the following conditions: 

• 	 the stockholders of UWR must have approved the Merger Agreement; 

• 	 no temporary restraining order or preliminary or permanent injunction, or other order, ruling or action 
taken by a United States or French federal or state court or authority shall exist which restrains, 
enjoins or otherwise prohibits the merger, and no law, rule, regulation or order has the effect of 
making completion of the merger illegal; and 

• 	 all required statutory approvals must have been obtained. 

Conditions to the Obligations ofLAH. The obligation of LAH to effect the merger is also subject to 
satisfaction of the following conditions: 

• 	 UWR must have performed. in all material respects, those agreements and covenants in the Merger 
Agreement required to be performed by UWR at or prior to the effective time; 

• 	 the representations and warranties of UWR contained in the Merger Agreement must be true and 
correct on and as of the date of the Merger Agreement and on and as of the effective time of the 
merger (unless the representation or warranty speaks only of a specific date other than the date of the 
Merger Agreement or the effective time), unless the inaccuracy could not be reasonably expected to 
result in a material adverse effect on the business of UWR; 

• 	 UWR must have obtained certain third-party consents; 

• 	 LAH must have received a certificate from the chief financial officer of UWR stating that the 
conditions to the effectiveness of the merger set forth in the Merger Agreement have been satisfied; 
and 

• 	 no material adverse effect on the business of UWR may have occurred or have become likely to 
occur. 

Conditions to the Obligations ofUWR. The obligation of UWR to effect the merger is subject to 
satisfaction of the following conditions: 

• 	 LAH must have performed, in all material respects, those agreements and covenants in the Merger 
Agreement required to be performed by LAH at or prior to the effective time; 

• 	 the representations and warranties of LAH contained in the Merger Agreement must be true and 
correct as of the date of the Merger Agreement and as of the effective time of the merger (except for 
a representation or warranty that speaks of a specific date other than the date of the Merger 
Agreement or effective time) unless the inaccuracy could not be reasonably expected to result in a 
material adverse effect on the business of LAH; and 

• 	 UWR must have received a certificate from the chief financial officer of LAH stating that the 
conditions to the effectiveness of the merger have been satisfied. 

No Solicitation of Transactions 

The Merger Agreement provides that between the date thereof and the effective time of the merger, UWR, 
its subsidiaries and its subsidiaries' directors, officers, employees, agents and representatives will immediately 
cease any discussions or negotiations with any parties that may be ongoing with respect to certain alternative 
proposals to acquire the businesses of UWR and its subsidiaries. Prior to the effective time of the merger, 
UWR will not, nor will it permit its subsidiaries to (a) directly or indirectly initiate, solicit or encourage any 
offer or proposal that constitutes or is reasonably likely to lead to an alternative proposal or (b) directly or 

38 




indirectly engage in negotiations or provide confidential infonnation or data to any person relating to an 
alternative proposal. UWR must notify LAH of any such inquiries, offers or proposals (including the terms and 
conditions of any such proposal). 

The Merger Agreement does not, however, prohibit UWR, prior to obtaining the required approval of its 
stockholders, from (i) furnishing information to a person making an unsolicited alternative proposal which did 
not result from a breach of the Merger Agreement and (ii) participating in discussions with such person 
regarding the alternative proposal, but only to the extent that: 

• 	 the board of directors of UWR reasonably concludes in good faith (after consultation with its 
financial advisors) that the person or group making the alternative proposal will have adequate 
sources of financing to consummate the alternative proposal and that the alternative proposal is more 
favorable to UWR stockholders than the merger; 

• 	 the board of directors of UWR determines in good faith, based on advice of outside counsel, that it is 
necessary to do so to satisfy its fiduciary duties to its stockholders; and 

• 	 such person or group has entered into a confidentiality agreement containing terms no less favorable 
to UWR than the confidentiality agreement entered into by UWR and LAH on July 26, 1999, and the 
other agreements and arrangements governing UWR's relationship with LAH. 

UWR will keep LAH informed on a timely and current basis on the status and details (including 
amendments or proposed amendments) of any request for information or alternative proposal. UWR will also 
immediately provide to LAH any non-public information provided to any other person in connection with an 
alternative proposal which was not previously provided to LAH. 

The board of directors of UWR will not withdraw or modify, or propose to withdraw or modify, in any 
manner adverse to LAH, LAH Acquisition or both, the approval or recommendation of the board of directors of 
UWR of the Merger Agreement unless-the board of directors of UWR has: 

• 	 determined in good faith as a result of changed circumstances, and based on the advice of outside 
counsel, that the board of directors' fiduciary duties require the directors to withdraw or modify their 
approval or recommendation; and 

• 	 provided to LAH a statement in writing in reasonable detail stating the reasons for the withdrawal or 
modification. 

Indemnification and Insurance 

The Merger Agreement provides that after the effective time of the merger, LAH and UWR will, to the 
fullest extent permitted by applicable law, indemnify each past and present officer and director of the parties 
and their subsidiaries, as well as anyone who becomes such an officer or director after the date of the Merger 
Agreement but prior to the effective time, against: 

• 	 liabilities and expenses (including attorneys' fees) arising out of actions or omissions made by such 
person at or prior to the effective time of the merger and based on the fact that such person is or was 
a director or officer of a party to the Merger Agreement or one of their subsidiaries; and 

• 	 all such liabilities and expenses to the extent they arise out of the Merger Agreement. 

LAH is also required to maintain directors' and officers'liability insurance policies for six years following 
the effective time for the benefit of the persons currently covered by such policies of UWR or its subsidiaries, 
although LAH is not required to spend in any year more than 200% of the annual aggregate premiums 
currently paid by UWR for such insurance. 
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Workforce and Employee Benefit Matters 

The Merger Agreement provides that LAH, UWR and UWR's subsidiaries will honor, without 
modification, all of their respective collective bargaining agreements and other contracts and agreements that 
apply to their current or fonner directors or employees, subject to any existing right to amend, modify, suspend, 
revoke or terminate those contracts. The parties also agreed that any workforce reductions carried out following 
the effective time of the merger by LAH or UWR or their subsidiaries would be done in accordance with 
applicable collective bargaining agreements as well as applicable laws. 

Each of UWR's benefit plans (other than its stock plans) in effect at the date of the Merger Agreement 
will be maintained in effect with respect to the employees or fonner employees of UWR and any of its 
subsidiaries who are covered immediately prior to the effective time of the merger until LAH or UWR 
otherwise detennine after the effective time. LAH or UWR or their subsidiaries will provide to those eligible, 
for a period of not less than one year following the effective time, benefits which are no less favorable in the 
aggregate than those provided under UWR's benefit plans (with respect to employees and former employees of 
UWR and its subsidiaries). Subject to certain limitations, each participant in any such benefit plan will receive 
credit for purposes of eligibility to participate, vesting and eligibility to receive benefits under any benefit plan 
of UWR, its subsidiaries or its affiliates for service credited for the corresponding purpose under such benefit 
plan. Nothing in the Merger Agreement limits any right contained in any such benefit plan or any applicable 
law to amend, modify, suspend, revoke or terminate any such plan. 

With respect to any welfare benefit plan established to replace any of UWR's benefit plans which is a 
welfare benefit plan in which certain employees may be eligible to participate after the effective time of the 
merger, other than limitations, exclusions or waiting periods that are already in effect with respect to such 
employees and that have not been satisfied as of the effective time of the merger, such replacement plans will 
waive all limitations to pre-existing conditions, exclusions and waiting periods with respect to participation and 
coverage requirements and provide each eligible employee with credit for other co-payments and deductibles 
paid prior to the effective time of the merger in satisfying any applicable deductible or out-of-pocket 
requirements to the same calendar year under any welfare plans that such employees are eligible to participate 
in after the effective time. With respect to each UWR benefit plan or other plan. agreement or arrangement that 
provides for benefits in the fonn of UWR common stock or options to purchase UWR common stock, UWR 
and its subsidiaries and LAH and its subsidiaries will take all actions necessary to provide that upon the 
effective time: 

• 	 each outstanding option to purchase a share of UWR common stock under any UWR stock plan, 
whether or not then vested and exercisable, will be canceled in exchange for a cash payment equal to 
the excess of the $35.00 per share cash consideration over the exercise price of the option, net of any 
applicable tax withholding, and 

• 	 each outstanding restricted share of UWR common stock granted under any UWR stock plans will 
become fully vested as provided in the applicable stock plan and will be simultaneously converted 
into the right to receive the per share cash consideration of $35.00. SUbject to making such payments, 
UWR and its subsidiaries will take all actions needed to terminate all stock plans. 

Access to Information 

Subject to LAH keeping non-pUblic infonnation confidential, UWR has agreed in the Merger Agreement 
to, and to cause its subsidiaries to, afford LAH and its representatives reasonable access during nonnal business 
hours to all its properties, books, contracts, commitments and records and to furnish LAH with each report, 
schedule and other document required by applicable federal or state securities laws or filed with any other 
govemmental entity and to furnish LAH with all other infonnation concerning its business, properties and 
personnel as LAH may from time to time reasonably request. 
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Modification of Existing Agreements 

The terms and conditions of the Governance Agreement between LAH and UWR and the North American 
Rights Agreement among LAH, UWR and other parties will remain in full force and effect. However, so long 
as the Merger Agreement is in effect, LAH has waived the requirement under the Governance Agreement that 
UWR provide 30 days' prior notice before it agrees to enter into a business combination with a third party. 
Further, so long as the Merger Agreement is in effect, both UWR and LAH may acquire rate-regulated water 
and wastewater utility business in the United States in accordance with the Merger Agreement, notwithstanding 
any contrary provision in the North American Rights Agreement. If the Merger Agreement is terminated for 
reasons attributable to LAH or SLDE, UWR will have the right to acquire a 50% interest at full cost (including 
interest and expenses) in any rate-regulated business acquired by LAH during the time the Merger Agreement 
was effective. The Merger Agreement also grants to the United Water Services joint ventures a right of first 
refusal with respect to LAH's acquisition of non-regulated delegated services providers in the United States, 
Canada and Mexico. notwithstanding any contrary provision in the North American Rights Agreement. If the 
Merger Agreement is terminated for reasons attributable to LAH or SLDE, the United Water Services joint 
ventures will have the further right to buy from LAH any interests in delegated services providers actually 
acquired by LAH at full cost (including interest and expenses). 

Termination 

The Merger Agreement may be terminated at any time prior to the effective time of the merger: 

• by the mutual written consent of the boards of directors of UWR and LAH; 

• by either UWR or LAH if: 

the effective time does not occur before August 20, 2000, except that this right is not available 
to a party whose failure to fulfill an obligation under the Merger Agreement is the cause of the 
effective time failing to occur. If on August 20, 2000 certain required approvals and/or consents 
have not been obtained, but all other conditions to closing have been fulfilled or are then capable 
of being met, then the August 20,2000 deadline will be extended to February 20, 2001; 

the merger is prohibited by any United States or French federal, state or other law, order, rule or 
regulation or permanently enjoined by any United States or French federal. state or other court 
or governmental authority of competent jurisdiction; or 

the required approval of UWR stockholders is not obtained at a duly held special meeting, 
including any adjournment of such meeting. 

• by LAH if: 

UWR materially breaches the Merger Agreement in a manner that is likely to result in a material 
adverse effect, and such breaches are not cured within 20 days of receipt of written notice from 
LAH; 

the board of directors of UWR (a) withdraws, modifies or changes, in any manner adverse to 
LAB, its approval or recommendation of the Merger Agreement, (b) recommends to the 
stockholders an alternative proposal or (c) resolves to take either such action; or 

a tender offer or exchange offer for 20% or more of the outstanding shares of capital stock of 
UWR is commenced and the board of directors of UWR fails to recommend against acceptance 
of such tender offer or exchange offer by its stockholders (including by taking no position with 
respect to the acceptance of such tender offer or exchange offer by its stockholders); and 

• by UWR if: 

its board of directors exercises its fiduciary duties to stockholders in a manner consistent with 
certain provisions of the Merger Agreement as described in the following section, "Effect of 
Termination"; or 

41 



LAH materially breaches the Merger Agreement in a manner that is likely to result in a material 
adverse effect, and such breach is not cured within 20 days of receipt of written notice from 
UWR. 

Effect of Termination 

If the Merger Agreement is temrinated, none of UWR, LAH, LAH Acquisition or any of their respective 
representatives will have any liability except as specifically provided in the Merger Agreement, and, subject to 
certain exceptions, all rights and Obligations of each party under the Merger Agreement will cease to exist. 

Termination Fees and Expenses 

If UWR temrinates the Merger Agreement because its board of directors determines that its fiduciary 
duty to its stockholders makes it necessary to accept an alternative proposal (as described above), 
UWR will pay to LAH a termination fee equal to $42 million plus any documented expenses incurred 
by LAH in connection with the Merger Agreement up to $3 million. 
LAH may temrinate the Merger Agreement if Ci) UWR's board of directors withdraws or changes its 
approval or recommendation of the Agreement in a manner adverse to LAH or resolves to do so, 
Cii) UWR's board of directors recommends to stockholders an alternative proposal to UWR 
stockholders or resolves to do so, or (iii) a tender offer or exchange offer for 20% or more of the 
outstanding shares of capital stock of UWR is commenced and the board of directors of UWR fails to 
recommend to its stockholders against the tender offer or exchange offer. If LAH terminates the 
Merger Agreement for any of those reasons, and UWR enters into a definitive acquisition, merger or 
similar agreement to effect an alternative proposal within two years of the date of termination, then 
UWR must pay to LAH its documented expenses up to $3 million and the $42 million temrination 
fee. 

• 	 IF UWR or LAH terminates the Merger Agreement because the UWR stockholders do not approve 
the Merger Agreement, and at the time of such failure, a third party has made a public announcement 
or communicated to UWR or its stockholders concerning an alternative proposal that has not been 
rejected by UWR and withdrawn or temrinated by the party making it, and if UWR enters into a 
definitive agreement to effect an alternative proposal within two years of the date of the temrination, 
then UWR has agreed to pay LAH its documented expenses up to $3 million plus the $42 million 
termination fee. 

Amendment and Waiver 

Amendment. UWR and LAH may amend the Merger Agreement by action taken by their boards of 
directors at any time before the effective time. After the stockholders of UWR have approved the merger, 
however. no amendment may be made that: 

• 	 alters or changes the treatment of shares of UWR capital stock under the Merger Agreement; or 

• 	 alters or changes the terms of the Merger Agreement that would, alone or in the aggregate. materially 
alter the rights of holders of UWR capital stock, except for alterations or changes that could 
otherwise be adopted by the board of directors without the further approval of UWR stockholders. 

Waiver. At any time prior to the effective time, the parties may: 

• 	 extend the time for performance of acts or obligations of the other parties; 
• 	 waive inaccuracies in the representations and warranties of the other parties; and 
• 	 waive compliance with agreements or conditions contained in the Merger Agreement, to the extent 

permitted by applicable law. 

Assignment 

LAH and LAH Acquisition may assign any or all of their rights and obligations under the Merger 
Agreement to any wholly-owned subsidiary of LAH, but the assigning party will remain responsible for the 
performance of the assigned obfigations if the assignee does not perform them. 
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THE COMPANIES 

UWR 
200 Old Hook Road 
Harrington Park. New Jersey 07640 

UWR is a holding company primarily engaged in water-related businesses. As the second-largest investor­
owned water services company in the United States, UWR provides water and wastewater services through its 
regulated utilities and nonregulated contract operations (some of which are owned jointly with LAH) to over 
7.5 million people in more than 400 communities in 19 states. UWR also has investments in water services in 
Canada and Mexico in which LAH is a majority owner. In addition, UWR owns and manages real estate 
investments through a wholly-owned subsidiary. UWR has been listed on the New York Stock Exchange since 
1889 and has paid cash dividends on its common stock continuously since 1886. 

1. United Water New Jersey Inc. 

United Water New Jersey Inc. is a wholly owned subsidiary that supplies water service to over 179,000 
customers in 60 municipalities in the northeastern part of New Jersey, serving most of Bergen County and the 
northern part of Hudson County. The total population served is about 750,000 persons. 

2. United WateIWorks Inc. 

United Waterworks Inc. is a wholly owned subsidiary that provides water and wastewater services to a 
total of approximately 360,000 customers in 13 states through its regulated water and wastewater utility 
subsidiaries. The utility subsidiaries and United Waterworks serve a total population of about 1,000,000. 

3. United Properties Group, Incorporated 

United Properties Group, Incorporated is a wholly owned subsidiary that, with its subsidiaries, constitute a 
non-regulated business engaged in real estate investment and development activities, including commercial . 
office and retail properties, residential and commercial land development and sales, golf course operations and 
consulting services. United Properties owns and manages a portfoliO of real estate located in New Jersey, New 
York, Delaware, Idaho and Florida. It also provides consulting and advisory services in support of the real 
estate assets of the other United Water companies. 

4. United Water Mid-Atlantic Inc. 

A wholly-owned subsidiary of United Water Resources, United Water Mid-Atlantic, through its 
subsidiaries, owns and operates several small water and wastewater utility systems that provide water supply, 
wastewater connection and wastewater transmission services to approximately 6,300 customers primarily in 
Plainsboro, Vernon Township and Mt. Arlington, New Jersey. 

5. United Water Operations Inc. 

United Water Operations Inc. is a wholly-owned subsidiary that serves as a holding company for United 
Water Resources Inc. operating ventures, including those in Jersey City, Manalapan, and Hoboken, New Jersey. 

6. United Water Management and Services Inc. 

United Water Management and Services Inc. is a wholly-owned subsidiary that provides management 
services to various United Water entities. 

7. United Water USA Inc. 

United Water USA Inc. is a wholly-owned, special purpose subsidiary that owns a 50% stake in United 
Water Services lLC. 
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8. United Water Canada Inc. 

United Water Canada Inc. is wholly-owned. special purpose subsidiary that owns a 33~% stake in United 
Water Services Canada L.P. 

9. United Water Mexico Inc. 

United Water Mexico Inc. is wholly-owned, special purpose subsidiary that owns a 20.5% stake in United 
Water Services Mexico L.L.C. 

10. United Water UK Limited 

United Water UK Umited is a wholly-owned subsidiary that is an equal partner with Lyonnaise Europe 
pIc in the Northumbrian Partnership (each with a 50% interest). The Northumbrian Partnership owns a 20% 
interest in Northumbrian Water Group pIc, a major water and wastewater company in the United Kingdom that 
is a majority-owned affiliate of SLDE. 

SLDE 
1, rue d'Astorg 
75008 Paris, France 

SLOE, a societe anonyme organized and existing under the laws of the Republic of France, operates 
infrastructure services in more than 120 countries, providing electricity and natural gas, waste services, 
communications services and water services, and maintains interests in construction and capital investments. 
SLOE was fonned from the 1997 merger of CompagnIe de Suez (builder of the Suez Canal) and Lyonnaise des 
Baux. SLOE's registered office is located at 72 Avenue de la Liberte, 92022 Nanterre Cedex, France and the 
principal address of SLDE's water division is 18 Square Edouard VII, 75316 Paris Cedex 09, France. 

LAB 
2000 First State Boulevard 
Wilmington, Delaware 19804-0507 

LAH is a Delaware corporation with its principal business as a holding company of (i) its ownership 
interest in UWR, (ii) 50% of United Water Services LLC, a Delaware limited liability company which provides 
services in the water and wastewater industries to municipalities in the United States, (iii) majority interests in 
United Water Services Canada L.P., an Ontario, Canada limited partnership, and United Water Services Mexico 
LLC, a Delaware limited liability company, which provide services in the water and wastewater industries to 
municipalities in Canada and Mexico, respectively, and (iv) a 49% interest in Technologia y Servicios De 
Agua, S.A., a Mexican company which provides certain water services to the city of Mexico City, Mexico. All 
of the issued and outstanding shares of capital stock of LAH are owned beneficially and of record by SLDE. 
The principal business mailing address of LAH is clo United Water Services LLC, 200 Old Hook Road, 
Harrington Park, New Jersey 07640, and the address of its principal office is 2000 First State Boulevard, 
Wilmington, Delaware 19804-0508. 

LAB Acquisition 
clo United Water Services LLC 
200 Old Hook Road 
Harrington Park, New Jersey 07640 

LAH Acquisition is a wholly-owned special purpose subsidiary of LAH, fanned under the laws of the 
State of New Jersey solely for the purpose of the merger. LAH Acquisition has not conducted any business 
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other than in connection with the Merger Agreement. All of the issued and outstanding shares of capital stock 
of LAH Acquisition are owned beneficially and of record by LAH. The principal business mailing address of 
LAH Acquisition is c/o United Water Services LLC, 200 Old Hook Road, Hanington Park, New Jersey 07640, 
and the address of its principal office is 1013 Centre Road, Wilmington, Delaware 19805-1297. 

Recent Transactions Between UWR, LAB and SLDE 

Purchases ofUWR Stock by LAH and SLDE. Neither SLDE nor LAH Acquisition has made any purchases 
of UWR common stock and none of SLDE, LAH nor LAH Acquisition has made any purchases of Series A 
Preference Stock since January I, 1997, the commencement of UWR's second full fiscal year preceding the 
date of this proxy statement. All purchases of UWR common stock made by LAH during such period were 
made by reinvesting cash dividends paid by UWR on the UWR common stock pursuant to UWR's Dividend 
Reinvestment and Stock Purchase Plan (the "DRIP Program"), as follows: 

Dollar Amount No. ofSbIIra Price Per 
Date Reinvested Acquired SiIa:R 

March I, 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . $2,188.606.86 123,388.6827 $17.7375 
June 2, 1997 ..................................... .. . $2,285.181.16 127,574.6635 $17.9125 
September 2, 1997 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,314,523.33 128,853.0733 $17.9625 
December 1, 1997 ................................... . $2,344,159.54 135,158.3586 $17.3438 
March 2, 1998 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $2,375,245.96 124,603.0668 $19.0625 
June 2, 1998 ..•................................... .. $2,466,804.83 148,379.2379 $16.6250 

. September I, 1998 . . . . . . . . . . . . • . . . . . . . . . . . . .......... . $2,500,932.06 140,649.5622 $17.7813 
December I, 1998 . . . . . . . . • . . . . . . . . . . . . . . ............ . $2,643,424.13 134,056.0343 $19.7188 
March 1. 1999 . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . ....... . $2,675,597 .58 131,357.6440 $20.3688 
June I, 1999 ....................................... . $2,774,001.09 128,686.3279 $21.5563 

During this period, LAH also acquired shares of UWR common stock through conversion of shares of 
UWR's series A preference stock, as follows; (i) on April 22, 1997, LAH converted 355,802 shares of series A 
preference stock into 296,500 shares of UWR common stock at the conversion ratio of 0.83333 shares of UWR 
common stock for each share of series A preference stock; (ii) on April 22, 1998, LAH converted 328,177 
shares of series A preference stock into 273,479 shares of UWR common stock at the conversion ratio of 
0.83333 shares of UWR common stock for each share of series A preference stock; and (iii) on 
April 22,1999, LAH converted 334,390 shares of series A preference stock into 278,657 shares of UWR 
common stock at the conversion ratio of 0.83333 shares of UWR common stock for each share of series A 
preference stock. No funds were paid by LAH to effect the conversion of any such shares of series A 
preference stock. 

Certain Other TrtIIl.SaCtions. Since January 1, 1997 (the commencement of UWR's second full fiscal year 
preceding the date of this proxy statement), the following transactions have been entered into between SLDE, 
LAH, and their subsidiaries and UWR. 

On July 28, 1997, UWR, LAH, SLDE, Montgomery Watson Inc., and certain of their existing and newly­
formed subsidiaries completed a reorganization of the parties' North American delegated services (non­
regulated) water and wastewater businesses. In the reorganization, (i) UWR and LAH converted an existing 
partnership into United Water Services LLC, a Delaware limited liability company in which each of LAH and 
UWR owns 50% of the voting interests and Montgomery Watson owns a non-voting interest (which is 
convertible into a 10% voting interest); (li) LAH, UWR and Montgomery Watson contributed cash and certain 
existing Canadian operations to United Water Services Canada L.P., a newly-formed Ontario, Canada limited 
partnership, in exchange for ownership interests of 60%, 30% and 10%, respectively, (iii) LAH, UWR and 
Montgomery Watson contributed cash and certain existing Mexican operations to United Water Services 
Mexico LLC, a newly-formed Delaware limited liability company, in exchange for ownership interests of 70%, 
20% and 10% respectively, (iv) United Water Services ll.C acquired Montgomery Watson's 50% stake in 
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United Water Services Inc. (formerly known as JMM Operational Services Inc.), as a result of which United 
Water Services Inc. became a wholly-owned subsidiary of United Water Services LLC (prior to the 
restructuring, United Water Services lLC owned a 50% interest in United Water Services Inc., and 
Montgomery Watson owned the remaining 50% interest); and (v) the parties entered into related agreements 
for, among other things, certain exclusive dealings with the reorganized entities, the provision of technical and 
advisory services to the reorganized entities and the use of UWR's trademarks by the reorganized entities. 

The agreed value of the parties' contributions to each of the reorganized entities was as follows: 

United Water 
Services LLC 

UDik:d 
Water 

Servl.ees 
CanadaL.P. 

United 
Water 

Services 
MeJdeoLLC 

SLDEJLAH ................... " ..................... . $30,667,500 $1,727,400 $2,389,800 
UWR .............................................. . $30,667,500 $ 863,700 $ 682,800 
Montgomery Watson ................................... . $ 6,815,000 $ 287,900 $ 342,400 

In December 1998, Montgomery Watson sold its interests in United Water Services Canada L.P. and 
United Water Services Mexico LLC to LAH and UWR. As a result United Water Services Canada L.P. is now 
owned 66.7% by LAH and 33.3% by UWR while United Water Services Mexico LLC is now owned 79.5% by 
LAH and 20.5% by UWR. 

Certain of the municipalities with which the reorganized entities or their subsidiaries have contracted to 
provide water and/or wastewater treatment services required. as a condition to the awarding of the contract. that 
the entity's performance be guaranteed by one or more of its corporate parents. Each of UWR. LAH and 
Montgomery Watson has agreed to share liability for payments made and costs incurred under these 
performance guarantees in proportion to its ownership' of the entity whose obligations are guaranteed. 

In 1997, United Water Services LLC boUght from UWR a 100% ownership interest in United Metering 
Inc., a company that provides water meter installation and maintenance services. 
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SELECTED mSTORICAL FINANCIAL INFORMATION 

The following table sets forth selected consolidated historical financial data of UWR and has been derived 
from. and should be read in conjunction with. the audited consolidated financial statements of UWR for each of 
the five years ended December 31, 1998 and the unaudited interim consolidated financial statements of UWR 
for the nine months ended September 30, 1999 and 1998, including the respective notes thereto. In the opinion 
of management, all adjustments, consisting of normal recurring accruals considered necessary for a fair 
presentation have been included in the unaudited interim data. Interim results for the nine months ended 
September 30, 1999 are not necessarily indicative of results which may be expected for future periods, 
including the year ended December 31,1999. 

Nine months ended 
September 30, Ycar ended Dceembcr 31, 

1999 1998 1998 1997 1996 1995 1994 

(In tblusauds, Uttpt per share data) 
Consolidated IDoome Statement Data: 
Operating revenues from continuing 

operations ...........••............ $ 270,409 $ 356,210 $ 351,409 $ 332,045 $ 319,536 $ 284,767 
Operating income .....•.••...•........ 75,473 97,600 95,644 95,699 82,183 83,847 
Income from continuing operations •....•.. 36,764 47;187 33,676 43,020 24,760 31,611 
Preferred and preference stock dividends ... . 3,088 4,058 4,345 4,613 4,795 3,454 
Net income from continuing operations .... . 33,676 43,929 29,331 38,407 19,965 28,157 
Loss from discontinued operations .....•... (4,397) (2,622) (270) 
Net income. ........................ $-­ $ 33,676 $ 43,929 $ 29,331 $ 34,010 $ 17,343 $ '1:7,887 
Basic eamings/(lass) per share 

From continuing operations •..•.......• $ 0.91 $ 1.19 $ 0.83 $ 1.14 $ 0.62 $ 1.02 
From discontinued operations .......... . (0.05) (0.08) (0.01) 
From dispcsal of discontinued operations •. (0.08) 
Basic eamingsl(loss) per share . . . . . • • . . . $-­ $ 0.91 $ 1.19 $ 0.83 $ 1.01 $ 0.54 $ 1.01 
Weighted average common shares 

outstanding ..................... . 36,848 37,028 35,492 33,707 31,995 '1:7,524 
Diluted eamings/(lass) per share 

From continuing operations •........... $ 0.90 $ 1.17 $ 0.83 $ 1.12 $ 0.62 $ 1.02 
From discontinued operations .....•..... (0.04) (0.08) (0.01) 
From disposal of discontinued operations •. (0.08) 
Diluted eamingsI(loss) per share. . . • • • . . . $-­ $ 0.90 $ 1.17 $ 0.83 $ 1.00 $ 0.54 $ 1.01 
Weighted average common shares 

outstanding .................... .. 39,023 39,192 37,838 36,218 31,995 '1:7,524 
Dividends declared per common share ..... . 0.69 0.93 0.92 0.92 0.92 0.92 
BaIau:e Sheet Data: <at eu:I of period) 

Total assets • . . . . . . . . . . . . . . . . . • . . . .. 1,719,857 1,769,122 1,658,342 1,582,097 1,516,708 1,457,4'1:7 
Long-tenn obligations ••.•.•.••....... 618,714 652,969 622,737 558,093 558,658 505,204 
Stockholders' equity ...•.....•...•••. 537,072 545,311 514,180 493,751 465,393 457,668 

Book value per common share ....•....•.. 11.95 12.05 11.53 11.33 10.90 11.20 

47 



PRICE OF UWR COMMON STOCK AND DIVIDENDS 

UWR's common stock is traded on the New York Stock Exchange under the symbol "UWR." The high 
and low sales prices per quarter for UWR's common stock through the third quarter of 1999, and for the years 
of 1998, 1997 and 1996 and the dividends paid on the common stock in each quarter, were as follows: 

STOCK PRICE DIVIDEND 

QUARTER HIGH LOW 

1999 

Fourth through October 4, 1999 ...................... . $33.000 $32.625 $ 

Third ..•....................................... 33.750 20.750 .24 

Second......................................... . 23.688 20.000 .24 

First. .......................................... . 24.062 18.438 .24 


1998 

Fourth ........................................•. $25.000 $16.500 $.24 

Third .......................................... . 19.250 16.375 .23 

Second......................................... . 18.438 15.750 .23 

First. .......................................... . 19.875 17.500 .23 


1997 

Fourth ......................................... . $19.750 $16.000 $.23 

Third .......................................... . 19.813 17.000 .23 

Second......................................... . 19.375 16.375 .23 

First. .•.•.•........••...................•••..... 18.500 15.000 .23 


1996 

Fourth ......................................... . $16.625 $14.625 $.23 

Third .......................................... . 17.500 12.750 .23 

Second......................................... . 13.500 12.000 .23 

First. .......................................... . 13.240 12.000 .23 


On August 17, 1999, the last trading day before public announcement that UWR was engaged in merger 
negotiations, the last sale price of UWR common stock on the New York Stock Exchange Composite 
Transactions Tape was $24.53 per share. 

On October 4, 1999, the most recent practicable date prior to the printing of this proxy statement, the last 
sale price of common stock as reported on the New York Stock Exchange Composite Transactions Tape was 
$33.000 per share. 
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OWNERSIDP OF SECURITIES BY DIRECTORS, EXECUTIVE OFFICERS AND 
CERTAIN BENEFICIAL OWNERS 

The following information penains to the common stock of UWR beneficially owned, directly or indirectly, by each 
director and named executive officers individually and by all directors and executive officers of UWR and its subsidiaries 
as a group as of September 30, 1999. 

Number 
of 

Nan.: of BeoefidaJ. Owner Shares (a)(d) 

Edward E. Barr . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..... . 31,276(b)(e) 
Frank 1. Borelli . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..... . 9,622 
Thierry Bourbie. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ............... . 4,551 
Charles Chaumin. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . ..... . 3,181 
Lawrence R. Codey . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ........... . 5,786 
Donald L. Correll ..................................................................... . 187,758(c) 
Peter Del Col ....................................................................... .. 12,862 
Frank J. DeMicco ................... '.................................................. . 30,474(c) 
Robert L. Duncan, Ir ................................................................... . 5,361 
Michael C. 1. Fallon ......................................................•...... ...... . 28,871 (c) 
Jon F. Hanson .......•.......................•......................................... 37,887(b)(e) 
Douglas W. Hawes .................................................................... . 15,741 
George F. Keane . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 5,425 
Richard B. McGlynn ..............•..................................................... 47,892(c) 
Dennis M. Newnham . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 6,547 
Joseph Simunovich .................................•................................... 76,271 (c) 
Marcia L. Worthing ............................•........................................ 10,243(e) 
Directors and Executive Officers as a Group (24 persons) .....••.................................. 744,445(b)(c) 

(a) 	 None of the directors or executive officers of UWR owns equity securities of UWR or any of its subsidiaries other 
than common stock. As of September 30, 1999, each director or executive officer beneficially owned less than 0.5% of 
the outstanding common stock of UWR and all of the directors and executive officers as a group beneficially owned 
less than 2.0% of such stock. Fractional shares have been rounded to the nearest whole share. 

(b) 	 Includes, in compliance with applicable regulations and interpretations, shares of common stock held by the spouse or 
other relatives who share the home, in custody for children or grandchildren of the persons indicated or indirectly 
through a trust or similar arrangement in the following amounts: I. Hanson (16,845); E. Barr (10,000); and all 
directors and executive officers as a group (27,098). Such persons disclaim any beneficial ownership of such shares. 

(c) 	 Includes shares of common stock which may be acquired pursuant to options awarded under UWR's Management 
Incentive Plan in the following amounts: D. Correll (124,040); F. DeMicco (28,700); M. Fallon (24,710); R. McGlynn 
(45,590); J. Simunovich (70,960); and all directors and executive officers as a group (498,890). 

Cd) 	 Includes shares of restricted common stock granted pursuant to the Directors' Restricted Stock Plans totalling 63,478 
shares. 

(e) 	 Includes non-voting common stock equivalent units acquired in accordance with the non-employee Directors' 
Deferred Compensation Unit Plan in the following amounts: E. Barr (4,872); I. Hanson (14,993); and M. Worthing
(3,311). 

Non-Employee Directors' Deferred Compensation Unit Plan 

On January 1, 1996 the UWR board of directors replaced its existing directors' deferred compensation plan with the 
United Water Resources and Subsidiaries Non-Employee Directors' Deferred Compensation Unit Plan. The purpose of the 
plan is to further UWR's long-term objectives by linking the personal interests of participating directors to those of UWR 
stockholders. In addition to converting all amounts previously deferred by directors under the predecessor deferred 
compensation plan, the new plan allows each director to defer the receipt of all or a portion of his or her annual retainer 
and meeting fees in the form of non-voting common stock equivalent units, equal in value to shares of UWR common 
stock. The value of each unit increases and decreases in accordance with the fluctuations in value of UWR's common 
stock. Additionally, dividend equivalent units accrue on the units as cash or stock dividends are distributed with respect to 
UWR common stock. Thus, the ultimate value of the directors' accounts depends on the performance of UWR common 
stock and the dividends declared with respect to such stock. All amounts in a director's account are distributed in the form 
of cash to the director. or his or her beneficiary if the director is deceased, on the date previously specified in the deferral 
election form completed by the director. 
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FIVE PERCENT OWNER OF UWR COMMON STOCK 

The following corporation is known to UWR to be the beneficial owner of more than 5% of a class of 
UWR's voting securities. To the knowledge of UWR, no other person is the holder of more than 5% of any 
class of UWR's voting securities as of September 30, 1999. 

Name aod Acldn:ss AD»1.mt aod Natun Pen:ent 
Title of Class ofBene6clal Owner ofBenefielal Ownership ofClass 

Common Stock ...... . Lyonnaise American Holding, Inc. 11,687,024 shares 30.1% 
2000 First State Boulevard 
Wilmington, Delaware 
19804-0507 

LAH, its parent company SLOE, and certain of their respective affiliates are subject to the terms of a 
Governance Agreement, dated April 22, 1994, which, among other things, prohibits, subject to certain 
exceptions, such parties from acquiring additional UWR securities, commencing unsolicited tender or exchange 
offers to acquire UWR's securities, making offers to acquire UWR's assets or soliciting proxies against UWR's 
management and which requires their common stock to be voted in accordance with the votes of the holders of 
75% of the common stock if any proposal obtains that vote. SLDE, LAH and UWR, pursuant to the Merger 
Agreement, have modified the Governance Agreement in order to allow for the acquisition of UWR common 
stock and series A preference stock contemplated in the merger. 
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MERGER RELATED FINANCING 

It is estimated that the total amount of funds required by LAH to consummate the acquisition of the 
capital stock of UWR not already owned by it is approximately $1 billion. In the Merger Agreement. SLDE 
has agreed to cause LAH and LAH Acquisition to have sufficient funds to consummate the merger at the 
effective time and to meet their other financial obligations under the Merger Agreement. 

SLDE and LAH expect to fund the cost of the acquisition using currently available cash resources and 
other existing and new capital resources. which may include syndicated borrowing from banks. public issuance 
of debt and equity securities and the private placement of debt securities. As of December 31. 1998. SLDE had 
cash and cash equivalents of approximately 2.8 billion euros (approximately $3.3 billion). debt of 
approximately 21.5 billion euros (approximately $25.4 billion) and stockholders equity of approximately 8.9 
billion euros (approximately $10.5 billion). 

It is estimated that the expenses incurred by the parties with respect to the merger will be as follows: 

lfAlm $ 

SEC ruing Fees ............................................. . 

Legal fees ................................................. . 

Accounting fees ......... " .....•.............................. 

Appraisal fees •...............••..................•.......... 

Solicitation expenses ......................................... . 

Printing costs ...................................•.•.......... 

Other Miscellaneous expenses .................................. . 


In accordance with the merger agreement, all costs and expenses in connection with the merger will be 
paid by the party incurring such expenses. 
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OTHER MATTERS 

UWR presently does not intend to bring before its special meeting any matters other than those specified 
and does not have any knowledge of any other matters which may be brought up by other persons. However, if 
any other matters not now known property come before the UWR special meeting or any adjournments thereof, 
the persons named in the enclosed form of proxy, including any substitutes, will vote such proxies in 
accordance with their judgment on such matters. 
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This AGREEMENT AND PLAN OF MERGER dated as of August 20, 1999 (this "Agreement") is made 
and entered into by and among United Water Resources Inc., a New Jersey corporation (the "Company"), 
Lyonnaise American Holding, Inc., a Delaware corporation ("Parent"), LAH Acquisition Co., a New Jersey 
corporation and a wholly owned subsidiary of Parent ("Merger Sub"), and, solely with respect to the 
provisions of Article XI, Suez Lyonnaise des Eaux, a French societe anonyme ("SLOE"); 

WHEREAS, the boards of directors of the Company, Parent and Merger Sub have approved and deemed it 
advisable and in the best interests of their respective stockholders to consummate the transactions contemplated 
herein under which the business of the Company and Parent would be combined by means of the merger of 
Merger Sub with and into the Company, as a result of which the Company will become a wholly owned 
subsidiary of Parent (the "Merger"); 

WHEREAS, the Company, Parent and Merger Sub desire to make certain representations, warranties and 
agreements in connection with the Merger and to prescribe various conditions to the Merger; and 

WFIEREAS, SLOE has agreed to the obligations contained in Article XI of this Agreement. 

NOW THEREFORE, in consideration of the foregoing and the respective representations, warranties, 
covenants and agreements contained herein, the parties hereto, intending to be legally bound hereby, agree as 
follows: 

ARTICLE I 

THE MERGER 

SECTION 1.1 The Merger. Upon the terms and subject to the conditions of this Agreement, at the 
Effective Time of the Merger (as defined in Section 1.2) Merger Sub shall be merged with and into the 
Company in accordance with the Business Corporation Act of the State of New Jersey (the "NJBCA"). 
Following the Merger, the separate corporate existence of Merger Sub shall cease and the Company shall be 
the surviving corporation (the "Surviving Corporation") and shall continue its corporate existence under the 
laws of the State of New Jersey. 

SECTION 1.2 Effective Time ofthe Merger. A certificate of merger (the "Certificate ofMerger") shall 
be duly prepared and executed by the Surviving Corporation and thereafter delivered to the office of the 
Secretary of State of the State of New Jersey (the "Secretary ofState") for filing, as provided in Section 
I4A:I0-4.1 of the NJBCA, on the Closing Date. The Merger shall become effective at such time as the 
Certificate of Merger is duly filed with the Secretary of State or at such subsequent time as Parent and the 
Company shall agree and specify in the Certificate of Merger (the date and time the Merger becomes effective 
being the "Effective Time"). 

SECTION 1.3 Effects ofthe Merger. Subject to the foregoing, the effects of the Merger shall be as 
provided in the applicable provisions of the NJBCA. 

SECTION 1.4 Certificate ofIncorporation and By-lows ofthe Surviving Corporation. At the Effective 
Time, (i) the certificate of incorporation of Merger Sub, as in effect immediately prior to the Effective Time, 
shall become the certificate of incorporation of the Surviving Corporation until thereafter amended as provided 
by law and such certificate of incorporation and (ii) the by-laws of Merger Sub as in effect immediately prior to 
the Effective Time shall be the by-laws of the Surviving Corporation until thereafter amended as provided by 
law, the certificate of incorporation of the Surviving Corporation and such by-laws. 

SECTION 1.5 Directors and OjJicers ofthe Surviving Corporation. The directors of Merger Sub and the 
officers of the Company immediately prior to the Effective Time shall, from and after the Effective Time, be 
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the directors and officers, respectively, of the Surviving Corporation until their successors shall have been duly 
elected or appointed and qualified or until their earlier death, resignation or removal in accordance with the 
Surviving Corporation's certificate of incorporation and by-laws. 

SECTION 1.6 Further Actions. At and after the Effective Time, the officers and directors of the 
Surviving Corporation will be authorized to execute and deliver, in the name and on behalf of the Company or 
Merger Sub. any deeds, bills of sale, assignments or assurances and to take and do, in the name and on behalf 
of the Company or Merger Sub, any other actions and things to vest, perfect or confirm of record or otherwise 
in the Surviving Corporation any and all right, title and interest in, to and under any of the rights, properties or 
assets acquired or to be acquired by the Surviving Corporation as a result of, or in connection with, the Merger. 

ARTICLEll 

TREATMENT OF SHARES 

SECTION 2.1 EJJect ofthe Merger on Capital Stock. At the Effective Time by virtue of the Merger and 
without any action on the part of any holder of any capital stock of the Company or Merger Sub: 

(a) Conversion ofMerger Sub Stock. Each issued and outstanding share of common stock, par 
value $1.00 per share, of Merger Sub shall be converted into one fully paid and non-assessable share of 
common stock, no par value, of the Surviving Corporation (the"Surviving Corporation Common Stock"). 

(b) Cancellation ofCertain Company Stock. Each share of common stock, no par value, of the 
Company (the "Company Common Stock"), together with the associated Right (as defined in Section 
4.16) to purchase Company Preferred Stock pursuant to the Company Rights Agreement (as defined in 
Section 4.16), and each share of 5% Series A Cumulative Convertible Preference Stock, no par value, of 
the Company ("Series A Preference Stock") that is owned by the Company as treasury stock and all 
shares of Company Common Stock (and associated Rights) and Series A Preference Stock that are owned, 
directly or indirectly, by the Company or Parent or any of their respective whOlly-owned subsidiaries shall 
be canceled and retired and shall cease to exist, and no consideration shall be delivered in exchange 
therefor. 

(c) Conversion ofCompany Common Stock. Each issued and outstanding share of Company 
Common Stock, together with the associated Rights, other than shares and Rights canceled pursuant to 
Section 2.1(b) of this Agreement, shall be converted into the right to receive $35.00 per" share, without 
interest (the "Per Share Cash Consideration"). Each share of Company Common Stock and each 
associated Right converted in accordance with this paragraph 2.1(c) shall no longer be outstanding and 
shall automatically be canceled and retired and shall cease to exist. Each holder of a certificate formerly 
representing any such shares of Company Common Stock shall cease to have any rights with respect 
thereto. except the right to receive the Per Share Cash Consideration to be issued in consideration therefor 
upon surrender of such certificate in accordance with Section 2.2 and any dividends declared and unpaid as 
of the Effective Time. 

(d) Conversion of Series A Preference Stock. Each issued and outstanding share of Series A 
Preference Stock, other than shares canceled pursuant to Section 2.1(b) of this Agreement, shall be 
converted automatically into the right to receive an amount in cash equal to the product of the Per Share 
Cash Consideration multiplied by the number of shares of Company Common Stock into which such share 
of Series A Preference Stock is convertible immediately prior to the Effective Time. Each share of Series 
A Preference Stock converted in accordance with this paragraph 2.1(d) shall no longer be outstanding and 
shall automatically be canceled and retired and shall cease to exist. Each holder of a certificate formerly 
representing any such shares of Series A Preference Stock shall cease to have any rights with respect 
thereto, except the right to receive the Per Share Cash Consideration to be issued in consideration therefor 
upon surrender of such certificate in accordance with Section 2.2 and any dividends declared and unpaid as 
of the Effective Time. 
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SECI'ION 2.2 Exchange ofCertijicaJes. (a) Exchange Agent. At the Effective Time. Parent shall 
deposit with a bank or trust company mutually agreeable to Parent and the Company (the "Exchange 
Agent"). pursuant to an agreement with the Exchange Agent in fonn and substance reasonably acceptable 
to Parent and the Company. an amount in cash equal to the sum of (i) the Per Share Cash Consideration 
multiplied by the number of shares of Company Common Stock to be converted into the right to receive 
the Per Share Cash Consideration as determined in Section 2.1(c) plus (ii) the Per Share Cash 
Consideration multiplied by the number of shares of Company Common Stock into which the Series A 
Preference Stock is convertible as determined in Section 2.1(d) plus Cui) the amount of any dividends 
which were declared in respect of Company Common Stock and the Series A Preference Stock with a 
record date prior to the Effective Time and which remain unpaid at the Effective Time (the" Unpaid 
Company Dividends"). Any cash deposited with the Exchange Agent shall hereinafter be referred to as the 
"Exchange Fund." 

(b) Payment ofCash Consideration. Promptly after the Effective Time, Parent and the Surviving 
Corporation shall cause the Exchange Agent to mail to each holder of record as of the Effective Time of a 
certificate or certificates which immediately prior to the Effective Time represented outstanding shares of 
Company Common Stock or Series A Preference Stock (the "Certificates") that were converted into the 
right to receive the Per Share Cash Consideration pursuant to Section 2.1: (i) a letter of transmittal (which 
shall specify that delivery shall be effected, and risk of loss and title to the Certificates shall pass, only 
upon actual delivery of the Certificates to the Exchange Agent and shall be in such fonn and have such 
other provisions as Parent and the Surviving Corporation may reasonably specify) and (U) instructions for 
effecting the surrender of the Certificates in exchange for the Per Share Cash Consideration. Upon 
surrender of a Certificate to the Exchange Agent for cancellation. together with a duly executed letter of 
transmittal and such other documents as the Exchange Agent may require. the holder of such Certificate 
shall be entitled to receive in exchange therefor a bank check for an amount equal to the sum of (x) the 
Per Share Cash Consideration multiplied by (A) if such Certificate evidenced one or more shares of 
Company Common Stock. the number of shares of Company Common Stock evidenced thereby or (B) if 
such Certificate evidenced one or more shares of Series A Preference Stock. the number of shares of 
Company Common Stock into which the shares of Series A Preference Stock evidenced thereby were 
convertible immediately prior to the Effective Time plus. in either case, (y) any Unpaid Company 
Dividends payable in respect of such shares (such sum being referred to as the "Cash Consideration"). In 
no event shall the holder of any such surrendered Certificates be entitled to receive interest on any cash to 
be received in the Merger. If such check is to be issued in the name of a person other than the person in 
whose name the Certificates surrendered for exchange therefor are registered. it shall be a condition of the 
exchange that the person requesting such exchange shall pay to the Exchange Agent any transfer or other 
taxes required by reason of issuance of such check to a person other than the registered holder of the 
Certificates surrendered. or shall establish to the satisfaction of the Exchange Agent that such tax has been 
paid or is not applicable. Until surrendered as contemplated by this Section 2.2, each Certificate shall be 
deemed at any time after the Effective Time to represent only the right to receive upon such surrender the 
Cash Consideration as contemplated by this Section 2.2. If for any reason (mcluding losses) the Exchange 
Agent is unable to pay the cash amounts to which holders of the Certificates shall be entitled. Parent shall 
in any event remain liable. and shall make available to the Surviving Corporation additional funds, for the 
payment thereof. 

(c) Closing ofTransfer Books. From and after the Effective Tune the stock transfer books of the 
Company shall be closed and no transfer of any capital stock of the Company shall thereafter be made. If. 
after the Effective Time, Certificates are presented to the Surviving Corporation, they shall be canceled 
and exchanged for the Cash Consideration as provided in Section 2.1 and in this Section 2.2. 

(d) Termination ofExchange Agent. All funds held by the Exchange Agent in the Exchange Fund 
for payment to the holders of Certificates unclaimed at the end of one year from the Effective Time shall 
be returned to the Surviving Corporation, after which time any holder of Certificates who has not 
theretofore complied with this Article II shall thereafter look as a general creditor only to Parent for 
payment of the Cash Consideration to which such holder may be due, subject to applicable law. 
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(e) Investment of the Exchange Fund. The Exchange Agent shall invest any cash included in the 
Exchange Fund only in one or more of the following investments as directed by the Surviving Corporation 
from time to time: (i) obligations of the United States government maturing not more than 90 days after 
the date of purchase; (li) certificates of deposit maturing not more than 90 days after the date of purchase 
issued by a bank: organized under the laws of the United States or any state thereof having a combined 
capital and surplus of at least $500,(X)(),OOO; (iii) a money market fund having assets of at least 
$3,000,000,000; or (iv) tax-exempt or corporate debt obligations maturing not more than 90 days after the 
date of purchase given the highest investment grade rating by Standard & Poor's and Moody's Investor 
Service. Any interest and other income resulting from such investments shall promptly be paid to the 
Surviving Corporation. 

(f) Lost Certificates. If any Certificate shall have been lost, stolen or destroyed. upon the making of 
an affidavit of that fact by the stockholder claiming such Certificate to be lost, stolen or destroyed and, if 
required by the Surviving Corporation, the posting by such stockholder of a bond in such reasonable 
amount as the Surviving Corporation may direct as indemnity against any claim that may be made against 
it with respect to such Certificate, the Exchange Agent will deliver in exchange for such lost, stolen or 
destroyed Certificate the applicable Cash Consideration with respect to the shares of Company Common 
Stock or Series A Preference Stock formerly represented thereby. 

(g) Escheat. The Surviving Corporation shall not be liable to any person for funds delivered to a 
public official pursuant to any applicable abandoned property, escheat or similar law. 

ARTICLEID 

THE CLOSING 

SECTION 3.1 Closing. The closing of the Merger (the "Closing") shall take place at the offices of Piper 
& Marbury L.L.P., 1251 Avenue of the Americas, New York. New York, at 10:00 A.M., New York time, on 
the second business day immediately following the date on which the last of the conditions set forth in Article 
VIII hereof is fulfilled or waived (other· than conditions that by their nature are required to be performed on the 
Closing Date, but subject to satisfaction of such conditions), or at such other time and date and place as the 
Company and Parent shall mutually agree (the "Closing Date"). 

ARTICLE IV 

REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

The Company represents and warrants to Parent and Merger Sub as follows: 

SECTION 4.1 Organization and Qualijicotion. Except as set forth in Section 4.1 of the Company 
Disclosure Schedule (as defined in Section 7.6(ii», the Company and each subsidiary (as defined below) of 
the Company is a corporation duly organized, validly existing and in good standing under the laws of its 
jurisdiction of incorporation or organization. has all requisite corporate power and authority, and has been 
duly authorized by all necessary approvals and orders, to own, lease and operate its assets and properties 
to the extent owned, leased and operated and to carry on its business as it is now being conducted and is 
duly qualified and in good standing to do business in each jurisdiction in which the nature of its business 
or the ownership or leasing of its assets and properties makes such qualification necessary, other than in 
such jurisdictions where the failure to be so qualified and in good standing will not, when taken together 
with all other such failures, have a Company Material Adverse Effect. As used in this Agreement, 
"Company Material Adverse Effect" means any change, effect, condition or circumstance that is 
reasonably likely to be materially adverse to the business, properties, condition (financial or otherwise) or 
results of operations of the Company and its subsidiaries, taken as a whole, or the consummation of the 
transactions contemplated by this Agreement, excluding (i) any occurrence affecting the United States 
water supply and waste water services industIy as a whole, (li) any adverse effect to the extent caused by 
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an acquisition made by the Company in accordance with Section 6.1(d) and (iii) any adverse effect to the 
extent caused by an acquisition made by Parent in accordance with Section 7.14. As used in this 
Agreement, the term "subsidiary" of a person shall mean any corporation or other entity (including 
partnerships and other business associations) of which a majority of the outstanding capital stock or other 
voting securities having voting power under ordinary circumstances to elect directors or similar members 
of the governing body of such corporation or entity shall at the time be held, directly or indirectly, by such 
person. True, accurate and complete copies of the certificate of incorporation and by-laws of the Company 
(including any amendments thereto) as in effect on the date hereof have been made available to Parent 

SECfION 4.2 Subsidiaries. Section 4.2 of the Company Disclosure Schedule sets forth a deScription 
as of the date hereof, of (x) all "material subsidiaries" of the Company as defined in Regulation S-X 
promulgated under the Securities Act (as defined herein) and (y) all other subsidiaries and joint ventures of 
the Company, including (i) the name of each such entity, (ii) the state or jurisdiction of its incorporation or 
organization, (iii) the Company's interest therein, and (iv) if known by the Company, the name of any 
other person holding an interest therein and the interest held by any and all such persons, and a brief 
description of the principal line or lines of business conducted by each such entity. Except as set forth in 
Section 4.2 of Company Disclosure Schedule. neither the Company nor any of the Company's subsidiaries 
is a "public utility company" or a "holding company" within the meaning of Section 2(a)(5) or 2(a)(7) 
of the Public Utility Holding Company Act of 1935, as amended (the "1935 Act") or a "subsidiary 
company" or an "affiliate" within the meaning of Section 2(a)(8) or 2(a)(1l) of the 1935 Act of any 
holding company which is required to register as a holding company under the 1935 Act. Except as set 
forth in Section 4.2 of the Company Disclosure Schedule, all of the issued and outstanding shares of 
capital stock of each subsidiary of the Company and, to the knowledge of the Company, each Company 
Joint Venture (as defined below) are validly issued, fully paid, nonassessable and free of preemptive 
rights, and are owned, directly or indirectly, by the Company free and clear of any liens, claims. 
encumbrances, security interests, equities, charges and options of any nature whatsoever and there are no 
outstanding subscriptions, options, calls, contracts, voting trusts, proxies or other commitments. 
understandings, restrictions, arrangements, rights or warrants, including any right of conversion or 
exchange under any outstanding security, instrument or other agreement, obligating any such subsidiary to 
issue, deliver or sell, or cause to be issued, delivered or sold, additional shares of its capital stock or 
obligating it to grant, extend or enter into any such agreement or commitment, except for any of the 
foregoing that could not reasonably be expected to have a Company Material Adverse Effect. As used in 
this Agreement, the term "joint venture" of a person shall mean any corporation or other entity (including 
partnerships and other business associations) that is not a subsidiary of such person, in which such person 
or one or more of its subsidiaries owns an equity interest, other than equity interests held for passive 
investment purposes which are less than 10% of any class of the outstanding voting securities or equity of 
any such entity, and the term "Company Joint Venture" shall mean each joint venture in which the 
Company holds an equity interest and in which neither Parent nor any of Parent's affiliates holds a direct 
or indirect equity interest apart from their interest in the Company. 

SECfION 4.3 Capitalization. (a) Company Capitalization. The authorized capital stock of the 
Company consists of (i) 100,000,000 shares of Company Common Stock, Cn) 1,000,000 shares of 
preferred stock, no par value, of the Company (the "Compony Preferred Stock"), and CIii) 5,000,000 
shares of preference stock, no par value, of the Company (the "Compony Preference Stock") of which 
3,983,976 shares are designated as Series A Preference Stock and no shares are designated as 7 5/8% 
Series B Cumulative Preferred Stock, no par value, of the Company (HSeries B Preferred Stock"). As of 
the close of business on July 17, 1999, there were issued and outstanding 38,810,209 shares of Company 
Common Stock, 1,956,596 shares of Series A Preference Stock and no shares of Series B Preferred Stock. 
All of the issued and outstanding shares of the capital stock of the Company are validly issued, fully paid, 
nonassessable and free of preemptive rights. 
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(b) Options, etc. Except as set forth in Section 4.3(b) of the Company Disclosure Schedule. as of 
the date hereof, there are no outstanding subscriptions, options (including employee stock options), calls, 
contracts, voting trusts, proxies or other commitments, understandings, restrictions, arrangements, rights 
(including the Rights) or warrants, including any right of conversion or exchange under any outstanding 
security, instrument or other agreement, obligating the Company or any of the subsidiaries of the 
Company or, to the knowledge of the Company, any Company Joint Venture to issue, deliver or sell, or 
cause to be issued, delivered or sold, additional shares of the capital stock of such person, or obligating 
such person to gram, extend or enter into any such agreement or commitment. The total number of 
outstanding options to purchase shares of Company's capital stock (whether granted pursuant to Company 
Stock Plans or otherwise) and the exercise price of each such option is set forth on Section 4.3(b) of the 
Company Disclosure Schedule. 

(c) Certain Contractual Obligations. There are no outstanding contractual obligations of the 
Company, any of its subsidiaries or, to the knowledge of the Company, any Company Joint Venture to 
repurchase, redeem or otherwise acquire any shares of such person's capital stock or to provide funds to, 
or make any investment (in the form of a loan, capital contribution or otherwise) in, any person other than 
to subsidiaries of the Company in the ordinary course of business consistent with past practice or as 
disclosed in Section 4.3(c) of the Company Disclosure Schedule. 

SECfION 4.4 Authority; Non· Contravention; Statutory Approvals; Compliance. 
(a) Authority. The Company has all requisite corporate power and authority (including approval of 

the Company's Board of Directors) to enter into this Agreement, to perform its obligations hereunder and, 
subject to obtaining the Company Stockholders' Approval (as defined in Section 4.14) and the Company 
Required Statutory Approvals (as defined in Section 4.4(c», to consummate the transactions contemplated 
hereby. The execution, delivery and performance of this Agreement and the consummation by the 
Company of the transactions contemplated hereby have been duly authorized by all necessary corporate 
action on the part of the Company, subject to obtaining the Company Stockholders' Approval with respect 
to consummation of the Merger. This Agreement has been duly and validly executed and delivered by the 
Company and, assuming the due authorization, execution and delivery hereof by the other signatories 
hereto, constitutes the valid and binding obligation of the Company enforceable against it in accordance 
with its terms. 

(b) Non-Contravention. Except as set forth in Section 4.4(b) of the Company Disclosure Schedule, 
the execution and delivery of this Agreement by the Company does not, and the petformance by the 
Company of its obligations hereunder and the consummation of the transactions contemplated hereby will 
not, violate, conflict with, or result in a breach of any provision of, or constitute a default (with or without 
notice or lapse of time or both) under, or result in the termination or modification of, or accelerate the 
performance required by, or result in a right of termination, cancellation, or acceleration of any obligation 
or the loss of a benefit under, or result in the creation of any lien, security interest, charge or encumbrance 
("Liens") upon any of the properties or assets of the Company or any of the subsidiaries of the Company 
or, to the knowledge of the Company, any of the Company Joint Ventures (any such violation, conflict, 
breach, default, right of termination, modification, cancellation or acceleration, loss or creation, a 
"Violation" with respect to the Company (such term when used in Article V having a correlative meaning 
with respect to Parent» pursuant to any terms, conditions or provisions of (i) the certificate of 
incorporation, by-laws or similar governing documents of the Company or any of its subsidiaries or, to the 
knowledge of the Company, any of the Company Joint Ventures, (li) subject to obtaining the Company 
Required Statutory Approvals and the receipt of the Company Stockholders' Approval, any statute, law, 
ordinance, rule, regulation, judgment, decree, order, injunction, writ, permit or license of any 
Governmental Authority (as defined in Section 4.4(c» applicable to the Company or any of its subsidiaries 
or, to the knowledge of the Company, any of the Company Joint Ventures, or any of their respective 
properties or assets or (iii) subject to obtaining the third-party consents or other approvals set forth in 
Section 4.4(b) of the Company Disclosure Schedule (the "Company Required Consents") any note, bond, 
mortgage, indenture, deed of trust, license, franchise, permit, concession, contract, lease or other 
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instrument, obligation or agreement of any kind to which the Company or any of its subsidiaries or, to the 
knowledge of the Company, any of the Company Joint Ventures is a party or by which the Company or 
any of the Company's, its subsidiaries' or any Company Joint Venture's properties or assets may be bound 
or affected, excluding from the foregoing clauses (li) and (iii) such Violations as would not reasonably be 
likely to have, individually or in the aggregate, a Company Material Adverse Effect. 

(c) Statutory Approvals. No declaration, filing or registration with, or notice to or authorization, 
consent or approval of, any court, federal, state, local or foreign governmental or regulatory body 
(including a stock exchange or other self-regulatory body) or authority, including state public utility 
control or public service commissions and similar state regulatory bodies (each, a "Governmental 
Authority") is necessary for the execution and delivery of this Agreement by the Company, the 
performance of the Company of its obligations hereunder or the consummation by the Company of the 
transactions contemplated hereby, except as described in Section 4.4(c) of the Company Disclosure 
Schedule, the failure to obtain, make or give which would reasonably be likely to have, individually or in 
the aggregate, a Company Material Adverse Effect (the "Company Required Statutory Approvals"), it 
being understood that references in this Agreement to "obtaining" such Company Required Statutory 
Approvals shall mean making such declarations, filings or registrations, giving such notices, obtaining 
such authorizations, consents or approvals and having such waiting periods expire as are necessary to 
avoid a violation of law. 

Cd) Compliance. Except as set forth in Section 4.4(d) or Section 4.11 of the Company Disclosure 
.Schedule, or as disclosed in the Company SEC Reports (as defined in Section 4.5) filed prior to the date 
hereof, neither the Company nor any of its subsidiaries nor, to the knowledge of the Company, any 
Company Joint Venture is in violation of, is under investigation with respect to any violation of, or has 
been given notice or been charged with any violation of, any law, statute, order, rule, regulation, ordinance 
or judgment of any Governmental Authority except for violations that. individually or in the aggregate, do 
not have, and to the knowledge of the Company, are not reasonably likely to have. a Company Material 
Adverse Effect. Except as set forth in Section 4.4(d) of the Company Disclosure Schedule or in Section 
4.11 of the Company Disclosure Schedule, the Company and its subsidiaries and, to the knowledge of the 
Company, the Company Joint Ventures have all permits, licenses, franchises and other governmental 
authorizations, consents and approvals necessary to conduct their respective businesses as currently 
conducted in all respects, except those which the failure to obtain would, in the aggregate, not have a 
Company Material Adverse Effect. Except as set forth in Section 4.4(d) of the Company Disclosure 
Schedule, the Company, each of its subsidiaries and, to the knowledge of the Company, each Company 
Joint Venture is not in breach or violation of or in default in the performance or observance of any term or 
provision of, and no event has occurred which, with lapse of time or action by a third party. could result in 
a default under, (i) its certificate of incorporation or by-laws or similar organizational documents or (ii) 
any material contract, commitment, agreement, indenture, mortgage, loan agreement, note, lease, bond, 
license, approval or other instrument to which it is a party or by which it is bound or to which any of its 
property is subject, except for breaches, violations or defaults of any of the foregoing items in clause (ii) 
that, individually or in the aggregate, do not have, and are not reasonably likely to have, a Company 
Material Adverse Effect. 

SECfION 4.5 Reports and Finonciol Statements. The filings required to be made by the Company 
and its subsidiaries under the Securities Act of 1933, as amended (the "Securities Act"), the Securities 
Exchange Act of 1934, as amended (the "Exchange Act"), and applicable state public utility laws and 
regulations have been filed with the Securities and Exchange Commission (the "SEC"), or the appropriate 
state public utilities commission or health agency, as the case may be, including all forms, statements, 
reports, agreements (oral or written) and all documents, exhibits, amendments and supplements 
appertaining thereto, and complied, as of their respective dates, in all material respects with all applicable 
requirements of the appropriate statute and the rules and regulations thereunder. The Company has made 
available to Parent a true and complete copy of each report, schedule, registration statement and definitive 
proxy statement filed by the Company with the SEC since June 30,1996 (as such documents have since 
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the time of their filing been amended. the "Company SEC Reports"). As of their respective dates. the 
Company SEC Reports did not contain any untrue statement of a material fact or omit to state a material 
fact required to be stated therein or necessary to make the statements therein. in light of the circumstances 
under which they were made. not misleading. The audited consolidated financial statements and unaudited 
interim financial statements of the Company included in the Company SEC Reports (collectively. the 
"Company Financial Statements") have been prepared in accordance with generally accepted accounting 
principles applied on a consistent basis ("GAAP") (except as may be indicated therein or in the notes 
thereto and except with respect to unaudited statements as permitted by Fonn 1 ~Q of the SEC) and fairly 
present the consolidated financial position of the Company as of the dates thereof and the consolidated 
results of operations and cash flows for the periods then ended. Except as and to the extent set forth in the 
Company Financial Statements. neither the Company nor any subsidiary of the Company or, to the 
knowledge of the Company, any Company Joint Venture has any liability or obligation of any nature 
(whether accrued. absolute. contingent or otherwise) which would be required to be reflected on a balance 
sheet prepared in accordance with generally accepted accounting principles. except for liabilities and 
obligations that would not reasonably be likely to have, individually or in the aggregate. a Company 
Material Adverse Effect. 

SEC1'ION 4.6 Absence ojCertain Clumges or Events. Except as disclosed in the Company SEC 
Reports filed prior to the date hereof or as set forth in Section 4.6 of the Company Disclosure Schedule. 
from June 30, 1999. the Company and each of its subsidiaries have conducted their business only in the 
ordinary course of business consistent with past practice and there has not been. and no fact or condition 
exists which WOUld, individually or in the aggregat~, have a Company Material Adverse Effect. Without 
limiting the foregoing, from June 30, 1999 through the date of this Agreement, and except as which 
individually or in the aggregate, does not have or, insofar as reasonably can be foreseen. is not reasonably 
likely to have a Company Material Adverse Effect, there has not been (i) any revaluation by the Company 
or any of its subsidiaries or, to the knowledge of the Company, any Company Joint Venture of any of their 
respective assets. including. but not limited to. write-off's of accounts receivable, other than in the OIdinary 
course of businesses consistent with historical practices, (ii) any material change by the Company, any of 
its subsidiaries or, to the knowledge of the Company, any Company Joint Venture in its accounting 
methods. principles or practices, or (iii) any declaration, setting aside or payment of any dividend or 
distribution in respect of any capital stock of the Company or any redemption. repurchase or other 
acquisition of any of its securities (other than regular quarterly dividends on the shares of Company 
Common Stock and regular dividends on the shares of Series A Preference Stock). 

SECl'ION 4.7 Litigalion. Except as disclosed in the Company SEC Reports filed prior to the date 
hereof or as set forth in Section 4.7. Section 4.9 or Section 4.11 of the Company Disclosure Schedule. (i) 
there are no claims, suits, actions or proceedings, pending or. to the knowledge of the Company, 
threatened, nor are there, to the knowledge of the Company, any investigations or reviews pending or 
threatened against, relating to or affecting the Company or any of its subsidiaries or any Company Joint 
Venture and (ii) there are no judgments. decrees. injunctions. rules or orders of any court, governmental 
department, commission. agency, instrumentality or authority or any arbitrator applicable to the Company. 
any of its subsidiaries or, to the knowledge of the Company. any Company Joint Venture. except for any 
of the foregoing under clauses (i) and (ti) that individually or in the aggregate would not reasonably be 
expected to have a Company Material Adverse Effect. 

SEC1'ION 4.8 Proxy Statement Etc. The proxy statement, in definitive form, relating to the 
Company Special Meeting (the "Proxy Statement") shall not, at the dates mailed to stockholders and at 
the time of the Company Special Meeting, contain any untrue statement of a material fact or omit to state 
any material fact required to be stated therein or necessary in order to make the statements therein in light 
of the circumstances under which they are made, not misleading. The Proxy Statement. insofar as it relates 
to the Company or any subsidiary of the Company, shall comply as to form in all material respects with 
the applicable provisions of the Securities Act and the Exchange Act and the rules and regulations 
thereunder. 
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SECfION 4.9 Tax Matters. "Taxes", as used in this Agreement, means any federal, state, county, 
local or foreign taxes, charges, fees, levies or other assessments, including all net income, gross income, 
sales and use, ad valorem. transfer, gains, profits, excise, franchise, real and personal property, gross 
receipts, capital stock, production, business and occupation, disability, employment, alternative minimum, 
payroll, license, estimated, stamp, custom duties, severance or withholding taxes or charges imposed by 
any governmental entity, and includes any interest and penalties (civil or criminal) on or additions to any 
such taxes and any expenses incurred in connection with the determination, settlement or litigation of any 
tax liability. "Tax Return", as used in this Agreement, means a report or similar statement, return or other 
infonnation required to be supplied to a governmental entity with respect to Taxes including, where 
pennitted or required, combined or consolidated returns for any group of entities that includes the 
Company or any of its subsidiaries, or Parent or any of its subsidiaries, as the case may be. 

Except as set forth in Section 4.9 of the Company Disclosure Schedule: 

(a) Timely Filing of Tax Returns. The Company and each of its subsidiaries and, to the Company's 
knowledge, each Company Joint Venture have filed (or there has been filed on its behalf) all material Tax 
Returns required to be filed by each of them under applicable law. All such Tax Returns were and are in 
all material respects true, complete and correct and filed on a timely basis. 

(b) Payment ofTaxes. The Company and each of its subsidiaries and, to the Company's knowledge, 
each Company Joint Venture have, within the time and in the manner prescribed by law, paid all Taxes 
that are currently due and payable except for those contested in good faith and for which adequate reserves 
have been taken. 

(c) Deferred Taxes. The Company and ea,ch of its subsidiaries and, to the Company's knowledge, 
each Company Joint Venture have accounted for deferred income taxes in accordance with GAAP. 

(d) Tax Liens. There are no Tax liens upon the assets of the Company or any of its subsidiaries or, 
to the Company's knowledge, any Company Joint Venture except liens for Taxes not yet due. 

(e) Withholding Taxes. The Company and each of its subsidiaries and, to the Company's 
knowledge. each Company Joint Venture have complied in all material respects with the provisions of the 
Code relating to the withholding of Taxes, as well as similar provisions under any other laws, and have, 
within the time and in the manner prescribed by law, withheld from employee wages and paid over to the 
proper governmental authorities all amounts required. . 

(f) Extensions ofTime for Filing Tax Returns. Neither the Company nor any of its subsidiaries nor, 
to the Company's knowledge, any Company Joint Venture has requested any extension of time within 
which to file any Tax Return which Tax Return has not since been filed. 

(g) Waivers ofStatute ofLimitations. Neither the Company nor any of its subsidiaries nor, to the 
Company's knowledge. any Company Joint Venture has executed any outstanding waivers or comparable 
consents regarding the application of the statute of limitations with respect to any Taxes or Tax Returns. 

(h) Expiration ofStatute ofLimitations. The statute of limitations for the assessment of all Taxes 
has expired for all applicable Tax Returns of the Company and each of its subsidiaries and, to the 
Company's knowledge, each Company Joint Venture, or those Tax Returns have been examined by the 
appropriate taxing authorities for all periods through the date hereof, and no deficiency for any Taxes has 
been proposed, asserted or assessed against the Company or any of its subsidiaries or, to the Company's 
knowledge, any Company Joint Venture that has not been resolved and paid in full. 

(i) Audit, Administrative and Court Proceedings. No audits or other administrative proceedings or 
court proceedings are presently pending, proposed or threatened with regard to any Taxes or Tax Returns 
of the Company or any of its subsidiaries or, to the Company's knowledge, any Company Joint Venture. 
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U) Powers ofAnomey. No power of attorney currently in force has been granted by the Company 
or any of its subsidiaries or, to the Company's knowledge, any Company Joint Venture concerning any 
Tax matter. 

(k) Tax Rulings. Neither the Company nor any of its subsidiaries nor, to the Company's knowledge, 
any Company Joint Venture has received a Tax Ruling (as defined below) or entered into a Qosing 
Agreement (as defined below) with any taxing authority that would have a continuing adverse effect after 
the Closing Date. "Tax Ruling", as used in this Agreement, shall mean a written ruling of a taxing 
authority relating to Taxes. "Closing Agreement", as used in this Agreement. shall mean a written and 
legally binding agreement with a taxing authority relating to Taxes. 

(I) Availability ofTax Returns. The Company has made or has used its best efforts in making 
available to Parent complete and accurate copies of (i) all Tax Returns, and any amendments thereto, filed 
by the Company or any of its subsidiaries since December 31, 1997. (ii) all audit reports received from 
any taxing authority relating to any Tax Return filed by the Company or any of its subsidiaries or, to the 
Company's knowledge, any Company Joint Venture and (iii) any Closing Agreements entered into by the 
Company or any of its subsidiaries or, to the Company's knowledge, any Company Joint Venture with any 
taxing authority. 

(m) Tax Sharing Agreements. Neither the Company nor any of its subsidiaries nor, to the 
Company's knowledge, any Company Joint Venture is a party to any agreement relating to allocating or 
sharing of Taxes. 

(n) Code Section 2800. Section 4.9 of the Company Disclosure Schedule contains a true and 
complete list of any agreement, contract or arrangement to which the Company or any of its subsidiaries 
or, to Company's knowledge, any Company Joint Venture, is a party that could result, on aCcount of the 
transactions contemplated hereunder, separately or in the aggregate, in the payment of any "excess 
parachute payments" within the meaning of Section 2800 of the Code. 

(0) Liability for Others. Neither the Company nor any of its subsidiaries nor, to the Company's 
knowledge, any Company Joint Venture has any liability for Taxes of any person other than the Company, 
its subsidiaries and, to the Company's knowledge, such Company Joint Ventures (i) under Treasury 
Regulations Section 1.1502-6 (or any similar provision of state, local or foreign law) as a transferee or 
successor, (li) by contract or (iii) otherwise. 

(P) Code Section 897. To the Company's knowledge after due inquiry, no foreign person owns or 
has owned, for purposes of Section 897 of the Code, more than five percent of the total fair market value 
of the Company Common Stock during the applicable period specified in Section 897(c)(1)(A)(ii) of the 
Code, and, at all times during the applicable period specified in Section 897(c)(1)(A)(ii) of the Code, the 
Company Common Stock has been regularly traded in an established securities market within the meaning 
of Treasury Regulation Section 1.897-1(m). 

SECTION 4.10 Employee MfIllers; ERISA. Except as set forth in Section 4.10 of the Company 
Disclosure Schedule: 

(a) Benefit Plans. Section 4.10(a) of the Company Disclosure Schedule contains a true and 
complete list of each material employee benefit plan sponsored, contributed to or maintained by the 
Company or any of its subsidiaries covering employees, former employees, directors or former directors of 
the Company or any of its subsidiaries or their beneficiaries, or providing benefits to such persons in 
respect of services provided to any such entity, including, but not limited to, any employee benefit plans 
within the meaning of Section 3(3) of the Employee Retirement Income Security Act of 1974, as amended 
(" ERISA' '), and any severance or change in control agreement between the Company or any of its 
subsidiaries and any current or former employee or director thereof pursuant to which benefits may 
become payable (collectively, the "Company Benefit Plans"). No Company Benefit Plan is a 
"multiemployer plan" as defined in Section 3(37) of ERISA. There are no trades or businesses which, 
together with the Company and its subsidiaries, would be treated as a "single employer" within the 
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meaning of Section 414 of the Code or Section 4OOl(a)(14) of ERISA ("ERISA Affiliates"), except as set 
forth on Section 4.lO(a) of the Company Disclosure Schedule. Except as disclosed in Section 4.10(a) of 
the Company Disclosure Schedule, no ERISA Affiliates sponsor, maintain or contribute to any employee 
benefit plan subject to Title IV of ERISA or Section 412 of the Code. 

(b) Contributions. All material contributions and other payments required to be made for any 
period through the date to which this representation speaks, by the Company or any of its subsidiaries to 
any Company Benefit Plan (or to any person pursuant to the tenns thereof) have been timely made or paid 
in full or, to the extent not required to be made or paid on or before the date to which this representation 
speaks have been reflected in the Company Financial Statements. 

(c) Qualification; Compliance. Each of the Company Benefit Plans intended to be "qualified" 
within the meaning of Section 401(a) of the Code has received from the Internal Revenue Service (the 
"IRS") a determination letter that the plan is qualified with respect to all applicable provisions of the 
Code for which the applicable remedial amendment period has expired or an application for such a 
determination, which was filed before the expiration of the applicable remedial amendment period, is 
pending, and, to the knowledge of the Company, no circumstances exist that could reasonably be expected 
to result in the revocation of any such determination, and each trust forming a pan of any such plan is 
exempt from federal income tax pursuant to Section 501 (a) of the Code. The Company and each of its 
subsidiaries is in compliance with, and each of the Company Benefit Plans is and has been operated in 
compliance with, the tenns of such plans and all applicable laws, rules and regulations governing such 
plan, including, without limitation, ERISA and the Code, except where failure to so comply would not 
reasonably be likely to have, individually or in the aggregate, a Company Material Adverse Effect. There 
are no pending or, to the knowledge of the Company, threatened claims under or in respect of any 
Company Benefit Plan by or on behalf of any employee, fonner employee, director, former director, or 
beneficiary thereof, or otherwise involving any Company Benefit Plan (other than routine claims for 
benefits). ' 

(d) Title N Liabilities. No event has occurred and, to the knowledge of the Company, there exists 
no condition or set of circumstances, that could subject or potentially subject the Company or any of its 
subsidiaries to any liability arising under or based upon any provision of Title IV of ERISA (whether to a 
governmental agency, a multiemployer plan or to any other person or entity) which could reasonably be 
expected to have a Company Material Adverse Effect 

(e) Documents Made Available. The Company has made available to Parent a true and correct copy 
of, each collective bargaining agreement to which the Company or any of its subsidiaries is a party or 
under which the Company or any of its subsidiaries has obligations and, with respect to each. Company 
Benefit Plan, where applicable, (i) such plan and the most recent summary plan description, (ii) the most 
recent annual report filed with the IRS, (iii) each related trust agreement or insurance contract, (iv) the 
most recent determination of the IRS with respect to the qualified status of such Company Benefit Plan, 
and (v) the most recent actuarial report or valuation. 

(f) Labor Agreements. Except as disclosed in Section 4.1O(f) of the Company Disclosure Schedule, 
neither the Company nor any of its subsidiaries is a party to any collective bargaining agreement or other 
labor agreement with any union or labor organization. To the best knowledge of the Company, there is no 
current union representation question involving employees of the Company or any of its subsidiaries, nor 
does the Company know of any activity or proceeding of any labor organization (or representative thereof) 
or employee group to organize any such employees. Except as disclosed in the Company SEC Reports 
filed prior to the date hereof or in Section 4.1O(f) of the Company Disclosure Schedule, (i) there is no 
unfair labor practice, employment discrimination or other material complaint against the Company or any 
of its subsidiaries pending or, to the best knowledge of the Company, threatened, (ii) there is no strike or 
lockout or material dispute, slowdown or work stoppage pending, or to the best knowledge of the 
Company, threatened, against or involving the Company, and (iii) there is no proceeding, claim, suit, 
action or governmental investigation pending or, to the best knowledge of the Company, threatened, in 

A-ll 



respect of which any director, officer, employee or agent (or, except as disclosed in Section 4.1O(f) of the 
Company Disclosure Schedule, any former director, officer, employee or agent) of the Company or any of 
its subsidiaries are or may be entitled to claim indemnification from the Company or such subsidiary 
pursuant to their respective certificates of incorporation or by-laws or as provided in the indemnification 
agreements listed in Section 4.10(f) of the Company Disclosure Schedule. 

(g) Except as required by law or as would not reasonably be likely to have, individually or in the 
aggregate, a Company Material Adverse Effect, no Company Benefit Plan provides retiree medical or 
retiree life insurance benefits to any person except as disclosed in Section 4.10Cg) of the Company 
Disclosure Schedule. The accumulated post-retirement benefit obligation of the Company and its 
subsidiaries (as determined under FASB Statement No. 106) as of December 31,1998 does not exceed 
$6,400,000. 

(h) Except as disclosed in Section 4.10(h) of the Company Disclosure Schedule, no director or officer 
or other employee of the Company or its subsidiaries will become entitled to any retirement, severance or 
similar benefit or enhanced or accelerated benefit solely as a result of the ,transactions contemplated 
hereby. Except as disclosed on Schedule 4.10(h) of the Company Disclosure Schedule, such benefit would 
not be an "excess parachute payment" to a "disqualified individual" as those terms are defined in Code 
Section 280G. 

(i) Except as disclosed on Section 4.1O(i) of the Company Disclosure Schedule, since June 30, 1999, 
there has been no change in the terms and conditions of employment of any director or any of the fifteen 
most senior officers of the Company. 

(J) There has been no amendment to, written interpretation of or announcement (whether or not 
written) by the Company or any of its subsidiaries relating to, or change in employee participation or 
coverage under, any Company Benefit Plan which would increase materially the expense of maintaining 
such plan above the level of expense incurred in respect thereto for the most recent 12 month period 
updated on the Company Fmancial Statements except as set forth in Section 4.IO(i) of the Company 
Disclosure Schedule. 

SECTION 4.11 Environmentol Protection. Except as set forth in Section 4.11 of the Company 
Disclosure Schedule or in the Company SEC Reports filed prior to the date hereof: 

(a) Compliance. The Company and to the Company's knowledge each of its subsidiaries are in 
compliance with all Environmental Laws and the Company has not received any communication from any 
Governmental Authority or third party that alleges that the Company or any of its subsidiaries is not in 
compliance with applicable Environmental Laws, except where the failure to be in such compliance would 
not reasonably be likely to have, individually or in the aggregate, a Company Material Adverse Effect. 
The Company has made available to Parent copies of any and all material environmental assessment or 
audit reports or other similar studies or analyses generated within the last three years and in Company's 
possession, that relate to the Company or any of its subsidiaries or the Company Joint Ventures. 

(b) Environmental Permits. The Company and to the Company's knowledge each of its subsidiaries 
have obtained all applicable environmental, health and safety permits, licenses, approvals and 
governmental authorizations (collectively, the "Environmental Permits") which are required, pursuant to 
Environmental Laws, for the construction of their facilities and the conduct of their operations; all such 
Environmental Permits are in current effect and in good standing; all required renewal applications have 
been timely filed and are pending agency approval; the Company reasonably believes that such renewals 
will be accomplished in the ordinary course of business without material delay or expense (except where 
failure to accomplish such renewals would not, individually or in the aggregate, be reasonably likely to 
have a Company Material Adverse Effect); and the Company has received no information that when 
renewed such permit(s) will impose material restrictions or obligations not required in the current permit; 
no capital expense will be required to meet the requirements of any permit or Environmental Law existing 
as of the date hereof except for such capital expenditure as would not reasonably be likely to have, 
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individually or in the aggregate. a Company Material Adverse Effect; the Company and its subsidiaries are 
in compliance with all terms and conditions of the Environmental Permits. except for such noncompliance 
as would not reasonably be likely to have. individually or in the aggregate. a Company Material Adverse 
Effect; the Company reasonably believes that any transfer or renewal of or reapplication for any 
Environmental Permit required as a result of the Merger can be accomplished in the ordinary course of 
business without material delay or expense (except where failure to accomplish such transfer or renewal 
will not. individually or in the aggregate. be reasonably likely to have a Company Material Adverse 
Effect). 

(c) Environmental Claims. There is no Environmental Claim pending or. to the best knowledge of 
the Company. threatened against the Company or any of its subsidiaries that. if adversely determined. 
would have. individually or in the aggregate. a Company Material Adverse Effect. There are no 
circumstances existing. to the knowledge of the Company. that would form a reasonable basis for an 
Environmental Claim against the Company.or any of its subsidiaries which. if adversely determined. 
would have. individually or in the aggregate. a Company Material Adverse Effect. To the Company's 
knowledge. no real property currently or formerly owned or operated by the Company or any subsidiary is 
listed on the National Priorities List. the CERCUS or any state or local list of sites with known or 
suspected Release. 

(d) Releases. The Company has no knowledge of any Releases that would be reasonably likely to 
form the basis of any Environmental Claim against the Company or any of its subsidiaries. except for 
Releases the liability for which would not reasonably be likely to have. individually or in the aggregate. a 
Company Material Adverse Effect. 

(e) Predecessors. The Company has no knowledge of any Environmental Claim pending or of any 
Release that would be reasonably likely to form the basis of any Environmental aaim. in each case 
against any predecessor of the Company or any of its subsidiaries or any other party whose liability the 
Company or any of its subsidiaries has or may have retained or assumed either contractually or by 
operation of law, except for such Releases the liability for which would not, individually or in the 
aggregate. have a Company Material Adverse Effect. 

(f) As used in this Agreement: 

(i) "Environmental Claim" means any and all administrative. regulatory or judicial actions, 
suits. demands, demand letters. directives, claims, liens. investigations. proceedings or notices of 
noncompliance or violation by any person or by any Governmental Authority with jurisdiction under 
Environmental Laws alleging potential responsibility or liability for enforcement costs, investigatory 

. costs, cleanup costs, governmental response costs, removal costs. remedial costs, natural-resources 
damages, property damages, personal injuries, fines or penalties, or other liabilities pursuant to 
Environmental Laws including, but not limited to those arising out of, based on or resulting from (A) 
the presence of any Hazardous Materials or (B) circumstances forming the basis of any violation, or 
alleged violation, of any Environmental Law. 

(ii) "Environmental Laws" means any applicable statute, regulation, rule, code, common law. 
order or judgment of any federal, state. local or foreign jurisdiction where the Company or any of its 
subsidiaries operates concerning protection or preservation of the environment, human health or 
natural resources, including but not limited to statutes, regulations, rules, codes, common law, orders 
or judgments relating to (i) any discharges, releases or emissions to air, water (including surface 
water, ground water and wetlands), soil or sediment, (ii) the quality of any environmental medium, 
(iii) the generation, treatment. recycling, storage. disposal, transportation or other management of 
waste, (iv) the manufacture. distribution, disposal. or recycling of chemical substances and mixtures. 
or (v) responsibility or liability for environmental conditions. 
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(iii) "Hazardous Materials" means any substance, material or waste (in any relevant physical 
fOOD or concentration) regulated. listed or identified under any Environmental Law and any other 
substance, material or waste (in any fOOD or concentration) which is hazardous, dangerous, or toxic to 
living things or the environment. 

(iv) "Release" means any spilling, leaking, pumping. pouring, emitting, emptying, discharging, 
injecting, escaping, leaching, dumping or disposing into the environment of any Hazardous Materials. 

SECTION 4.12 Regulation as a Utility. The Company and/or its subsidiaries are regulated as a public 
utility in the states set forth on Section 4.12 of the Company Disclosure Schedule. Except as set forth on 
Section 4.12 of Company Disclosure Schedule, neither the Company nor any "subsidiary company" or 
"affiliate" of the Company is subject to regulation as a public utility or public service company (or similar 
designation) by the United States or any other state of the United States. All filings required to be made by the 
Company or any of its subsidiaries since December 31, 1998, under any applicable laws or orders relating to 
the regulation of public utilities, have been filed with the appropriate public utility commission, health agency 
or other appropriate governmental entity (including, without limitation, to the extent required, the state public 
utility regulatory agencies in the states identified in Section 4.12 of the Company Disclosure Schedule), as the 
case may be, including all forms, statements, reports, agreements (oral or written) and all documents, exhibits, 
amendments and supplements appertaining thereto, including but not limited to all rates, tariffs, franchises, 
service agreements and related documents and all such filings complied, as of their respective dates, with all 
applicable requiremems of the appropriate laws or orders, except for such filings or such failure to comply that 
would not reasonably be likely to have, individually or in the aggregate, a Company Material Adverse Effect. 
Except as specified on Section 4.12 of the Company Disclosure Schedule, no approval of any public utilities 
regulatory authority (including all public utility control or public service commissions and similar state 
regulatory bodies) is required for the Company's execution and delivery of this Agreement by the Company or 
the peIformance of its obligations under this Agreement or the consummation of the transactions contemplated 
by this Agreement. 

SECTION 4.13 Water QlUIIily. Except as set forth on Section 4.13 of the Company Disclosure Schedule, 
the quality of water supplied by the Company and its subsidiaries meets or exceeds all standards for quality and 
safety of water in all material respects in accordance with all applicable federal, state, local or foreign statutes, 
laws, ordinances, rules and regulations. 

SECTION 4.14 Vote Required. The approval of (i) two-thirds of the outstanding shares of Company 
Common Stock not owned by Parent or any affiliate of Parent which is an "interested shareholder" as defined 
in NJBCA § 14A:l0A-3 and (ii) two-thirds of the outstanding shares of the Series A Preference Stock at the 
Company Special Meeting (collectively, the "Company StockhOlders' Approval") are the only votes of the 
holders of any class or series of the capital stock of the Company or any of its subsidiaries required to approve 
this Agreement, the Merger and the other transactions contemplated hereby. 

SECTION 4.15 Opinion ofFinanciol Advisor. The Company has received the opinion of Morgan 
Stanley & Co. Incorporated to the effect that, as of the date hereof, the Per Share Cash Consideration is fair 
from a financial poim of view to the holders of Company Common Stock. 

SECTION 4.16 The Compony Rights Agreement. The Company has taken all necessary action with 
respect to all of the outstanding stock purchase rights of the Company (the "Rights") issued pursuant to the 
Rights Agreement, dated as of July 12, 1989, as amended by Amendment No.1 thereto dated as of September 
15, 1993, Amendment No.2 thereto dated as of July 30,1999 and Amendment No.3 thereto dated as of 
August 20, 1999 (the' 'Rights Agreement' '), between the Company and ChaseMellon Shareholder Services, 
ll.C, as Rights Agent, so that the Company, as of the time immediately prior to the Effective Time, will have 
no obligations under the Rights or the Rights Agreement and so that the holders of the Rights will have no 
rights under the Rights or the Rights Agreement. The Board of Directors of the Company has taken all 
necessary action to amend the Rights Agreement so that neither the execution and delivery of this Agreement. 
the peIformance of the parties' obligations hereunder nor the consummation of the Merger will (a) cause the 
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Rights issued pursuant to the Rights Agreement to become exercisable, (b) cause Parent or Merger Sub to 
become an Acquiring Person (as such term is defined in the Rights Agreement) or (c) give rise to a Distribution 
Date (as such term is defined in the Rights Agreement). The execution, delivery and performance of this 
Agreement will not result in a distribution of, or otherwise trigger, the Rights under the Rights Agreement. 

SECTION 4.17 Real Property. The Company and each of its subsidiaries and, to the Company's 
knowledge, each of the Company Joint Ventures has good title or valid leases with respect to all of their real 
property free and clear of any and all liens, claims and encumbrances other than (i) as set forth in Section 4.17 
of the Company Disclosure Schedule, (ii) those reflected or reserved against in the Company Financial 
Statements and the notes thereto, (iii) imperfections of title, easements, pledges, charges, restrictions and 
encumbrances, including, without limitation, survey matters and mechanics' liens, if any, that do not materially 
detract from the value of the property subject thereto, or materially interfere with the manner in which it is 
currently being used, (iv) taxes and general and special assessments not in default and payable without penalty 
or interest. and (v) such other liens, claims and encumbrances as would not reasonably be likely to have, 
individually or in the aggregate, a Company Material Adverse Effect. Except, in each case, as would not, 
individually or in the aggregate. have a Company Material Adverse Effect. (A) neither the Company nor any of 
its subsidiaries nor, to the Company's knowledge, any of the Company Joint Ventures has received any notice 
for assessments for public improvements against the real property and. to the knowledge of the Company and 
its subsidiaries. no such assessment has been proposed; and (B) neither the Company nor any of its subsidiaries 
nor, to the Company's knowledge, any of the Company Joint Ventures has received any notice or order by any 
governmental or other public authority, any insurance company which has issued a policy with respect to any 
of such properties or any board of fire underwriters or ~ther body exercising similar functions which (i) relates 
to violations of building, safety, fire or other ordinances or regulations, (ii) claims any defect or deficiency with 
respect to any of such properties or (iii) requests the performance of any repairs, alterations or other work to or 
in any of such properties or in the streets bounding the same. Except as set forth in Section 4.17 of the 
Company Disclosure Schedule or as would not reasonably be likely to have, individually or in the aggregate, a 
Company Material Adverse Effect, there is no pending condemnation, expropriation, eminent domain or similar 
proceeding affecting all or any portion of any of such properties and, to the Company's knowledge, no such . 
proceeding is threatened 

SECTION 4.18 Property Franchises. The Company and each of its subsidiaries owns or has sufficient 
rights and consents to use under existing franchises, easements, leases, and license agreements all properties, 
rights and assets necessary for the conduct of their business and operations as currently conducted. except 
where the failure to own or have sufficient rights and consents to use such properties, rights and assets would 
not reasonably be likely to have, individually or in the aggregate, a Company Material Adverse Effect. 

SECTION 4.19 Insurance. The Company and each of its subsidiaries is. and has been continuously since 
at least January 1. 1995, insured with financially responsible insurers in such amounts and against such risks 
and losses as are customary for companies conducting the business as conducted by the Company and its 
subsidiaries during such time period. Neither the Company nor any of its subsidiaries has received any notice 
of cancellation or termination with respect to any material insurance policy of the Company or any of its 
subsidiaries. All material insurance policies of the Company and each of its subsidiaries are valid and 
enforceable policies. 

SECTION 4.20 TroiIe1fUl1'1i:s, Patents and Copyrights. Except where a failure is not reasonably likely. 
individually or in the aggregate, to have a Company Material Adverse Effect, the Company and its subsidiaries 
and, to the Company's knowledge, the Company Joint Ventures own. or possess licenses or other valid rights 
to use, all patents, patent rights, tradem.azks, tradem.azk rights, trade names, trade name rights, copyrights, 
service marks, trade secrets. applications for trademarks and for service marks, know-how and other proprietary 
rights and information that are material to the business of the Company and its subsidiaries and, to the 
Company's knowledge, Company Joint Ventures as currently conducted, and the Company is unaware of any 
assertion or claim challenging the validity of any of the foregoing, other than any assertions or claims which, 
individually or in the aggregate, are not reasonably likely to have a Company Material Adverse Effect. 
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The conduct of the business of the Company and its subsidiaries and, to the Company's knowledge, the 
Company Joint Ventures as currently conducted does not conflict with any patent, patent right,license, 
trademark, trademark right, trade name, trade name right, service mark or copyright of any third party, other 
than conflicts that, individually or in the aggregate, would not reasonably be likely to have a Company Material 
Adverse Effect. To the knowledge of the Company, there are no infringements by any third party of any 
proprietary rights owned or licensed by or to the Company or any subsidiary which are reasonably likely to 
have, individually or in the aggregate, a Company Material Adverse Effect. 

SECTION 4.21 Year 2000. Except as would not reasonably be likely to have, individually or in the 
aggregate, a Company Material Adverse Effect, to the knowledge of the Company, all internal computer 
systems, computer software, equipment or technology that are material to the business, finances or operations 
of the Company and its subsidiaries or were sold or licensed to customers of the Company and its subsidiaries 
are (i) able to receive, record. store, process, calculate, manipulate and output dates from and after January I, 
2OCX), time periods that include January I, 2000 and infoonation that is dependent on or relates to such dates or 
time periods, in the same manner and with the same accuracy, functionality, data integrity and performance as 
when dates or time periods prior to January I, 2000 are involved, (ii) able to store and output date information 
in a manner that is unambiguous as to century and (tii) able to recognize Year 2000 as a leap year. 

ARTICLE V 

REPRESENTATIONS AND WARRANTIES OF PARENT 

Parent represents and warrants to the Company as follows: 

SECTION 5.1 Organization tJ1Ul Qualification. Except as set forth in Section 5.1 of the Parent 
Disclosure Schedule (as defined in Section 7.6(ii), Parent, Merger Sub and each of Parent's other 
subsidiaries is a corporation duly organized, validly existing and in good standing under the laws of its 
jurisdiction of incorporation or organization. has all requisite corporate power and authority, and has been 
duly authorized by all necessary approvals and orders, to own. lease and operate its assets and properties 
to the extent owned, leased and operated and to caIry on its business as it is now being conducted and is 
duly qualified and in good standing to do business in each jurisdiction in which the natUre of its business 
or the ownership or leasing of its assets and properties makes such qualification necessary, other than in 
such jurisdictions where the failure to be so qualified and in good standing will not, when taken together 
with all other such failures, have a Parent Material Adverse Effect. As used in this Agreement, "Parent 
Material Adverse Effect" means any change, effect, condition or circumstance that will, or is reasonably 
likely to, have a material adverse effect on Parent's or Merger Sub's ability to consummate the 
transactions contemplated by this Agreement. 

SECTION 5.2 Authority; N on-Contravention; Sflltutory Approvals. Authority. Each of Parent and 
Merger Sub has all requisite corporate power and authority to enter into this Agreement and, subject to the 
applicable Parent Required Statutory Approvals (as defined in Section 5.2(c», to consummate the 
transactions contemplated hereby. The execution and delivery of this Agreement by Parent and Merger 
Sub, the performance by Parent and Merger Sub of their respective obligations hereunder and the 
consummation by Parent and Merger Sub of the transactions contemplated hereby have been duly 
authorized by all necessary corporate action on the pan of Parent and Merger Sub, respectively. This 
Agreement has been duly and validly executed and delivered by Parent and Merger Sub and, assuming the 
due authorization, execution and delivery hereof by the other signatories herell), constitutes the valid and 
binding obligation of each of Parent and Merger Sub enforceable against each in accordance with its 
terms. 
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(b) Non-Contravention. Except as set forth in Section 5.2(b) of the Parent Disclosure Schedule, the 
execution and delivery of this Agreement by Parent and Merger Sub do not, and the consummation of the 
transactions contemplated hereby will not, result in a Violation pursuant to any provisions of (i) the 
certificate of incorporation, by-laws or similar governing documents of Parent or Merger Sub, respectively, 
or any of Parent's other subsidiaries or, to Parent's knowledge, any of its joint ventures, (ii) subject to 
obtaining the Parent Required Statutory Approvals, any statute, law, ordinance, rule, regulation, judgment, 
decree, order, injunction, writ, permit or license of any Governmental Authority applicable to Parent, 
Merger Sub or any of Parent's other subsidiaries or, to Parent's knowledge, any of its joint ventures or any 
of their respective properties or assets or (iii) subject to obtaining the third-party consents or other 
approvals set forth in Section 5.2(b) of the Parent Disclosure Schedule (the "Parent Required Consents"), 
any note, bond, mortgage, indenture, deed'of trust, license, franchise, permit, concession, contract, lease or 
other instrument, obligation or agreement of any kind to which Parent, Merger Sub or any of Parent's 
other subsidiaries or, to Parent's knowledge, any of its joint ventures is a party or by which it or any of 
their respective properties or assets may be bound or affected, excluding from the foregoing clauses (ii) 
and (iii) such violations as would not have, in the aggregate, a Parent Material Adverse Effect. 

(c) Statutory Approvals. Except as described in Section 5.2(c) of the Parent Disclosure Schedule, 
no declaration, filing or registration with, or notice to or authorization, consent or approval of, any 
Governmental Authority is necessary for the execution and delivery of this Agreement by Parent or 
Merger Sub, the performance by Parent or Merger Sub of their respective obligations hereunder or the 
consummation by Parent or Merger Sub of the transactions contemplated hereby, the failure to obtain, 
make or give which would reasonably be likely to have, individually and in the aggregate, a Parent 
Material Adverse Effect (the "Parent Required Statutory Approvals"), it being understood that references 
in this Agreement to "obtaining" such Parent Required Statutory Approvals shall mean making such 
declarations, filings or registrations; giving such notices; obtaining such authorizations, consents or 
approvals; and having such waiting periods expire as are necessary to avoid a violation of law. 

SEClION 5.3 Reports and FinanciDl Statements. The audited consolidated financial statements and 
unaudited interim financial statements of Parent since December 31, 1995 (collectively, the "Parent 
Financial Statements") have been prepared in accordance with generally accepted accounting principles 
(except as may be indicated therein or in the notes thereto) and fairly present the consolidated financial 
position of Parent as of the dates thereof and the consolidated results of its operations and cash flows for 
the periods then ended. True, accurate and complete copies of the certificate of incorporation and by-laws 
of Parent (including all amendments thereto) as in effect on the date hereof, have been made available to 
the Company_ 

SEClION 5.4 Proxy Statement None of the information supplied or to be supplied by or on behalf 
of Parent or Merger Sub for inclusion or incorporation by reference in the Proxy Statement shall, at the 
dates mailed to the Company stockholders and at the times of the meeting of the Company stockholders to 
be held in connection with the Merger, contain any untrue statement of a material fact or omit to state any 
material fact required to be stated therein or necessary in order to make the statements therein, in light of 
the circumstances under which they are made, not misleading. The Proxy Statement, insofar as it relates to 
Parent, Merger Sub or any other Parent subsidiary, shall comply as to form in all material respects with 
the applicable provisions of the Securities Act and the Exchange Act and the rules and regulations 
thereunder. 

SEClION 5.5 Ownership ofCompany Capital Stock. Except as set forth in Section 5.5 of the 
Parent Disclosure Schedule, Parent does not "beneficially own" (as such term is defined for purposes of 
Section 13(d) of the Exchange Act) any shares of Company Common Stock or Series A Preference Stock. 

SEClION 5.6 Financing. Parent has or will have available, prior to the Effective TIme, sufficient 
cash in immediately available funds to pay all Cash Consideration required to be paid pursuant to Article 
II hereof and to consummate the Merger and other transactions contemplated hereby. 
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ARTICLE VI 


CONDUCT OF BUSINESS PENDING THE MERGER 


SECTION 6.1 CovetUmts ofCompany. Mter the date hereof and prior to the Effective Time or earlier 
termination of this Agreement, the Company agrees as to itself and to its subsidiaries. as follows, except as 
expressly contemplated or permitted in this Agreement, or to the extent Parent shall otherwise consent in 
writing: 

(a) Ordinary Course ofBusiness. The Company shall. and shall cause its subsidiaries to. carry on 
their respective businesses in the usual, regular and ordinary course in substantially the same manner as 
heretofore conducted. In addition. the Company shall, and shall cause its subsidiaries to, use all 
commercially reasonable efforts to (i) preserve intact its present business organization and goodwill, 
preserve the goodwill and relationships with customers, suppliers and others having business dealings with 
it. (ii) subject to prudent management of workforce needs and ongoing programs currently in force. keep 
available the services of its present officers and employees as a group, and (iii) maintain and keep material 
properties and assets in as good repair and condition as at present, subject to ordinary wear and tear, and 
maintain supplies and inventories in quantities consistent with past practice. 

(b) Dividends. The Company shall not nor shall it permit any of its subsidiaries to: (i) declare or 
pay any dividends on or make other distributions in respect of any of their capital stock other than (A) 
dividends by a wholly-owned subsidiary to the Company or another wholly-owned subsidiary. (B) 
dividends by a less than wholly-owned subsidiary consistent with past practice. (C) stated dividends on 
Company Preferred Stock. (0) regular dividends on Company Common Stock with usual record and 
payment dates that, in any fiscal quarter, do not exceed 100% of the dividends for the same quarter of the 
prior fiscal year, (E) if the Effective Time occurs. on a date other than a usual record date for dividends on 
Company Common Stock. a "stub period" dividend equal to an amount not to exceed 100% of the 
dividends for the same quarter of the prior fiscal year as the quarter in which the Effective Time occurs 
multiplied by a fraction, the numerator of which is the number of days between the immediately preceding 
record date and the Effective Time and the denominator of which is the number of days between such 
record date and the next regularly scheduled record date, (F) an additional dividend on Company Common 
Stock in each of the first three fiscal quarters following the date of this Agreement in an amount not to 
exceed $0.06 per share per quarter, and (0) a special dividend payable to each holder of record of 
Company Common Stock immediately prior to the Effective Time in an amount per share equal to the 
difference between $0.48 and the amount of the aggregate dividends per share payable pursuant to clause 
(F) of this Section 6.1(b); (ii) split, combine or reclassify any capital stock or the capital stock of any 
subsidiary or issue or authorize or propose the issuance of any other securities in respect of. in lieu of, or 
in substitution for, shares of capital stock or the capital stock of any subsidiary; or (iii) redeeIn. repurchase 
or otherwise acquire any shares of capital stock or the capital stock of any subsidiary (or any option with 
respect thereto) other than (A) redemptions, repurchases and other acquisitions of shares of capital stock in 
connection with the administration of employee benefit and dividend reinvesbIlent plans as in effect on the 
date hereof in the ordinary course of the operation of such plans consistent with past practice, or (B) the 
intercompany acquisitions of capital stock described in Section 6.1(b) of the Company Disclosure 
Schedule. 

(c) Issuance of Securities. The Company shall not, nor shall it permit any of its subsidiaries to, 
issue, agree to issue, deliver, sell, award, pledge, dispose of or otherwise encumber or authorize or propose 
the issuance, delivery, sale, award, pledge, disposal or other encumbrance of, any shares of their capital 
stock of any class or any securities convertible into or exchangeable for, or any rights, warrants or options 
to acquire, any such shares or convertible or exchangeable securities, other than as provided for in the 
Company Benefit Plans consistent with past practice or as set forth in Section 6.1(c) of the Company 
Disclosure Schedule. The Company shall promptly furnish to Parent such information as may be 
reasonably requested including financial information. Without limiting the foregoing, as soon as 
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practicable following the date of this Agreement. the Company shall exercise and shall cause any 
applicable administrator to exercise all discretion to (i) purchase Company Common Stock for participants 
under its Dividend Reinvestment and Stock Purchase Plan (the "DRIP Program") on the open market for 
all dividend payment dates following the date of this Agreement and terminate the issuance or distribution 
of shares under the DRIP Program at the earliest possible date; (ii) purchase Company Common Stock for 
distribution to participants under its Management Incentive Plan and other Company Stock Plans on the 
open marlcet for all distributions follOwing the date of this Agreement; and (iii) make any and all 
purchases of Company Common Stock for its 401(k) plan (or other retirement plan) on the open market. 

(d) Acquisitions. Except as disclosed in Section 6.l(d) of the Company Disclosure Schedule, the 
Company shall not, nor shall it permit any of its subsidiaries to, acquire or agree to acquire, by merging or 
consolidating with, or by purchasing a substantial equity interest in or a substantial portion of the assets of, 
or by any other manner, any business or any corporation, partnership, association or business organization 
or division thereof, or otherwise acquire or agree to acquire any material amount of assets other than in the 
ordinary course of business; provided, however, that notwithstanding the foregoing, the Company may 
acquire solely for cash or agree to acquire solely for cash equity interests or the business or assets of 
businesses that (i) are water or wastewater utilities, (ii) have a value not in excess of $5 million 
individually and $25 million in the aggregate (in each case, including the assumption of debt and other 
liabilities), and (iii) would not reasonably be expected to prevent or materially delay the receipt of the 
Company Required Statutory Approvals. The Company shall infonn Parent reasonably in advance of 
taking, or permitting any of its subsidiaries to take, action relating to any such direct or indirect 
acquisition. 

(e) Capital Expenditures. Except as set forth in Section 6.1(e) of the Company Disclosure Schedule 
or as required by law, the Company shall not, nor shall it permit any of its subsidiaries to, make aggregate 
capital expenditures that exceed 110% of the cumulative amount budgeted by the Company or its 
subsidiaries for capital expenditures as set forth in Section 6.1(e) of the Company Disclosure Schedule. 

(f) No Dispositions. Except as set forth in Section 6.1(f) of the Company Disclosure Schedule, and 
other than in the ordinary course of business or consistent with past practice, the Company shall not. nor 
shall it permit any of its subsidiaries to, sell, lease, license, encumber or otherwise dispose of, any of its 
assets, other than encumbrances or dispositions in the ordinary course of its business consistent with past 
practice. 

(g) Indebtedness. Except as set forth in Section 6.1 (g) of the Company Disclosure Schedule, the 
Company shall not, nor shall it permit any of its subsidiaries to, incur or guarantee any indebtedness 
(including any debt borrowed or guaranteed or otherwise assumed including, without limitation, the 
issuance of debt securities or warrants or rights to acquire debt) or enter into any "keep well" or other 
agreement to maintain any financial statement condition of another person or enter into any arrangement 
having the economic effect of any of the foregoing other than (i) a net increase in short-tenn indebtedness 
in the ordinary course of business consistent with past practice in amounts not exceeding $65 million; (ii) 
arrangements between the Company and its wholly-owned subsidiaries or among its wholly-owned 
subsidiaries; (iii) net increase in total indebtedness in an amount not to exceed in the aggregate $35 
million; or (iv) indebtedness in connection with acquisitions permitted by Section 6.1(d) hereof or long­
term indebtedness in connection with the refunding of existing indebtedness either at its stated maturity or 
at a lower cost of funds. 

(h) Compensation, Benefits. Except as set forth in Section 6.1 (h) of the Company Disclosure 
Schedule, as may be required by applicable law, as may be required to facilitate or obtain a determination 
from the IRS that a plan is "qualified" within the meaning of Section 401(a) of the Code or as 
contemplated by this Agreement, the Company shall not, nor shall it permit any of its subsidiaries to, (i) 
enter into, adopt or amend or increase the amount or accelerate the payment or vesting of any benefit or 
amount payable under, any employee benefit plan or other contract, agreement, commitment, arrangement, 
plan or policy covering employees, fonner employees, directors or fonner directors or their beneficiaries 
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or providing benefits to such persons that is maintained by, contributed to or entered into by such pany or 
any of its subsidiaries, or increase or enter into any contract, agreement commitment or arrangement to 
increase in any manner, the compensation or fringe benefits, or otherwise to extend expand or enhance the 
engagement employment or any related rights of, or take any other action or grant any benefit (mcluding, 
without limitation, any stock options or stock option plan) not required under the terms of any existing 
employee benefit plan or other contract, agreement, commitment, arrangement, plan or policy to or with 
any current or former director, officer or other employee of such pany or any of its subsidiaries, except for 
normal increases or grants or actions in the ordinary course of business consistent with past practice that, 
in the aggregate, do not result in a material increase in benefits or compensation expense to the Company 
or any of its subsidiaries or (ii) enter into or amend any employment, severance or special pay 
arrangement with respect to the termination of employment or other similar contract, agreement or 
arrangement with any current or former director or officer or other employee other than in the ordinary 
course of business consistent with current industry practice. 

(i) Accounting. Except as set forth in Section 6.1(i) of the Company Disclosure Schedule, the 
Company shall not, nor shall it permit any of its subsidiaries to, make any changes in their accounting 
methods, policies or procedures, except as required by law, rule, regulation or GAAP, nor shall the 
Company or any of its subsidiaries file any Tax Return inconsistent with past practice, or, on any such Tax 
Return, take any position or method that is inconsistent with positions taken, elections made or methods 
used in preparing or filing similar Tax Returns in prior periods, or settle or compromise any Tax liability 
that is subject to an audit, claim for delinquent Taxes, examination, suit or proceeding. 

(j) Cooperation, Notification. The Company shall, and shall cause its subsidiaries to, (i) confer on a 
regular and frequent basis with one or more representatives of Parent to discuss, subject to applicable law, 
material operational matters and the general status of its ongoing operations and other matters relating to 
the Merger, (ii) promptly notify Parent of any significant changes in its business, properties, assets, 
condition (financial or other), results of operations or prospects or of the receipt of any written complaint 
or notice of the commencement of any investigation or proceeding which alleges the occurrence of any 
event or the existence of any fact which is reasonably likely to result in a Company Material Adverse 
Effect or the institution or, to the actual knowledge of the Company, threat of any material litigation; (iii) 
advise Parent of any change or event which has had or, insofar as reasonably can be foreseen, is 
reasonably likely to result in a Company Material Adverse Effect; and (iv) promptly provide Parent with 
copies of all filings made by the Company or any of its subsidiaries with any state or federal court, 
administrative agency, commission or other Governmental Authority in connection with this Agreement 
and the transactions contemplated hereby. 

(k) Third-Party Consents. The Company shall, and shall cause its subsidiaries to, use all 
commercially reasonable efforts to obtain all the Company Required Consents. The Company shall 
promptly notify Parent of any failure or prospective failure to obtain any such consents and, if requested 
by Parent shall provide copies of all the Company Required Consents obtained by the Company to Parent. 

(1) No Breach, Etc. The Company shall not, nor shall it permit any of its subsidiaries to, willfully 
take any action that would or is reasonably likely to result in a material breach of any provision of this 
Agreement or in any of its representations and warranties set forth in this Agreement being untrue on and 
as of the Closing Date. 

(m) Discharge ofLiabilities. The Company shall not, nor shall it permit any of its subsidiaries to, 
pay, discharge or satisfy any material claims, liabilities or obligations (absolute accrued, asserted or 
unassened contingent or otherwise), or settle any material claim or litigation, other than the payment, 
discharge, satisfaction or settlement, in the ordinary course of business consistent with past practice (which 
includes the payment of final and non-appealable judgments) or in accordance with their terms, of 
liabilities reflected or reserved against in, or contemplated by, the most recent consolidated financial 
statements (or the notes thereto) of the Company included in the Company SEC Reports or incurred in the 
ordinary course of business consistent with past practice. 
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(n) Contracts. The Company shall not, nor shall it permit any of its subsidiaries to, except in the 
ordinary course of business consistent with past practice, modify, amend. tenninate, renew or fail to use 
reasonable business efforts to renew any material contract or agreement to which the Company or any 
subsidiary of the Company is a party, or, except in connection with an acquisition permitted under 
Section 6.1(d) hereof, enter into any new material contract, or waive, release or assign any material rights 
or claims, or enter into any material contracts or ammgements other than on terms that are arm's length. 

(0) Insurance. The Company shall, and shall cause its subsidiaries to, maintain with financially 
responsible insurance companies insurance in such amounts and against such risks and losses as are 
customary for companies engaged in the water utility industry. 

(P) Permits. The Company shall, and shall cause its subsidiaries to, use reasonable efforts to 
maintain in effect all existing governmental permits pursuant to which such party or its subsidiaries 
operate. 

(q) Charter Amendments. The Company shall not, nor shall it permit any of its subsidiaries to, 
amend or otherwise change its certificate of incorporation or bylaws or equivalent organizational 
documents or take or fail to take any other action, which in any case would reasonably be expected to 
prevent or materially impede or interfere with the Merger (except as permitted in Section 6.2). 

(r) Tax Elections. Except as set forth in Section 6.1 (r) of the Company Disclosure Schedule, the 
Company shall not nor shall it permit any of its subsidiaries to make, change or rescind any material Tax 
election, other than (i) recurring elections that customarily are made in connection with the filing of any 
Tax Return; provided that any such elections are consistent with the past practices of the Company or its 
subsidiaries, as the case may be; (ii) gain recognition agreements under Section 367 of the Code and 
Treasury regulations thereunder with respect to transactions occurring in the 1998 fiscal year of the 
Company; (iii) elections with respect to subsidiaries purchased by the Company under Section 338(h)(lO) 
of the Code or, solely in the case of non-U.S. subsidiaries purchased by the Company, Section 338(g) of 
the Code; and (iv) elections with respect to partnership interests purchased by the Company under Section 
754 of the Code, or settle or compromise any material Tax liability that is the subject of an audit, claim 
for delinquent Taxes, examination, action, suit, proceeding or investigation by any taxing authority. 

(s) Non-Competition Agreements. Except as set forth in Section 6.1(s) of the Company Disclosure 
Schedule, the Company shall not nor shall it permit any of its subsidiaries to enter into any agreement, 
understanding or commitment that restrains, limits or impedes the Company's or any of its subsidiaries' 
ability to compete with or conduct any business or line of business, including, but not limited to, 
geographic limitations on the Company's or any of its subsidiaries' activities, other than in the ordinary 
course of business consistent with past practice. 

(1) Regulatory Matters. The Company shall, and shall cause its subsidiaries to (i) timely file, in the 
ordinary course of business consistent with past practice, rate applications and other required filings with 
state public utility control or public service commissions and similar state regulatory bodies and (ii) except 
with respect to filings in the ordinary course of business consistent with past practice that would not 
reasonably be likely to have, individually or in the aggregate, a Company Material Adverse Effect, consult 
with Parent reasonably in advance of making any filing to implement changes in any of its or its 
subsidiaries' rates or surcharges for water service, standards of service or accounting or executing any 
agreement with respect thereto that is otherwise permitted under this Agreement. The Company shall, and 
shall cause its subsidiaries to, deliver to Parent a copy of each such filing or agreement. 

(u) Other Agreements. The Company shall not nor shall it permit any of its subsidiaries to agree or 
enter into, in writing or otherwise, or atnend any written contract or agreement that would be in violation 
of the covenants set forth in this Section 6.1. 

(v) Company Joint Ventures. The Company shall use reasonable effons to cause the Company Joint 
Ventures to operate their respective businesses only in the ordinary course consistent with past practice 
and, except as contemplated by Section 7.14, not to expand the scope of their respective businesses. 
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SECTION 6.2 Alternative Proposal. 

(a) The Company shall, and shall direct and use reasonable efforts to cause its subsidiaries and any of its 
or its subsidiaries' directors, officers, employees, investment bankers, attorneys or other agents or 
representatives immediately to cease any discussions or negotiations with any parties that may be ongoing with 
respect to any Alternative Proposal (as defined below). The Company agrees that, prior to the Effective Time, it 
shall not, and shall not authorize or permit any of its subsidiaries or any of its or its subsidiaries' directors, 
officers, employees, investment bankers, attorneys or other agents or representatives, (x) directly or indirectly, 
to initiate, solicit or encourage, or take any action to facilitate the making of any offer or proposal that 
constitutes or is reasonably likely to lead to any Alternative Proposal or (y) directly or indirectly, engage in 
negotiations or provide any confidential information or data to any person relating to any Alternative Proposal. 
The Company shall notify Parent orally and in writing of any such inquiries, offers or proposals (including, 
without limitation, the terms and conditions of any such proposal). Notwithstanding anything in this Section 6.2 
to the contrary, in response to an unsolicited Alternative Proposal which did not result from a breach of this 
Section 6.2, unless the Company Shareholders Approval has been obtained, the Company may furnish 
information to, and afford access to the properties, books and records of the Company and its subsidiaries to 
the person making the Alternative Proposal (i) not earlier than 24 hours after providing written notice to Parent 
regarding such Alternative Proposal, including the terms and conditions thereof, and the identity of the person 
or group making the Alternative Proposal and (ii) participate in discussions with such person or group 
regarding the Alternative Proposal if, but only to the extent that (A) the Board of Directors of the Company has 
reasonably concluded in good faith (after consultation with its financial advisors) that the person or group 
making the Alternative Proposal will have adequate sources of financing to consummate the Alternative 
Proposal and that the Alternative Proposal is more favorable to the Company's shareholders than the Merger 
(taking into account, without limitation, the likelihood that all required regulatory approvals for such 
Alternative Proposal will be obtained in"a prompt and timely manner), (B) the Board of Directors of the 
Company has determined in good faith, based on advice of outside counsel with respect to such Board's 
fiduciary duties under applicable law with respect to the proposed Alternative Proposal and such other matters 
as such Board deems relevant, that it is necessary to do so in order to act in a manner consistent with its 
fiduciary duties to its shareholders, and (C) such person or group has entered into a confidentiality agreement 
with the person or group making the Alternative Proposal (the "Alternative Proposal Confidentiality 
Agreement' ') containing terms and conditions no less favorable to the Company than the Confidentiality 
Agreement (as defined in Section 7.1) and the other agreements and arrangements governing the Company's 
relationship with Parent, it being understood that nothing herein to the contrary shall restrict the Board of 
Directors of the Company from exercising its authority under the Alternative Proposal Confidentiality 
Agreement as it may deem appropriate and (iii) not terminate this Agreement in respect of an Alternative 
Proposal except as provided in Section 9.1(h). The Company will keep Parent informed on a timely and current 
basis on the status and details (including amendments or proposed amendments) of any request for information 
or Alternative Proposal. The Company will immediately provide to Parent any non-public information 
concerning the Company provided to any other person in connection with an Alternative Proposal which was 
not previously provided to Parent. As used in this Agreement, "Alternative Proposal" shall mean any inquiry. 
proposal or offer from any person relating to any direct or indirect acquisition or purchase of a business that 
constitutes 20% or more of the net revenues, net income or the assets of the Company and its subsidiaries, 
taken as a whole, or 20% or more of any class of equity securities of the Company, or any merger, 
consolidation, business combination, recapitalization, liquidation, dissolution or similar transaction involving 
the Company, other than the transactions contemplated by this Agreement. 

(b) The Board of Directors of the Company shall not withdraw or modify, or propose to withdraw or 
modify, in any manner adverse to Parent or Merger Sub or both, the approval or recommendation of the Board 
of Directors of the Company of this Agreement unless the Board of Directors of the Company shall have 
(i) determined in good faith as a result of changed circumstances and based on the advice of outside counsel 
with respect to the Board of Directors of the Company's fiduciary duties under applicable law that such 
fiduciary duties require the directors to withdraw or modify such approval or recommendation, and 
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(ii) provided to Parent a statement in writing in reasonable detail stating the reasons therefor. Notwithstanding 
the foregoing, nothing contained in this Section 6.2(b) shall prohibit the Company from taking and disclosing to 
stockholders a position contemplated by Rule 14e-2(a) promulgated under the Exchange Act or from making 
any disclosure to the Company's stockholders if, in the good faith judgment of the Board of Directors of the 
Company, after consultation without outside counsel, failure to so disclose would be inconsistent with its 
obligations under applicable law. 

SECTION 6.3 Covenants of Parent. After the date hereof and prior to the Effective Time or earlier 
tennination of their Agreement, Parent agrees, as to itself and to its subsidiaries, as follows, except as expressly 
contemplated or permitted in this Agreement, or to the extent the other parties hereto shall otherwise consent in 
writing: 

(a) Third-Party Consents. Parent shall, and shall cause its subsidiaries to, use all commercially 
reasonable efforts to obtain all Parent Required Consents. Parent shall promptly notify the Company of 
any failure or prospective failure to obtain any such consents and, if requested by the Company, shall 
provide copies of all Parent Required Consents obtained by Parent to the Company. 

(b) No Breach. Etc. Parent shall not, nor shall it permit any of its subsidiaries to, willfully take any 
action that would or is reasonably likely to result in a material breach of any provision of this Agreement 
or in any of its representations and warranties set forth in this Agreement being untrue on and as of the 
Closing Date. 

ARTICLEVll 

ADDmONAL AGREEMENTS 

SECTION 7.1 Access to Information. Upon reasonable notice and during normal business hours the 
Company shall, and shall cause its subsidiaries and shall use reasonable efforts to cause the Company Joint 
Ventures to, afford to the officers, directors, employees, accountants, C9unsel, investment bankers, financial 
advisors and other representatives of Parent (collectively, "Representatives") reasonable access, during normal 
business hours throughout the period prior to the Effective Time, to all of its properties, books, contracts, 
commitments and records (including, but not limited to, Tax Returns) and, during such period. the Company 
shall, and shall cause its subsidiaries to, furnish promptly to Parent (i) access to each report, schedule and other 
document filed or received by it or any of its subsidiaries pursuant to the requirements of federal or state 
securities laws or filed with or sent to the SEC, the Department of Justice, the Federal Trade Commission, and 
any other Governmental Authority, and (ii) access to all information concerning the Company, its subsidiaries, 
directors, officers and stockholders and such other matters as may be reasonably requested by Parent, including 
in connection with any filings, applications or approvals required or contemplated by this Agreement; provided 
that no investigation pursuant to this Section 7.1 shall affect any representation or warranty made herein or any 
condition to the obligations of the respective parties to consummate the Merger. Parent shall, in accordance 
with the Confidentiality Agreement dated as of July 26, 1999 between the Company and Parent (the 
"Confidentiality Agreement"), and shall cause its subsidiaries and Representatives to, hold in strict confidence 
all information concerning the Company furnished to it in connection with the transactions contemplated by 
this Agreement. 

SECTION 7.2 Proxy Statement. 

(a) The Company will prepare and file the Proxy Statement with the SEC as soon as reasonably 
practicable after the date hereof and shall use all reasonable efforts to have the Proxy Statement cleared by the 
SEC at the earliest practicable time. Parent, Merger Sub and the Company shall cooperate with each other in 
the preparation of the Proxy Statement, and the Company shall notify Parent of the receipt of any comments of 
the SEC with respect to the Proxy Statement and of any requests by the SEC for any amendment or supplement 
thereto or for additional information and shall provide to Parent promptly copies of all correspondence between 
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the Company, or any representative of the Company, and the SEC or its staff. The Company shall give Parent 
and their counsel the opportunity to review the Proxy Statement prior to its being filed with the SEC and shall 
give Parent and their counsel the opportunity to review all amendments and supplements to the 
Proxy Statement and all responses to requests for additional infonnation and replies to comments prior to their 
being filed with, or sent to, the SEC. Each of the Company, Parent and Merger Sub agrees to use all reasonable 
efforts, after consultation with the other parties hereto, to respond promptly to all such comments of and 
requests by the SEC and to cause the Proxy Statement and all required amendments and supplements thereto to 
be mailed to the holders of Shares entitled to vote at the Company Special Meeting at the earliest practicable 
time. Parent shall furnish all information concerning itself which is required or customary for inclusion in such 
Proxy Statement. The infonnation provided by Parent for use in the Proxy Statement shall be true and correct 
in all material respects without omission of any material fact which is required to make such information not 
false or misleading. No representation, covenant or agreement is made by or on behalf of the Company with 
respect to information supplied by Parent for inclusion in the Proxy Statement. 

(b) If, at any time prior to the Effective Time, any event with respect to the Company, its officers and 
directors or any of its subsidiaries should occur which is required to be described in an amendment of, or a 
supplement to, the Proxy Statement, such event shall be so described, and such amendment or supplement shall 
be promptly filed with the SEC and, as required by law, disseminated to the Company's stockholders. Prior to 
the filing of such amendment or supplement with the SEC. a copy thereof will be delivered to Parent and their 
counsel, who shall. to the extent practicable under the circumstances and applicable law. have the opportunity 
to comment on such amendment or supplement. 

SECI10N 7.3 Regulatory Matters. Each party hereto shall cooperate and use its best efforts to promptly 
prepare and file all necessary documentation to effect all necessary applications. notices. petitions. filings and 
other documents, and to use all commercially reasonable efforts to obtain as soon as reasonably practicable 
following the date hereof all necessary permits. consents, approvals and authorizations of all Governmental 
Authorities necessary or advisable to consummate the transactions contemplated by this Agreement, including. 
but not limited to, (a) all notifications ~uired to be filed under the Hart-Scott-Rodino Antitrust Improvements 
Act of 1976. as amended, and the rules and regulations thereunder. (b) the other Company Required Statutory 
Approvals and (c) the other Parent Required Statutory Approvals. The parties agree that they will consult with 
each other with respect to obtaining Company Required Statutory Approvals and the Parent Required Statutory 
Approvals; provided, however. that it is agreed that the Company shall have primary responsibility for the 
preparation and filing of any applications. filings or other material with state utility commissions required to be 
filed or submitted in connection with obtaining the Company Required Statutory Approvals. Parent shall have 
the right to review and approve in advance drafts of and final applications. filings and other material submitted 
to or filed with state utility commissions. which approval shall not be unreasonably conditioned. withheld or 
delayed. 

SECTION 7.4 Stockholder Approval. 

(a) The Company Stockholders. Subject to the provisions of Section 7.4(b) and the NJBCA, the 
Company shall. as soon as reasonably practicable after the date hereof (i) take all steps necessary to duly call, 
give notice of. convene and hold a meeting of its stockholders (the "Company Special Meeting") for the 
purpose of securing Company Stockholders' Approval. (ii) distribute to its stockholders the Proxy Statement in 
accordance with applicable federal and state law and with its certificate of incorporation and by-laws, 
(iii) subject to Section 6.2(b), recommend to its stockholders the approval of this Agreement and the 
transactions contemplated hereby, (iv) subject to Section 6.2(b). use its reasonable best efforts to obtain the 
Company Stockholders' Approval at the Company Special Meeting, and (v) cooperate and consult with Parent 
with respect to each of the foregoing matters. 

(b) Meeting Date. Subject to Section 7.4(a), the Company Special Meeting for the purpose of securing 
the Company Stockholders' Approval shall be held on such date as the Company shall determine. 
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SECTION 7.5 Directors' and Officers' Indemnification. 

(a) Indemnification. To the extent, if any, not provided by an existing right of indemnification or other 
agreement or policy, after the Effective Time, Parent, the Surviving Corporation and the Company shall, to the 
fullest extent permitted by applicable law, indemnify, defend and hold harmless each person who is now, or has 
been at any time prior to the date hereof, or who becomes prior to the Effective Time, an officer or director of 
any of the parties hereto or any subsidiary (each, an "Indemnified Party" and collectively, the "Indemnified 
Parties") against (i) all losses, expenses (including reasonable attorneys' fees and expenses), claims, damages 
or liabilities or, subject to the proviso of the next sentence, amounts paid in settlement, arising out of actions or 
omissions occurring at or prior to the Effective Time (and whether asserted or claimed prior to, at or after the 
Effective Time) that are, in whole or in part, based on or arising out of the fact that such person is or was a 
director or officer of such party or a subsidiary of such party (the "Indemnified Liabilities"), and (ii) all 
Indemnified Liabilities to the extent they are based on or arise out of or pertain to the transactions contemplated 
by this Agreement. In the event of any such loss, expense, claim, damage or liability (whether or not arising 
before the Effective Time), (i) Parent shall pay the reasonable fees and expenses of counsel selected by the 
Indemnified Parties, which counsel shall be reasonably satisfactory to Parent, 'promptly after statements therefor 
are received and otherwise advance to such Indemnified Party upon request reimbursement of documented 
expenses reasonably incurred, (ii) Parent and the Company will cooperate in the defense of any such matter and 
(iii) any determination required to be made with respect to whether an Indemnified Party's conduct complies 
with the standards set forth under New Jersey law and other applicable law, and the certificate of incorporation 
or by-laws shall be made by independent counsel mutually acceptable to Parent and the Indemnified Party; 
provided, however, that Parent shall not be liable for any settlement effected without its written consent (which 
consent shall not be unreasonably withheld). The Indemnified Parties as a group may retain only one law firm 
with respect to each related matter except to the extent there is, in the written opinion of counsel to an 
Indemnified Party, under applicable standards of professional conduct, a conflict on any significant issue 
between positions of such Indemnified Party and any other Indemnified Party or Indemnified Parties. Any 
Indemnified Party wishing to claim indemnification under this Section 75, upon learning of any such claim, 
action, suit or proceeding eligible for indemnification under this Section 75, shall notify the Indemnifying 
Parties, but the failure so to notify an Indemnifying Party shall not relieve it from any liability which it may 
have under this Section 75, except to the extent that such failure results in the forfeiture of substantive rights or 
defenses. 

(b) Insurance. For a period of six years after the Effective Time, Parent shall cause to be maintained in 
effect policies of directors' and officers' liability insurance for the benefit of those persons who are currently 
covered by such policies of the Company or its Subsidiaries on terms no less favorable than the terms of such 
current insurance coverage; prOVided, however, that Parent shall not be required to expend in any year an 
amount in excess of two hundred percent (200%) of the annual aggregate premiums currently paid by the 
Company, for such insurance; and provided, further, that if the annual premiums of such insurance coverage 
exceed such amount, Parent shall be obligated to obtain a policy with the best coverage available, in the 
reasonable judgment of the Board of Directors of Parent, for a cost not exceeding such amount. 

(c) Successors. In the event Parent or any of its successors or assigns (i) consolidates with or merges 
into any other person and shall not be the continuing or surviving corporation or entity of such consolidation or 
merger or (ii) transfers all or substantially all of its properties and assets, then and in either such case, proper 
provisions shall be made so that the successors and assigns of Parent shall assume the obligations set forth in 
this Section 7.5. 

(d) Survival ofIndemnification. To the fullest extent permitted by law, from and after the Effective 
Time, all rights to indemnification as of the date hereof in favor of the directors and officers of the Company, 
and its subsidiaries with respect to their activities as such prior to the Effective Time, as provided in its 
respective certificate of incorporation and by-laws in effect on the date hereof, or otherwise in effect on the 
date hereof, shall survive the Merger and shall continue in full force and effect for a period of not less than six 
years from the Effective Time. 
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(e) Benefit. The provisions of this Section 7.5 are intended to be for the benefit of, and shall be 
enforceable by, each Indemnified Pany, his or her heirs and his or her representatives. 

SECTION 7.6 Disclosure Schedules. On the date hereof, (i) Parent has delivered to the Company a 
schedule (the "Parent Disclosure Schedule"), accompanied by a certificate signed by the chief financial officer 
of Parent stating the Parent Disclosure Schedule is being delivered pursuant to this Section 7.6(i) and Oi) the 
Company has delivered to Parent a schedule (the "Company Disclosure Schedule"), accompanied by a 
certificate signed by the chief financial officer of the Company stating the Company Disclosure Schedule is 
being delivered pursuant to this Section 7.6(ii). The Company Disclosure Schedule and the Parent Disclosure 
Schedule are collectively referred to herein as the "Disclosure Schedules". The Disclosure Schedules 
constitute an integral pan of this Agreement and modify the respective representations, warranties, covenants or 
agreements of the parties hereto contained herein to the extent that such representations, warranties, covenants 
or agreements expressly refer to the Disclosure Schedules. Anything to the contrary contained herein or in the 
Disclosure Schedules notwithstanding, any and all statements, representations, warranties or disclosures set 
forth in the Disclosure Schedules shall be deemed to have been made on and as of the date hereof. 

SECTION 7.7 Public Announcements. Subject to each party's disclosure obligations imposed by law, the 
Company and Parent will cooperate with each other in the development and distribution of all news releases 
and other public information disclosures with respect to this Agreement or any of the transactions contemplated 
hereby and, except as may be required by law or the rules of any applicable stock exchange, shall not issue any 
public announcement or statement with respect hereto without the consent of the other pany (which consent 
shall not be unreasonably withheld). 

SECTION 7.8 Certain Employee Agreements. Subject to Section 7.9, Parent and the Company and its 
subsidiaries shall honor, without modification, all contracts, agreements, collective bargaining agreements and 
commitments of the patties prior to the date hereof which apply to any current or former employee or current 
or former director of the patties hereto; provided, however, that this undertaking is not intended to prevent 
Parent or the Company from enforcing or complying with such contracts, agreements, collective bargaining 
agreements and commitments in accordance with their terms, including, without limitation, exercising any right 
to amend, modify, suspend, revoke or terminate any such contract, agreement, collective bargaining agreement 
or commitment under any such contract, agreement, collective bargaining agreement or commitment or under 
applicable law. Any workforce reductions carried out following the Effective Time' by Parent or the Company 
and their subsidiaries shall be done in accordance with all applicable collective bargaining agreements, and all 
laws and regulations governing the employment relationship and termination thereof. including, without 
limitation, the Worker Adjustment and Retraining Notification Act and regulations promUlgated thereunder, and 
any comparable state or local law. 

SECTION 7.9 Employee Benefit Plans. 

(a) Maintenance ofthe Company Benefit Plans. Each of the Company Benefit Plans (other than 
Company Stock Plans) in effect at the date hereof shall be maintained in effect with respect to the employees 
or former employees of the Company and any of its subsidiaries, who are covered by any such benefit plan 
immediately prior to the Closing Date (the "Affiliated Employees") until Parent or the Company otherwise 
determine after the Effective Time; provided, however, that nothing herein contained shall limit any right 
contained in any such Company Benefit Plan or under applicable law to amend, modify. suspend, revoke or 
terminate any such plan; provided further, however, that Parent or the Company or their subsidiaries shall 
provide benefits to the Affiliated Employees for a period of not less than one year following the Effective Time 
which are no less favorable in the aggregate than those provided under the Company Benefit Plans (with 
respect to employees and former employees of the Company and its subsidiaries). Without limitation of the 
foregoing, each participant in any such Company Benefit Plan shall receive credit for purposes of eligibility to 
participate, vesting, and eligibility to receive benefits under any benefit plan of the Company or any of its 
subsidiaries or affiliates for service credited for the corresponding purpose under such benefit plan; provided, 
how:ver, that such crediting of service shall not operate to duplicate any benefit to any such panicipant or the 
funding for any such benefit or cause any such Company Benefit Plan to fail to comply with the applicable 
provisions of the Code or ERISA. 
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(b) Welfare Benefits Plans. With respect to any welfare benefit plan established to replace any Company 
Benefit Plan which is a welfare benefit plan in which Affiliated Employees may be eligible to participate after 
the Closing Date. other than limitations, exclusions or waiting periods that are already in effect with respect to 
such Affiliated Employees and that have not been satisfied as of the Closing Date. such replacement plans shall 
waive all limitations to pre-existing conditions, exclusions and waiting periods with respect to participation and 
coverage requirements and provide each Affiliated Employee with credit for other co-payments and deductibles 
paid prior to the Closing Date in satisfying any applicable deductible or out-of-pocket requirements applicable 
to the same calendar year under any welfare plans that such Affiliated Employees are eligible to participate in 
after the Closing Date. 

SECTION 7.10 The Company Stock Plans. With respect to each Company Benefit Plan or other plan, 
agreement or arrangement that provides for benefits in the form of Company Common Stock or options to 
purchase Company Common Stock (the "Company Stock Plans"), the Company and its subsidiaries and 
Parent and its subsidiaries, including the Surviving Corporation and its subsidiaries, shall take all actions 
necessary to provide that upon the Effective Time, (i) each outstanding option to purchase Company Common 
Stock under any Company Stock Plan, whether or not then vested and exercisable. shall be canceled in 
exchange for a cash payment equal to (A) the excess of the Per Share Cash Consideration over the exercise 
price thereof times (B) the number of shares of Company Common Stock subject thereto. less applicable tax 
withholding, and (ii) each outstanding restricted share of Company Common Stock granted under any 
Company Stock Plans shall become fully vested as provided in the applicable Company Stock Plan and shall be 
simultaneously converted into the right to receive the Per Share Cash Consideration as provided in Section 2.1. 
The Company and its subsidiaries shall take all actions needed to terminate all Company Stock Plans, subject. 
however, to the payments required under the preceding sentence. 

SECTION 7.11 Expenses. Subject to Section 93, all costs, and expenses incurred in connection with this 
Agreement and the transactions contemplated hereby shall be paid by the party incurring such expenses. 

SECTION 7.12 Further Assurances. Each party will, and will cause its subsidiaries to, (i) execute such 
further documents and instruments and use their reasonable best efforts to take such further actions as may be 
necessary or appropriate or as may reasonably be requested by any other party in order to consummate the 
Merger in accordance with the terms hereof. and (li) not take action (including effecting or agreeing to effect or 
announcing an intention or proposal to effect any acquisition, business combination or other transaction) which 
could reasonably be expected to impede, interfere with. prevent, impair or delay the ability of the parties to 
consummate the Merger. In case at any time any further action is necessary or desirable to carry out the terms 
and provisions of this Agreement, the proper officers and directors of each party to this Agreement shall use 
their reasonable best efforts to take all such action. 

SECTION 7.13 Govenumce Agreement. 

(a) General. Except as set forth herein, the terms and conditions of the Governance Agreement, dated as 
of April 22, 1994. as amended, between Parent and the Company (the "Governance Agreement") shall remain 
in full force and effect and the parties shall continue to be fully bound by the provisions thereof as modified 
hereby. The Company and Parent agree that the Governance Agreement is hereby modified (i) as expressly set 
forth in Section 7.13(b) hereof, (li) as long as this Agreement is in effect, to waive any provisions of the 
Governance Agreement that are inconsistent with Section 6.2 hereof, including the "30 day" right granted to 
Parent under Section 3.1 (a) of the Governance Agreement and Parent's right to acquire the Company Common 
Stock during any "Second 120-day Period" as defined in Section 3.1(b) of the Governance Agreement, and 
(iii) as may otherwise be required to give effect to the provisions of this Agreement. 

(b) Waivers Upon Acceptance ofAlternative Proposal. Upon any termination of this Agreement by the 
Company pursuant to Section 9.1(h) hereof, the Company shall. and it hereby does, waive any and all 
obligations of or restrictions on Parent and affiliates contained in Sections 3.7 (Conversion of Preference 
Stock). 
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(c) Waivers Upon Termination ofAgreement in Certain Circumstances. If this Agreement is tenninated 
by the Company pursuant to Section 9.1(h), by Parent pursuant to Section 9.1(e) or by either the Company or 
Parent pursuant to Section 9.1(c) due to the failure to obtain the approval of the Company's stockholders at the 
Company Special Meeting and at the time of such failure, any person shall have made a public announcement 
or otherwise communicated to the Company or its stockholders with respect to an Alternative Proposal with 
respect to the Company which has not been rejected by the Company and tenninated or withdrawn by the party 
making the Alternative Proposal, then: 

(1) Notwithstanding anything in Sections 3.1(a) or (b) or Sections 3.3(a), (d) or (e) of the 
Governance Agreement to the contrary, Parent shall be pennitted to make a proposal or proposals to the 
Board of Directors of the Company for the acquisition of 100% of the outstanding equity of the Company 
or substantially all of the assets of the Company and its subsidiaries during the period commencing on the 
date of termination of this Agreement and ending on the date 120 days after such date if the Company has 
not entered into a definitive agreement with a third party effecting an Alternative Proposal during such 
120 day period, or if the Company enters into such definitive Agreement with a third party during such 
120 day period, the earlier of the date on which the Company's stockholders approve such Alternative 
Proposal or the date on which such definitive agreement is tenninated. Parent agrees that it shall have no 
"30 day" right with respect to any third party Alternative Proposal made during such period. 

(2) Notwithstanding anything in Sections 4.1(a) and (b) of the Governance Agreement to the 
contrary, Parent shall not be required to vote any Company Common Stock in favor of any Alternative 
Proposal; provided, however, that if Parent determines not to vote in favor of any Alternative Proposal, it 
shall, at the request of the Company, not be present at the shareholders meeting at which approval of the 
Alternative Proposal is sought for quorum or any other purposes. 

SECTION 7.14 North American Rights AgreemenL 

(a) General. The Company and Parent agree that, except as otherwise set forth in this Section 7.14(b), 
the tenns and conditions of the North American Rights Agreement, dated July 14, 1997, as amended, among 
the Company, Parent and other parties (the "NARA") shall remain in full force and effect and further agree, 
except as set forth in Section 7.14(b), to continue to be fully bound by the provisions thereof. 

(b) Exceptions for Marut Opportunities. In order to permit the Company and Parent to respond 
appropriately to market opportunities while this Agreement is in effect, notwithstanding any contrary provisions 
of the NARA, Parent and the Company, on their own behalf and on behalf of their respective affiliates, agree as 
follows: 

(i) Acquisitions ofRate-Regulated Businesses. 

(A) Acquisitions Prior to Termination. From the date hereof until the termination of this 
Agreement, (1) the Company and its subsidiaries may acquire or invest in rate-regulated water and 
wastewater utility businesses as permitted by Section 6.1(d) hereof and (2) Parent and its affiliates 
may acquire or invest in rate-regulated water and wastewater utility businesses in the United States, 
provided that neither Parent nor any of its affiliates shall make or agree to make any such acquisition 
or investment if such acquisition or agreement could reasonably be expected to prevent, or materially 
delay the receipt of regulatory approvals necessary to consummate the Merger. 

(B) Rights After Termination. 

(1) The Company's Right to Acquire Regulated Company Interests. SUbject to 
Section 7.14(bXi)(B)(2), from the date of termination of this Agreement through the first 
anniversary of such termination, the Company shall have the right and option, on not less that 
15 days' notice to Parent, to purchase up to 50% of any interests in regulated water businesses in 
the United States acquired by Parent or its affiliates as permitted by Section 7.14(b)(i)(A) (each, 
a "Regulated Company Interest"). The price of any portion of a Regulated Company Interest 
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purchased by the Company under this subsection shall equal the full cost of the interest to be 
transferred, including (1) a pro rata ponion of the consideration paid by Parent or such affiliate 
to acquire the Regulated Company Interest. (2) a pro rata ponion of the actual out-of-pocket 
third party transaction costs (including fees and disbursements of counsel and other advisors) 
incurred by Parent or such affiliate in acquiring the Regulated Company Interest, and (3) interest 
on the foregoing amounts at the rate of 8.00% per annum from the date the Regulated Company 
Interest was acquired by Parent or its affiliate through the date of transfer to the Company. 

(2) Parent Right to Retain Regulated Company Interests. H (w) the Company shall 
terminate this Agreement pursuant to Section 9.1(h), (x) Parent shall terminate this Agreement 
pursuant to Section 9.1(e), (y) Parent or the Company shall terminate this Agreement pursuant to 
Section 9.1(c) due to the failure to obtain the approval of the Company' stockholders at the 
Company Special Meeting and, at the time of such failure, any person shall have made a public 
announcement or otherwise communicated to the Company or its stockholders with respect to an 
Alternative Proposal with respect to the Company which has not been rejected by the Company 
and terminated or withdraWn by the party making the Alternative Proposal, or (z) Parent shall 
terminate this Agreement for a Terminating the Company Breach pursuant to Section 9.1(g), 
then. notwithstanding Section 7.14(b)(i)(B)(1), Parent and its affiliates shall have the right to own 
and retain any and all Regulated Company Interests that (x) they may have acquired prior to 
such termination or (y) with respect to which Parent or its affiliates shall have entered into a 
binding commitment or agreement prior to such termination, and, in each case, the right to 
manage, operate and control the business thereof. 

(li) Acquisitions ofDelegated Services Businesses. 

(A) UWS Entity Right ofFirst Refusal. 

(n Rights to Acquire Delegated Services Company Interests. United Water Services LLC, 
a Delaware limited liability company C'UWS"), United Water Services canada L.P., an Ontario, 
Canada limited partnership ("UWS Canada"), and United Water Services Mexico LLC, a 
Delaware limited liability company ("UWS Mexico"), each of which is owned jointly by Parent 
and the Company (each, a "UWS Entity"), shall have the right, at its sole option (each, a 
..UWS Option"), to purchase on the terms and subject to the conditions set forth in this 
Section 7.14(b)(ii) all but not less than all of any interests in Delegated Services Providers (as 
defined in the NARA) in the United States, canada or Mexico, respectively (each, a "Delegated 
Services Company Interest"), that Parent or any of its affiliates wishes to acquire under this 
Section 7.14(b)(ii). From the date hereof until the termination of this Agreement, Parent and its 
affiliates shall have the right to acquire any and all such Delegated Services Company Interests 
subject only to the UWS Option. 

(2) Exercise ofuws Option. Prior to acquiring any Delegated Services Company Interest, 
Parent (or its affiliate, as the case may be) shall first give written notice to the applicable UWS 
Entity of such proposed acquisition (a "Notice ofOption"). Each such Notice of Option shall 
include the identity of the proposed target, the terms of the proposed acquisition and the price or 
other consideration proposed to be paid for such Delegated Services Company Interest. The 
applicable UWS Entity may exercise any UWS Option by written notice to Parent given within 
15 days after the date of the applicable Notice of Option. H such UWS Entity fails to exercise 
any UWS Option for any reason other than a Parent Veto (defined below), or if such 
UWS Entity fails to acquire any Delegated Services Company Interest with respect to which it 
has exercised a UWS Option within 90 days of such exercise, Parent (or its affiliate) shall have 
the right to purchase such Delegated Services Company Interest at the price and on substantially 
the terms set forth in the applicable Notice of Option. 

(3) H the acquisition of any Delegated Services Company Intmst by either a UWS Entity 
or Parent and/or any of its affiliates could reasonably be expected to prevent or materially delay 
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the receipt of regulatory approvals necessary to consummate the Merger, then, notwithstanding 
anything to the contrary set forth in this Section 7.14(b)(i), Parent and its affiliates shall not have 
the right to acquire such Delegated Services Company Interest without first obtaining the prior 
written consent of the Company. 

(4) As used in this Section 7.14(b)(ii), "Parent Veto" means (1) a failure of the Board of 
Managers of UWS or UWS Mexico, or the Board of Directors. of the general partner of 
UWS Canada, to approve the exercise of the UWS Option with respect to any Delegated 
Services Company Interest solely due to one or more Managers or Directors appointed by Parent 
to such Board voting against the exercise of such UWS Option or (2) a failure of the members 
or partners of such UWS Entity to approve the exercise of the UWS Option with respect to such 
Delegated Services Company Interest solely due to Parent voting against the exercise of such 
UWS Option, if a vote of the members or partners is required for such approval. 

(B) Rights After Termination. 

(1) Subject to Section 7.14(b)(ii)(B)(2J, from the date of termination of this Agreement 
through the first anniversary of such termination, the UWS Entities shall have the right and 
option, without regard to any Parent Veto, on not less than 15 days' notice to Parent. to purchase 
all but not less than all of any Delegated Services Company Interests acquired by Parent or any 
affiliate thereof in accordance with this Section 7.14(bJ. The price of any Delegated Services 
Company Interest purchased by a UWS Entity under this subsection shall equal the full cost of 
such Delegated Services Company Interest. including (1) the consideration paid by Parent or 
such affiliate to acquire the Delegated Services Company Interest, (2) the actual out-of-pocket 
third party transaction costs (including fees and disbursements of counsel and other advisors) 
incurred by Parent or such affiliate in acquiring the Delegated Services Company Interest, and 
(3) interest on the foregoing amounts at the rate of 8% per annum from the date the Delegated 
Services Company Interest was acquired by Parent or its affiliate through the date of transfer to 
the UWS Entity_ 

(2) If (w) the Company shall tenninate this Agreement pursuant to Section 9.1(h), 
(x) Parent shall terminate this Agreement pursuant to Section 9.1(e), (y) Parent or the Company 
shall terminate this Agreement pursuant to Section 9.1(c) due to the failure to obtain the 
approval of the Company's stockholders at Company Special Meeting and, at the time of such 
failure, any person shall have made a public announcement or otherwise communicated to the 
Company or its stockholders with respect to an Altermuive Proposal with respect to the 
Company which has not been rejected by the Company and terminated or withdrawn by the 
party making the Alternative Proposal, or (z) Parent shall terminate this Agreement for a 
Terminating Company Breach pursuant to Section 9.1(g), then, notwithstanding 
Section 7.14(b)(ii)(B)(lJ, Parent and its affiliates shall have the right to own and retain any and 
all Delegated Services Company Interests that (x) they may have acquired prior to such 
termination or (y) with respect to which Parent or its affiliates shall have entered into a binding 
commitment or agreement prior to such termination, and, in each caSe, the right to manage, 
operate and control the business thereof. 

SECTION 7.15 Nolice and Cure. The Company will notify Parent in writing of, and will use all 
commercially reasonable efforts to cure before the Closing, any event. transaction or circumstance, as soon as 
practicable after it becomes known to the Company, that causes or will or may be likely to cause any covenant 
or agreement of the Company under the Agreement to be breached or that renders or will render untrue in any 
material respect any representation or warranty of the Company contained in the Agreement. No notice given 
pursuant to this paragraph shall have any effect on the representations, warranties. covenants or agreements 
contained in the Agreement for purposes of determining satisfaction of any condition contained in the 
Agreement. 
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ARTICLEVIll 


CONDmONS 


SECTION 8.1 Conditions to Each Party's Obligation to Effect the Merger. The respective obligations of 
each party to effect the Merger shall be subject to the satisfaction on or prior to the Closing Date of the 
following conditions, except that such conditions may be waived in writing pursuant to Section 95 by the joint 
action of the parties hereto to the extent permitted by applicable law: 

(a) Stockholder Approval. The Company Stockholders' Approval shall have been obtained. 

(b) No Injunction. No temporary restraining order or preliminary or permanent injunction or other 
order, decree. ruling or action taken by any United States or French federal or state court of competent 
jurisdiction or other United States or French federal or state or other governmental authority of competent 
jurisdiction restraining. enjoining or otherwise prohibiting the Merger shall have been issued and be 
continuing in effect. and the Merger and the other transactions contemplated hereby shall not have been 
prohibited under any United States or French federal or state or other applicable law, order, rule or 
regulation. 

(c) Statutory Approvals. The Company Required Statutory Approvals and the Parent Required 
Statutory Approvals shall have been obtained at or prior to the Effective TIme, such approvals shall have 
become Final Orders (as defined below) and such Final Orders shall not impose terms or conditions 
which, individually or in the aggregate, insofar as reasonably can be foreseen, will have, a Company 
Material Adverse Effect. A Final Order" means action by the relevant regulatory authority which hasU 

not been reversed, stayed, enjoined, set aside, annulled or suspended, with respect to which any waiting 
period prescribed by law before the transactions contemplated hereby may be consummated has expired, 
and as to which all conditions to the consummation of such transactions prescribed by law, regulation or 
order have been satisfied. . 

SECTION 8.2 Conditions to Obligation ojParent to Effect the Merger. The obligation of Parent and 
Merger Sub to effect the Merger shall be further subject to the satisfaction, on or prior to the Closing Date, of 
the following conditions except as may be waived by Parent and Merger Sub in writing pursuant to Section 9.5: 

(a) Performance o/Obligations o/the Company. The Company (and/or its appropriate subsidiaries) 
shall have performed in all material respects its agreements and covenants contained in or contemplated by 
this Agreement to be performed by it at or prior to the Effective Time. 

(b) Representations and Wa"anties. The representations and warranties of the Company set forth 
in this Agreement shall be true and correct in all material respects (1) on and as of the date hereof and 
(ii) on and as of the Closing Date with the same effect as if such representations and warranties had been 
made on and as of the Closing Date (other than representations and warranties that expressly speak only as 
of a specific date or time other than the date hereof or the ClOSing Date which need only be true and 
correct as of such date or time) except, in the case of representations and warranties other than those 
contained in Section 4.2 (but only to the extent that such Section contains a representation as to the 
ownership of the Company of its subsidiaries described in clause (x) of the first sentence thereof) and 
Sections 4.3(a), 4.4(a), 4.15 and 4.16, for such failures of representations and warranties to be true and 
correct (determined without regard to any materiality standard contained therein) which individually or in 
the aggregate would not be reasonably likely to result in a Company Material Adverse Effect. 

(c) Closing Certificates. Parent shall have received a certificate signed by the chief financial officer 
of the Company, dated the Closing Date, to the effect that, to the best of such officer's knowledge, the 
conditions set forth in Section 8.2(a) and Section 8.2(b) have been satisfied. 

(d) No Company Material Adverse Effect. No Company Material Adverse Effect shall have 
occurred and be continuing and there shall exist no fact or circumstance which individually or in the 
aggregate would reasonably be likely to have a Company Material Adverse Effect. 
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(e) Company Required Consents. Company Required Consents the failure of which to obtain 
would, individually or in the aggregate, reasonably be likely to have a Company Material Adverse Effect 
shall have been obtained. 

(0 Other Evidence. Parent and Merger Sub shall have received from the Company such further 
certificates and documents evidencing due action in accordance with this Agreement, including certified 
copies of proceedings of the Board of Directors and stockholders of the Company, as Parent or Merger 
Sub reasonably shall request. 

SECTION 8.3 Conditions to Obligation 0/ the Company to Effect the Merger. The obligation of the 
Company to effect the Merger shall be further subject to the satisfaction, on or prior to the Closing Date. of the 
following conditions, except as may be waived by the Company in writing pursuant to Section 95. 

(a) Performo.nce ofObligations ofParent. Parent (and/or its appropriate subsidiaries) shall have 
performed in all material respects its agreements and covenants contained in or contemplated by this 
Agreement to be performed by it at or prior to the Effective Time. 

(b) Representations and Warranties. The representations and warranties of Parent set forth in this 
Agreement shall be true and correct in all material respects (i) on and as of the date hereof and (ii) on and as of 
the Closing Date with the same effect as though such representations and warranties had been made on and as 
of the Closing Date (other than representations and warranties that ex.pressly speak only as of a specific date or 
time other than the date hereof or the Closing Date which need only be true and correct as of such date or time) 
except for such failures of representations and warranties to be true and correct (determined without regard to 
any materiality standard) which individually or in the aggregate would not be reasonably likely to result in a 
Parent Material Adverse Effect. 

(c) Closing Certificates. The Company shall have received a certificate signed by the chief financial 
officer of Parent, dated the Closing Date to the effect that, to the best of such officer's knowledge, the 
conditions set forth in Section 83(a) and Section 83(b) have been satisfied. 

ARTICLE IX 

TERMINATION, AMENDMENT AND WAIVER 

SECTION 9.1 Termination. This Agreement may be terminated at any time prior to the Closing Date, 
whether before or after approval by the stockholders of the respective parties hereto contemplated by this 
Agreement: 

(a) by mutual written consent of the Boards of Directors of the Company and Parent; 

(b) by either Parent or the Company, by written notice to the other party, if the Effective Time shall 
not have occurred on or before the twelve month anniversary of the date hereof (the "Initial Termination 
Date"); provided, however, that the right to terminate the Agreement under this Section 9.1(b) shall not be 
available to any party whose failure to fulfill any obligation under this Agreement has been the cause of, 
or resulted in, the failure of the Effective Time to occur on or before such date; and provided,further, that 
if on the Initial Termination Date the conditions to the Closing set forth in Sections 8.1(c) and/or 8.2(e) 
shall not have been fulfilled but all other conditions to the Qosing shall be fulfilled or shall be capable of 
being fulfilled, then the Initial Termination Date shall be ex.tended to the eighteen month anniversary of 
the date hereof; 

(c) by either Parent or the Company, by written notice to the other party if the Company 
Stockholders' Approval shall not have been obtained at a duly held Company Special Meeting, including 
any adjournments thereof; 

(d) by either Parent or the Company, if any United States or French federal, state or other law, order, 
rule or regulation is adopted or issued, which has the effect, as supported by the written opinion of outside 
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counsel for such patty, of prohibiting the Merger, or by any patty hereto if any United States or French 
federal, state or other court of competent jurisdiction or other United States federal or state or French 
governmental authority of competent jurisdiction shall have issued an order, decree or ruling, or taken any 
other action, restraining, enjoining or otherwise prohibiting the Merger, and such order, decree or ruling or 
other action shall have become final and non-appealable; 

(e) by Parent, if (i) the Board of Directors of the Company withdraws, modifies or changes its 
approval or recommendation of this Agreement in a manner adverse to Parent or shall have resolved to do 
so, (n) the Board of Directors of the Company shall have recommended to the stockholders of the 
Company an Alternative Proposal or shall have resolved to do so, or (iii) a tender offer or exchange offer 
for 20% or more of the outstanding shares of capital stock of the Company is commenced and the Board 
of Directors of the Company fails to recommend against acceptance of such tender offer or exchange offer 
by its stockholders (including by taking no position with respect to the acceptance of such tender offer or 
exchange offer by its stockholders); 

(f) by the Company, by written notice to Parent, if (i) there exist breaches of the representations and 
warranties of Parent made herein as of the date hereof which breaches, individually or in the aggregate, 
would or would be reasonably likely to result in a Parent Material Adverse Effect, and such breaches shall 
not have been remedied within 20 days after receipt by Parent of notice in writing from the Company, 
specifying the nature of such breaches and requesting that they be remedied, or (ii) Parent (and/or its 
appropriate subsidiaries) shall not have performed and complied with, in all material respects, its 
agreements and covenants hereunder and such failure to perform or comply shall not have been remedied 
within 20 days after receipt by Parent of notice in writing from the Company, specifying the nature of 
such failure and requesting that it be remedied; 

(g) by Parent, by written notice to the Company, if (i) there exist material breaches of the 
representations and warranties of the Company made herein as of the date hereof which breaches, 
individually or in the aggregate, would or would be reasonably likely to result in a Company Material 
Adverse Effect, and such breaches shall not have been remedied within 20 days after receipt by the 
Company of notice in writing from Parent, specifying the nature of such breaches and requesting that they 
be remedied, (ii) the Company (and/or its appropriate subsidiaries) shall not have performed and complied 
with its agreements and covenants contained in Sections 6.1(b) and 6.1(c) or shall have failed to perform 
and comply with, in all material respects, its other agreements and covenants hereunder, and such failure 
to perform or comply shall not have been remedied within 20 days after receipt by the Company; 

(h) prior to the Company Shareholders' Approval, by the Company, upon five (5) Business Days' 
prior written notice to Parent, if, as a result of any written offer or proposal in respect of an Alternative 
Proposal, the Board of Directors of the Company determines that such written offer or proposal be 
accepted; provided, however, that (i)(A) the Board of Directors of the Company shall have reasonably 
concluded in good faith (after consultation with its financial advisors) that the person or group making the 
Alternative Proposal will have adequate sources of financing to consummate the Alternative Proposal and 
that the Alternative Proposal is more favorable to the Company shareholders than the Merger (taking into 
account, without limitation. the likelihood that all required regulatory approvals for such Alternative 
Proposal will be obtained in a prompt and timely manner) and (B) the Board of Directors of the Company 
shall have determined in good faith, based on advice of outside counsel with respect to such Board's 
fiduciary duties under applicable law with respect to the proposed Alternative Proposal as the Board of 
Directors deem to be relevant, that, notwithstanding a binding comrilitment to consummate an agreement 
of the nature of this Agreement entered into in the proper exercise of their applicable fiduciary duties, and 
notwithstanding all modifications that may be offered by Parent in negotiations entered into pursuant to 
clause (ii) below, such fiduciary duties would also require the directors to reconsider such commitment 
and terminate this Agreement as a result of such written offer or proposal and (ii) prior to any such 
termination, the Company shall, and shall cause its respective financial and legal advisors to, negotiate in 
good faith with Parent to make such adjustments in the terms and conditions of this Agreement as would 
not require termination of this Agreement. 
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SECTION 9.2 Effect ofTermination. In the event of termination of this Agreement pursuant to 
Section 9.1 there shall be no liability under this Agreement on the part of Parent, Merger Sub or the Company 
or any of their respective representatives, and all rights and obligations of each party hereto shall cease, except 
as set fonh in Sections 6.2, 7.14, 9.3 and 10.1; provided, however, that nothing in this Agreement shall relieve 
any party from liability for the willful breach of any of its representations and warranties or the breach of any 
of its covenants or agreements set fonh in this Agreement. 

SECTION 9.3 Termination Fee; Expenses. 

(a) The Company agrees that, if (i) the Company shall terminate this Agreement pursuant to 
Section 9.1(h), (ii) Parent shall terminate this Agreement pursuant to Section 9.1(e), or (iii) Parent or the 
Company shall terminate this Agreement pursuant to Section 9.1(c) due to the failure to obtain the 
approval of the Company's stockholders at a Company Special Meeting and at the time of such failure, 
any person shall have made a public announcement or otherwise communicated to the Company or its 
stockholders with respect to anAltemative Proposal with respect to the Company which has not been 
rejected by the Company and terminated or withdrawn by the party making the Alternative Proposal. then 
in accordance with Section 9.3(c), immediately prior to such termination in the case of clause (i), or in the 
case of clause (ii) or (iii) if. within two years follOwing the date of termination, the Company enters into a 
definitive acquisition, merger or similar agreement to effect an Alternative Proposal upon execution of 
such agreement. the Company shall pay to Parent an amount equal to Parent's documented Expenses (as 
defined below) not in excess of $3,000,000 in connection with this Agreement and the transactions 
contemplated hereby and a termination fee in an amount equal to $42,000,000 (collectively, such Expenses 
and such fee, the "Tennination Amount"). 

(b) Each of Parent and the Company agrees that the payments provided for in Section 9.3(a) shall be 
the sole and exclusive remedy of the parties upon a termination of this Agreement pursuant to 
Section 9.1(c), (e) or (h), as the case may be, and such remedy shall be limited to the payment stipulated 
in Section 9.3(a); provided, however. that nothing in this Agreement shall relieve any party from liability 
for the willful breach of any of its representations and warranties or the willful breach of any of its 
covenants or agreements set forth in this Agreement. 

(c) Any payment required to be made pursuant to clause (i) of Section 9.3(a) shall be made to Parent 
by the Company immediately prior to the termination of this Agreement and shall be made by wire 
transfer of immediately available funds to an account designated by Parent. 

(d) The parties agree that the agreements contained in this Section 9.3 are an integral part of the 
transactions contemplated by the Agreement and constitute liquidated damages and not a penalty. If one 
party fails to promptly pay to the other any fee due hereunder. the defaulting party shall pay the costs and 
expenses (including legal fees and expenses) in connection with any action, including the filing of any 
lawsuit or other legal action, taken to collect payment, together with interest on the amount of any unpaid 
fee at the publicly announced prime rate of Citibank, N.A. from the date such fee was required to be paid. 

(e) For purposes of this Agreement. "Expenses" consist of all out-of-pocket expenses (including all 
fees and expenses of counsel, accountants, investment bankers, experts and consultants to a party hereto 
and its affiliates) incurred by a party or on its behalf, in connection with or related to, the authorization, 
preparation, negotiation, execution and petformance of this Agreement, the preparation, printing. filing and 
mailing of the Proxy Statement and/or any documents relating thereto, the solicitation of stockholder 
approvals and all other matters relating to the transactions contemplated hereby. 

SECTION 9.4 Amendment. This Agreement may be amended by the Boards of Directors of the parties 
hereto, at any time before or after approval hereof by the stockholders of the Company and prior to the 
Effective Time, but after such approval, no such amendment shall (i) alter or change the amount or kind of 
shares, rights or any of the proceedings of the treatment of shares under Article II, or (ii) alter or change any of 
the terms and conditions of this Agreement if any of the alterations or changes, alone or in the aggregate, 
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would materially adversely affect the rights of holders of the Company's capital stock, except for alterations or 
changes that could otherwise be adopted by the Board of Directors of the Company without the further 
approval of such stockholders. This Agreement may not be amended except by an instrument in writing signed 
on behalf of each of the parties hereto. 

SECTION 9.5 Waiver. At any time prior to the Effective Time, the parties hereto may (a) extend the time 
for the performance of any of the obligations or other acts of the other parties hereto. (b) waive any 
inaccuracies in the representations and warranties contained herein or in any document delivered pursuant 
hereto and (c) waive compliance with any of the agreements or conditions contained herein, to the extent 
permitted by applicable law. Any agreement on the part of a party hereto to any such extension or waiver shall 
be valid if set forth in an instrument in writing signed on behalf of such party. 

ARTICLE X 

GENERAL PROVISIONS 

SECTION 10.1 Non-Survival; Effect ofRepresentations oniJ Warranties. (a) All representations. 
warranties and agreements in this Agreement shall not survive the Merger. except as otherwise provided in this 
Agreement and except for the agreements contained in this Section 10.1 and in Article II. Section 7.5, 
Section 7.8, Section 7.9. Section 7.10. Section 7.11. Section 7.12, Section 7.13, Section 7.14, Section 10.8 and 
Section 10.9. 

(b) No party may assert a claim for breach of any representation or warranty contained in this Agreement 
(whether by direct claim or counterclaim) except in connection with the cancellation of this Agreement 
pursuant to Section 9.1(j)(i) or Section 9.1(g)(i) (or pursuant to any other subsection of Section 9.1 if the 
terminating party would have been entitled to terminate this Agreement pursuant to Section 9.1(j)(i) or 
Section 9.1(g)(i) .. 

SECTION 10.2 Brokers. The Company represents and warrants that, except for Morgan Stanley & Co. 
Incorporated whose fees have been disclosed to Parent prior to the date hereof. no broker. finder or investment 
banker is entitled to any brokerage. finder's or other fee or commission in connection with the Merger or the 
transactions contemplated by this Agreement based upon arrangements made by or on behalf of the Company. 
Parent represents and warrants that, except for Rothschild Inc .• prior to the date hereof no broker finder or 
investment banker is entitled to any brokerage, finder's or other fee or commission in connection with the 
Merger or the transactions contemplated by this Agreement based upon arrangements made by or on behalf of 
Parent. 

SECTION 10.3 Notices. All notices and other communications hereunder shall be in writing and shall be 
deemed given if (i) delivered personally, Cn) sent by reputable overnight courier seivice, (iii) telecopied (receipt 
of which is confirmed), or (iv) five days after being mailed by registered or certified mail (return receipt 
requested) postage prepaid to the parties at the following addresses (or at such other address for a party as shall 
be specified by like notice): 

(a) If to the Company, to: 

United Water Resources Inc. 

200 Old Hook Road 

HarringtOn Park:, NJ 07640 


Attention: President 

Telephone: (201) 767-2838 

Telecopy: (201) 505-0481 
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with a copy to: 

LeBoeuf, Lamb, Greene & MacRae, L.L.P. 

125 West 55th Street 

New York, New York 10019 

Attention: William S. Lamb, Esq. 


Telephone: (212) 424-8(xx) 

Telecopy: (212) 424-8500 


(b) H to Parent or Merger Sub, to: 

Lyonnaise American Holding, Inc. 

200 Old Hook Road 

Hanington Park, NJ 07640 


Attention: 	Mr. Jean Michel Brault, 

Executive Vice President 


Telephone: (201) 784-7089 

Telecopy: (201) 767-2082 


with a copy to: 

Piper & Marbury L.L.P. 

1251 Avenue of the Americas 

New York, NY 10020-1104 


Attention: 	Garry P. McCormack, Esq. 

Teleeopy: (212) 835-6001 

Telephone: (212) 835·6OCX} 


(c) If to SLDE, to: 

Suez Lyonnaise des Eaux 

18 Square Edouard vn 

75316 Paris Cedex 09 

France 

Attention: Mr. Gerard Payen, Directeur 


Telephone: 33 1.46.95.54.16 

Telecopy: 33 1.46.95.40.72 


with a copy to: 

Piper & Marbury L.L.P. 

1251 Avenue of the Americas 

New York, NY 10020-1104 


Attention: Garry P. McConnack, Esq. 

Telephone: (212) 835·6OCX} 

Telecopy: (212) 835-6001 


SECTION 10.4 Miscellaneous. This Agreement (including the Disclosure Schedules and the documems 
and instruments referred to herein) (i) constitutes the entire agreement and supersedes all other prior 
agreements and understandings, both written and oral, among the parties, or any of them, with respect to the 
subject matter hereof other than the Confidentiality Agreement, the Governance Agreement and the NARA, 
each of which remains in full force and effect except as expressly herein modified; (ii) shall not be assigned by 
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operation of law or otherwise; except that Parent or Merger Sub may assign all or any of their rights and 
obligations hereunder to any wholly-owned subSidiary of Parent; provided that no such assignmem shall relieve 
the assigning party of its obligations hereunder if such assignee does not perform such obligations; and 
Cui) shall be governed by and construed in accordance with the laws of the State of New Jersey applicable to 
contracts executed in and to be fully performed in such State, without giving effect to its conflicts of law, rules 
or principles and except to the extent the provisions of this Agreement (including the documents or instruments 
referred to herein) are expressly governed by or derive their authority from the NJBCA. 

SECTION 10.5 Interprelotion. When a reference is made in this Agreement to Sections or Exhibits, such 
reference shall be to a Section or Exhibit of this Agreement, respectively, unless otherwise indicated. The table 
of contents and headings contained in this Agreement are for reference purposes only and shall not affect in 
any way the meaning or interpretation of this Agreemem. Whenever the words "include", "includes" or 
"including" are used in this Agreement, they shall be deemed to be followed by the words "without 
limitation" . 

SECTION 10.6 Counterparts; Effect. This Agreement may be executed in one or more counterparts, 
each of which shall be deemed to be an original, but all of which shall constitute one and the same agreemem. 

SECTION 10.7 Parties in Interest. This Agreement shall be binding upon and inure solely to the benefit 
of each party hereto, and, except for rights of Indemnified Parties as set forth in Section 7.5, nothing in this 
Agreement, express or implied, is intended to confer upon any other person any rights or remedies of any 
nature whatsoever under or by reason of this Agreement. 

SECTION 10.8 Waiver oJJury Trial and Certmn Damages. Each party to this Agreement waives, to the 
fullest extent permitted by applicable law, (i) any right it may have to a trial by jury in respect of any action, 
suit or proceeding arising out of or relating to this Agreemem and (ii) except as expressly set forth in this 
Agreement (including, but not limited to, Section 9.3 hereof), any right it may have to receive damages from 
any other party on any claim arising out of this Agreement (but not any other agreement the parties to which 
include any or all parties to this Agreement) based on any theory of liability for any special, indirect, 
consequential (including lost profits) or punitive damages. 

SECTION 10.9 Enforcement. The parties agree that irreparable damage would occur in the event that 
any of the provisions of this Agreement were not performed in accordance with their specific terms or were 
otherwise breached. It is accordingly agreed that the parties shall be entitled to an injunction or injunctions to 
prevent breaches of this Agreement and to enforce specifically the terms and provisions of this Agreement in 
any United States federal state court located in the States of New Jersey, New York or Delaware, this being in 
addition to any other remedy to which they are entitled at law or in equity. In addition, each of the parties 
hereto (a) consents to submit itself to the exclusive personal jurisdiction of any federal or state court located in 
any of the States of New Jersey, New Yorlc or Delaware solely with respect to any dispute arising out of this 
Agreement or any of the transactions contemplated by this Agreement, (b) agrees that it will not attempt to 
deny such personal jurisdiction by motion or other request for leave from any such court and (c) agrees that it 
will not bring any action relating to this Agreement or any of the transactions contemplated by this Agreement 
in any coun. 

SECTION 10.10 Severabilily. If any term or other provision of this Agreement is determined by a court 
of competent jurisdiction to be invalid, illegal or incapable of being enforced by any rule of law, or public 
policy, all other conditions and provisions of this Agreement shall nevertheless remain in full force and effect 
so long as the economic or legal substance of the transactions contemplated hereby is not affected in any 
manner materially adverse to any party. Upon such determination that any term or other provision is invalid, 
illegal or incapable of being enforced, the parties hereto shall negotiate in good faith to modify this Agreement 
so as to effect the original intent of the parties as closely as possible in a mutually acceptable manner in order 
that the transactions contemplated hereby be consummated as originally contemplated to the fullest extent 
possible. 
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ARTICLE XI 

PROVISIONS RELATING TO SLDE 

SECTION 11.1 Organization and Authority. SLOE is a societe anonyme duly organized and validly 
existing under the laws of the Republic of France and has full power, corporate or otherwise, to execute and 
deliver and to perfonn all of its obligations contained in Section 112 of this Agreement. The execution and 
delivery of this Agreement by SLOE and the perfonnance by SLOE of its obligations hereunder have been duly 
authorized by all necessary action on behalf of SLOE, and this Agreement has been duly and validly executed 
and delivered by SLDE and, assuming the due authorization, execution and delivery hereof by the other 
signatories hereto, constitutes the valid and binding obligation of SLDE enforceable against it in accordance 
with its tenns. 

SECTION 11.2 Obligations ofSWE. SLOE agrees (i) to cause Parent and Merger Sub to have at the 
Closing sufficient funds to consummate the transactions contemplated by this Agreement at the Cosing, and 
(ii) to cause Parent and Merger Sub to have sufficient funds to meet all of their other financial obligations 
under or related to this Agreement. 

[REMAINDER OF PAGE INTENTIONALLY BLANK] 
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IN WITNESS WHEREOF, the Company, Parent, Merger Co. and SIDE have caused this Agreement to 
be signed by their respective officers thereunto duly authorized as of the date first written above. 

UNITED WATER RESOURCES INc. 

Attest: lsi MICHAEL Co J. FALLON 

By: 

Name: 
Title: 

lsi DoNALD L. CORRELL 

Donald L. Correll 
Chainnan and CEO 

LYONNAISE AMERICAN HOLDING, INc. 

Attest: lsi GARRY P. McCORMACK 

By: 

Name: 
Title: 

lsi JEANMICHELBRAULT 

Jean Michel Brault 
Executive Vice President 

LAH ACQUISITION CO. 

Attest: lsi GARRY P. McCORMACK 

By: 

Name: 
Title: 

lsi JEAN MICHEL BRAULT 

Jean Michel Brault 
President 

SUEZ LYONNAISE DEs EAux 

Attest: lsi JEAN-PAUL MINETTE 

By: 

Name: 
Title: 

lsi GERARD PAYEN 

Gerard Payen 
Executive Vice President -Water 
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[Letterhead of Morgan Stanley & Co. Incorporated] 

ANNEXB 


August 20, 1999 

Board of Directors 
United Water Resources 
200 Old Hook Road 
Harrington Park, NJ 07640-1799 

Members of the Board: 

We understand that United Waler Resources Inc. (HUWR" or the HCompany"). Lyonnaise American 
Holding. Inc. (HLAH"), LAH Acquisition Co., a wholly owned subsidiary ofLAH (HLAH Acquisition Co.") 
and solely with respect to certain of LAH's obligations, Suez Lyonnaise des Eaux, a French Societe Anonyme 
(HSuez"), the parent of LAH, propose to enter into an Agreement and Plan of Merger, substantially in the form 
of the draft dated August 20, 1999 (the "Merger Agreement"), which provides, among other things, for the 
merger (the "Merger") of LAH Acquisition Co. with and into UWR. Pursuant to the Merger, UWR will 
become a wholly owned subsidiary of LAH and each outstanding share of common stock. no par value per 
share (the "Common Stock"), of UWR, together with the associaled right to purchase shares of 5% Series A 
Cumulative Convertible Preference Stock, no par value, of UWR (the' 'Series A Preference Stock:' '), other than 
shares and rights held in treasury or held by LAH or any affiliale of LAH and UWR, will be converted into the 
right to receive $35.00 per share in cash, an additional dividend of $0.06 per share in each of the first three 
fiscal quarters after announcement and a special dividend payable al closing of the difference between $0.48 
and the additional dividends paid, all as described in the Merger Agreement (collectively the "Consideration"). 
Additionally, pursuant to the Merger, each outstanding share of Series A Preference Stock:, other than shares 
held in treasury or held by LAH or any affiliate of LAH and UWR, shall be converted into the right to receive 
$35.00 per share in cash multiplied by the number of shares of Common Stock issuable upon the conversion of 
a share of Series A Preference Stock. The terms and conditions of the Merger are more fully set forth in the 
Merger Agreement. We further understand thal approximately 32% of the outstanding shares of the Common 
Stock is owned by LAH and its affiliales. 

You have asked for our opinion as to whether the Consideration to be received by the holders of shares of 
Common Stock pursuant to the Merger Agreement is fair from a financial point of view to such holders other 
than LAH and its affiliales. 

For purposes of the opinion set forth herein, we have: 

(i) reviewed certain publicly available financial statements and other information of UWR; 

(li) reviewed certain internal financial statements and other financial and operating data concerning 
UWR prepared by the management of UWR; 

(iii) reviewed certain financial projections prepared by the management of UWR; 

(iv) discussed the past and current operations and financial condition and the prospects of UWR with 
senior executives of UWR; 

(v) reviewed the proforma impact of the Merger on Suez's earnings per share, consolidated 

capitalization and financial ratios; 


(vi) reviewed the reported prices and trading activity for the Common Stock; 

(vii) compared the financial performance of UWR and the prices and trading activity of the Common 
Stock with that of certain other comparable publicly-traded companies and their securities; 

(viii) reviewed the financial terms, to the extent publicly available, of certain comparable acquisition 
transactions; 
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(ix) participated in discussions and negotiations among representatives of UWR, LAH and Suez and 
their financial and legal advisors; 

(x) reviewed certain material agreements between UWR and LAH; 

(xi) reviewed the draft Merger Agreement and certain related documents; and 

(x) performed such other analyses and considered such other factors as we have deemed appropriate. 

We have assumed and relied upon without independent verification the accuracy and completeness of the 
information reviewed by us for the purposes of this opinion. With respect to the financial projections, we have 
assumed that they have been reasonably prepared on bases reflecting the best currently available estimates and 
judgments of the future financial performance of UWR. We have not made any independent valuation or 
appraisal of the assets or liabilities of UWR.. Our opinion is necessarily based on financial, economic, market 
and other conditions as in effect on, and the information made available to us as of, the date hereof. 

In arriving at our opinion, we were not authorized to solicit, and did not solicit, interest from any party 
with respect to the acquisition of UWR or any of its assets, nor did we negotiate with any of the parties, other 
than LAH and Suez. 

We have acted as financial advisor to the Board of Directors of UWR in connection with this transaction 
and will receive a fee for our services. Morgan Stanley and its affiliates have provided and continue to provide 
financial advisory and financing services to Suez and/or its affiliates and have received and will receive fees for 
the rendering of these services. 

It is understood that this letter is for the information of the Board of Directors of UWR, except that this 
opinion may be included in its entirety in any filing made by UWR in respect of the transaction with the 
Securities and Exchange Commission. In addition, Morgan Stanley expresses no opinion or recommendation as 
to how the shareholders of UWR should vote at the shareholders' meetings held in connection with the Merger. 

Based upon and subject to the foregoing, we are of the opinion on the date hereof that the Consideration 
to be received by the holders of shares of Common Stock pursuant to the Merger Agreement is fair from a 
financial point of view to such holders other than LAH and its affiliates. 

Very truly yours, 

MORGAN STANLEY & CO. INCORPORATED 

By:~/~~__________________________ 

Daniel B. More 
Managing Director 
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NOTE: Please date and sign exactly as name appears hereon. When shares are held 

by joint tenants both should sign. (Executors, Administrators, Trustees, etc. 

should so indicate). 


• FOLD AND DETACH HERE • 

VOTE BY TELEPHONE 
[GRAPHIC] [GRAPHIC]

QUICK ••• EASY IMMEDIATE 

YOUR VOTE IS IMPORTANT! - YOU CAN VOTE IN ONE OF TWO WAYS: 

1. TO VOTE BY PHONE: Call toll-free [ ] on a touch tone telephone 24 
hours a day-7 days a week 


There is NO CHARGE to you for this call. - Have your proxy card in hand. 


You will be asked to enter a Control Number, which is 

located in the box in the lower right hand corner of this form 

[Insert instructions] 

or 

2. VOTE BY PROXY: Mark, sign and date your proxy card and return promptly in 
the enclosed envelope. 

NOTE: If you vote by telephone, THERE IS NO NEED TO MAIL BACK your proxy Card. 

PROXY 

UNITED WATER RESOURCES INC. 

PROXY FOR SPECIAL MEETING OF STOCKHOLDERS- , 1999 

The undersigned stockholder of united water Resources Inc. ("UWR")
hereby constitutes and appoints LAWRENCE R. CODEY, PETER DEL COL and MARCIA L. 
WORTHING, or any of them, the attorners or attorney and proxies or proxy of the 
undersigned, with full power of Subst1tution and revocation, for and in the name 
of the undersigned, to attend the Special Meeting of stockholders of UWR to be 
held at , New Jersey , on 
~____~______~~~~, 1999, at _____a.m., and any adjournment or adjournments
thereof, receipt of the notice of which meeting stating the purposes thereof 
being hereby acknowledged, to vote all of the shares of UWR which the 
undersigned would be entitled to vote if then personally present as follows: 

(Continued and to be signed on other side) 

• FOLD AND DETACH HERE • 

Dear Stockholder(s) of United Water Resources Inc.: 

Enclosed you will find materials regarding the United Water Resources Inc., 
[ ],1999, Special Meeting of Stockholders. The notice of the Special Meeting
and proxy statement describe the formal business to be transacted at the meeting 
as summarized on the attached proxy card. 

Whether or not you expect to attend the Special Meeting, please complete and 
return promptly the attached proxy card in the accompanying envelope, which 
requires no postage if mailed in the United States. You may vote your proxy by
telephone. If you vote by telephone, there is no need to mail back your proxy
card. As a stockholder, please remember that your vote is important to us. We 
look forward to hearing from you. 

[Image] 
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United water [LOGO]\(R)\ 

1999 Special Meeting
Location: 

The 	 is accessible via • From Exit 
ramp turn 	 ........... . 


FROM NEW 	 JERSEY & SOUTH: Take 

FROM NEW 	 YORK CITY: Take _____________________ 

FROM UPSTATE NEW YORK. Take 

____________________ APPEARS HERE] [MAP OF 

This Proxy Is Solicited On Behalf Of The Board of Directors 	 Please mark 
your votes 
as [X]
indicated in 
this example 

FOR AGAINST ABSTAIN 
1. 	 To Adopt and Approve The Agreement and [_] Ll Ll 

Plan of Merger, dated as of August 20, 
1999, by and among United Water Resources, 
Inc., Lyonnaise American Holding, Inc., 
LAR Acquisition Co., and Suez Lyonnaise des Eaux. 

2. 	 To vote all of such shares as they or he or she may deem proper upon
all other matters that may properly come before said meeting and any 
adjournments thereof. 

Mark box 	if you plan to attend the Special Meeting L] 

This Proxy is given and is to be construed under the laws of the State 
of New Jersey and will be voted "FOR" the merger agreement if the 
undersigned has not specified a choice in the spaces provided 
therefore. This proxy when properly executed will be voted in the 
manner directed herein by the undersigned. 

Signature(s) of Stockholder(s)____________________________ Date , 1999 



EXHIBIT F 

COMPLIANCE WITH DEP STANDARDS 

After reasonable investigation, the systems owned by United Water Resources, Inc. 

("systems") appear to be in satisfactory condition and in compliance with all applicable 

standards set by the Florida Department of Environmental Protection ("DEP"). The 

systems have no outstanding Notices of Violations of any standard(s) set by the DEP or 

any outstanding consent orders with DEP. 
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EXHIBIT G 

AFFIDAVIT REGARDING NOTICE BY MAIL (NON-CUSTOMERS) 

This will be a late-filed Exhibit. 
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EXHIBIT H 

AFFIDAVIT REGARDING NOTICE BY MAIL (CUSTOMERS) 

This will be a late-filed Exhibit. 
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EXHIBIT I 

AFFIDAVIT REGARDING PUBLISHED NOTICE 

This will be a late-filed Exhibit. 
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EXHIBIT J 

REAL PROPERTY OF UNITED WATER FLORIDA, INC. 

United Water Florida, Inc. owns or has long-term leases on the land where its utility 

treatment facilities are located. The proposed merger between United Water Resources, 

Inc. and Lyonnaise American Holding, Inc. will have no effect on the real property of United 

Water Florida, Inc. That is, there will be no conveyance of real property, no change in title 

ownership, no lien imposed and no modifications to the existing deeds or leases. Since 

the proposed merger of United Water Florida, Inc.'s grandparent corporation does not 

effect the real property of United Water Florida, Inc., no further evidence of ownership is 

attached. 
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EXHIBIT K 

TARIFF SHEETS 

Because this transaction involves a merger of United Water Resources, Inc., the 

grandparent corporation of United Water Florida, Inc., no changes in the company name, 

rates, conditions of service or officers of United Water Florida, Inc. are expected. 

Therefore, no revised tariff sheets are attached. 
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EXHIBIT L 

The Commission is currently revising the original certificates held by United Water 

Florida, Inc. Thus, they are not available for attachment to this Application. The 

certificates held by United Water Florida, Inc. do not need to be revised as a result of this 

transaction. 

133563.4 
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