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We continued to work hard 
to provide high-quality, 
responsive customer 
service during the first  
six months of the year.

We upgraded our billing system in August to 
enable us to help customers more quickly and 
efficiently when they call. The changes also pave 
the way for major improvements to our online 
services, with significant progress made in the 
development of a self-serve portal for customers 
to log in and view their bills online. We also 
adapted our website for the increasing number 
of customers using mobile phones and tablet 
devices.

After achieving a 21 per cent increase in 
customer satisfaction in 2013–14, with a Service 
Incentive Mechanism score of 75, we were 
marginally behind our target at the half-way 
point of this year. 

Our improving performance was also reflected in 
CCWater’s annual report on written complaints, 
which was published in September. This showed 
a 28 per cent reduction in the number of written 
complaints we received during 2013–14. There 
was also a 66 per cent fall in the number of 
escalated complaints – those not fully resolved 
as first-time complaints.

During 2013–14, we invested more than  
£415 million across the South East to improve  
the service we provide and protect the 
environment, and a further £168 million in the 
first six months of this year. Key projects that 
have completed in the past six months include:

•	 	A	£13	million	upgrade	of	Ashford	Wastewater	
Treatment Works in Kent

•	 	A	£10	million	upgrade	at	Goddards	Green	
Wastewater Treatment Works in Mid Sussex

•	 	A	£5	million	upgrade	of	Lyndhurst	
Wastewater Treatment Works in Hampshire.

Meanwhile, we are progressing with other major 
schemes, including a £63 million redevelopment 
of Woolston Wastewater Treatment Works, 
near Southampton, and a £20 million project to 
radically change the Victorian sewer system in 
Portsmouth.

Our five-year programme to install water meters 
for the majority of our customers is nearing its 
end. So far this year, 45,000 meters have been 
installed, bringing the total to 395,000 across the 
region. The meters automatically detect leaks 
on customers’ supply pipes and about 90,000 
remain to be fitted in the final stage of the 
programme.

Metering and finding and repairing leaks are 
two ways in which we manage water resources 
and we continue to be the best performing of 
all water and wastewater companies in England 
and Wales on leakage, delivering the lowest level 
per property. Our current performance is below 
our Ofwat target of 88 million litres a day.

Draft determination

Much of our work over the past six months has 
centred on our Business Plan for 2015 to 2020 
and Ofwat’s draft determination in relation to it.

The economic regulator’s interim view in August 
provided positive feedback on some important 
aspects of our proposals but also presented us 
with a number of significant challenges.

In particular, Ofwat took a different view to 
us on the performance of our assets over 
the current period from 2010 to 2015, rating 
the serviceability of our water supply works, 
wastewater network and wastewater treatment 
works as ‘deteriorating’. As a result, it proposed a 
£150 million ‘penalty’ for us.

We firmly disagree with Ofwat’s view, which we 
believe was shaped by its interpretation of a 
small number of events or compliance matters. 

Operational 
performance
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We have responded clearly, submitting detailed 
evidence in October to back our case and we 
await Ofwat’s final determination in December.

We remain confident we have a robust plan that 
will deliver what our customers want at a price 
they are willing to pay. We are proud of our work 
carried out to develop it, particularly our two-
year programme of engagement to gather, listen 
to and act upon the views of more than 31,000 
customers and community representatives.

As part of our preparation for the next five-year 
investment period, we have announced the 
appointment of a number of key partners to  
help us deliver improved services and better 
value for our customers.

Despite a dry September, groundwater levels 
remain high as a result of the previous wet 
winter. In addition, water levels at our four 
surface reservoirs – Bewl, Darwell, Powdermill 
and Weir Wood – are at, or above, average as  
we move into the winter recharge season.

In October, we published our Water Resources 
and Drought Strategy following approval of 
our plans by Defra. The strategy sets out our 
innovative plans to secure healthy, reliable water 
supplies for customers in the next 25 years and 
the actions we would take during drought. It 
uses an industry-leading modelling technique 
to plan for droughts of tomorrow that could be 
more severe than those experienced in the past.

Drinking water quality

The quality of our drinking water remains among 
the highest in Europe, with 99.94 per cent 
compliance with Drinking Water Inspectorate 
standards. We are aiming for 100 per cent 
compliance in the coming five years and will 
spend £176 million to ensure quality is at least  
as high as it is now. 

We have again achieved IS014001 accreditation 
for our environmental management following 
a six-day audit of sites. The auditors examined, 
among other things, how well we manage waste, 
maintain effluent quality standards, guarantee 
compliance with our abstraction licences and 
avoid pollution and damage to ecology. Our 
renewed three-year certification demonstrates 
that we are compliant with our environmental 
permits for managing wastewater effluent 
discharges or sludge treatment.

Our performance in wastewater treatment 
compliance continues to improve markedly. 
We have recorded only one failed wastewater 
treatment works in 2014 to date. If this is 
maintained for the remainder of the calendar 
year, it will be our best compliance performance 
in 20 years.

We take more than 1,000 samples each month 
at our 368 treatment works to assess wastewater 
compliance against a range of parameters in  
the final effluent, such as suspended solids  
and ammonia. August 2014 was the first month 
since 2005 without a single breach of the 
permitted limits.

Despite the wettest start to the year on record, 
we aim to improve our pollution performance 
and outturn marginally better than last year.  
We are committed to reducing pollution 
incidents and are targeting investment,  
providing additional training, improving the  
way maintenance is carried out and  
maintaining a close working relationship with  
the Environment Agency.

Following an industry-leading health and safety 
performance in 2013–14, our commitment in this 
area remains strong and is now supported by 
initiatives to promote wellbeing. These initiatives 
are backed by a wellbeing charter signed by 
members of the Executive Management Team 
and our supply chain partners.

Our community and charity work has continued 
enthusiastically, with staff carrying out a record 
426 community volunteering days in the first  
six months of the year. That compares with  
508 days in the whole of the previous year.  
Our biggest single charity event in the first 
half of the year was our annual golf day, which 
raised £10,000 for WaterAid, while our race day 
at Fontwell Park in October, in commemoration 
of the centenary of the First World War, raised 
£50,000 for the Queen Alexandra Hospital 
Home in Worthing.

We have also received a number of awards 
for our work, including a Water Industry 
Achievement Award for our leakage partnership 
with PN Daly and RPS Water and a gold 
Considerate Constructors Site Award for  
our £300 million project to bring cleaner  
seas to Sussex.
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Profit and loss account

Turnover for the period has increased by 2.4 per 
cent to £416.7 million (period to 30 September 
2013: £406.8 million) principally because of 
an average tariff increase on metered and 
unmetered income of 2.5 per cent. 

Operating costs for the first half of the year of 
£252.5 million increased by 2.4 per cent (period 
to 30 September 2013: £246.7 million). The higher 
operating costs largely resulted from an increase 
in the depreciation charge of £11.0 million, which 
includes the infrastructure renewals charge. This 
results from our continuing capital investment 
programme in both non-infrastructure and 
infrastructure assets. Excluding depreciation, 
operating costs have fallen, largely through 
operating efficiencies, although these savings 
have been partially offset by cost increases 
resulting from our new wastewater treatment 
works at Peacehaven and inflation.

As a result of the above, operating profit for the 
period increased by 2.6 per cent to £164.2 million 
(period to 30 September 2013: £160.1 million).

Net interest payable for the period decreased to 
£71.3 million (period to 30 September 2013:  
£79.3 million). This decrease was largely due 
to the repayment of a loan of £250.0 million in 
March 2014, resulting in less interest payable  
on loans compared to the previous period. 

Tax on profit on ordinary activities increased to  
a charge of £15.6 million (period to 30 September 
2013: credit of £20.3 million).The movement in 
the prior period largely reflected a reduction 
in the deferred tax liability resulting from the 
announced reduction in the future rate of 
corporation tax from 23 per cent to 21 per cent 
from 1 April 2014, and to 20 per cent from 1 April 
2015. There is no such reduction in the current 
period, and the charge reflects tax on profits 
chargeable to corporation tax for the six months 
to 30 September 2014. Further detail is included 
in note 2.

Profit on ordinary activities after tax was  
£78.4 million (period to 30 September 2013: 
£101.3 million).

Key financial performance indicators

Six months ended  
30 September 2014 

Unaudited

Six months ended  
30 September 2013 

Unaudited

Increase/(decrease)

£m £m %

Turnover 416.7 406.8 2.4

Operating costs 252.5 246.7 2.4

Operating profit 164.2 160.1 2.6

Gross	capital	expenditure 167.9 199.3 (15.8)

Net cash inflow from operating activities 246.7 262.6 (6.1)

Financial  
performance
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Balance sheet

At the end of the period to 30 September 2014, 
fixed assets were £4,494.2 million (£4,461.2 million 
at 31 March 2014), an increase of £33.0 million 
from 31 March 2014. This increase largely results 
from capital investment of £167.9 million offset by 
depreciation of £129.9 million for the period.

Other net current liabilities have decreased by 
£61.9 million from £100.6 million at 31 March 
2014 to £38.7 million at 30 September 2014. 
This largely results from a decrease in capital 
creditors of £23.4 million resulting from the lower 
capital programme, a decrease in cost accruals 
of £18.3 million following higher accruals and 
provisions at the year end largely due to the 
extreme weather conditions and an increase  
in accrued income of £15.1 million resulting from 
the metering programme.

Creditors falling due after one year have 
increased from £3,836.4 million at 31 March 2014 
to £3,868.1 million at 30 September 2014, an 
increase of £31.7 million (0.8 per cent) principally 
resulting from the impact of inflation on  
index-linked bonds of £33.3 million in the period.

Provisions for liabilities and charges have 
remained at £314.7 million (£314.7 million at  
31 March 2014).

The net pension deficit at 30 September 2014 
was £87.5 million (31 March 2014: £72.3 million), 
based on the latest actuarial valuation as at  
31 March 2014 updated by a qualified 
independent actuary to 30 September 2014  
to reflect market yields and asset values in  
the period.

Overall net assets increased from £1,041.2 million 
at 31 March 2014 to £1,080.5 million at  
30 September 2014.

Cash flow

Net cash inflow from operating activities in the 
period amounted to £246.7 million (period to  
30 September 2013: £262.6 million). This 
decrease mainly results from the payment of 
costs, which were accrued at 31 March 2014, 
relating to the unprecedented adverse weather 
conditions during last winter. This has been 
offset by an improvement in trading results after 
removing the effect of depreciation.

Net interest received in the period was  
£3.0 million compared to £5.6 million for the 
period to 30 September 2013. The reduction in 
net interest received largely reflects fees paid  
this period to extend our capital facility.

Preference share dividend payments of  
£6.2 million were paid during the period  
(period to 30 September 2013: £5.0 million). 
These payments were made to other companies  
within the group.

Continued capital expenditure in the period 
has resulted in a cash outflow of £185.1 million 
(period to 30 September 2013: £181.4 million). 
This increase in expenditure is due to ongoing 
investment to improve water and wastewater 
quality and address growth across the 
region. This has included expenditure on the 
completion of our five-year quality enhancement 
programme, our metering programme, a 
significant upgrade to our billing system and 
works to maintain the performance of our 
existing assets.

Equity dividends, associated with the “Southern 
Water	Services	Group	(SWSG)	Dividend	Loop”,	
of £22.5 million were paid in the first six months 
to 30 September 2014 (period to 30 September 
2013:	£21.9	million).	Under	the	“SWSG	Dividend	
Loop”	the	company	makes	dividend	payments	
via	intermediary	holding	companies	to	SWSG.	
These dividends, along with associated group tax 
relief	payments	enable	SWSG	to	pay	the	interest	
due to Southern Water Services Limited on an 
inter-company loan. The result of this is a circular 
transaction, the net effect of which is a net cash 
flow for the company of £nil. 

No other ordinary dividends were declared or 
paid for the period to 30 September 2014.
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Summarised profit and loss account for the six months ended 30 September 2014

Notes Six months ended  
30 September 2014 

Unaudited

Six months ended  
30 September 2013 

Unaudited

Year ended 
31 March 2014 

Audited

£m £m £m

Turnover 416.7 406.8 806.2

Operating profit before exceptional items 164.2 160.1 325.0

Exceptional items (see note below) – – (18.8)

Operating profit after exceptional items 164.2 160.1 306.2

Profit on disposal of fixed assets 1.1 0.2 0.5

Net interest payable (71.3) (79.3) (167.2)

Profit on ordinary activities before taxation 94.0 81.0 139.5

Tax on profit on ordinary activities 2 (15.6) 20.3 30.3

Profit on ordinary activities after taxation 78.4 101.3 169.8

The exceptional item of £18.8 million in the year ended 31 March 2014 relates to costs associated with the high groundwater levels and storms 
experienced in the winter of 2013–14. It includes tankering and pumping costs to remove the water as well as repairs to equipment as a result  
of the damage caused.

Summarised profit  
and loss account
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Summarised statement of total recognised gains and losses for the six months ended 30 September 2014

Six months ended  
30 September 2014 

Unaudited

Six months ended  
30 September 2013 

Unaudited

Year ended 
31 March 2014 

Audited

£m £m £m

Profit on ordinary activities after taxation 78.4 101.3 169.8

Actuarial (loss)/gain on pension scheme (20.4) 4.5 3.1

Movement on deferred tax relating to pension liability 3.8 (1.0) (2.2)

Total recognised gains/(losses) for the period 61.8 104.8 170.7

Summarised statement  
of total recognised  
gains and losses 



Page 9Southern Water Services Interim Report 2014–15

Summarised balance sheet as at 30 September 2014

Notes Six months ended  
30 September 2014 

Unaudited

Six months ended  
30 September 2013 

Unaudited

Year ended 
31 March 2014 

Audited

£m £m £m

Fixed assets and investments 4,494.2 4,370.1 4,461.2

Cash 125.6 143.9 135.5

Other net current liabilities (38.7) (82.3) (100.6)

Debtors: amounts falling due after more than one year 812.3 812.3 812.3

Creditors: amounts falling due after more than one year (3,868.1) (3,806.6) (3,836.4)

Provision for liabilities and charges (314.7) (324.1) (314.7

Pension deficit 6 (87.5) (70.9) (72.3)

Grants	and	contributions (42.6) (45.2) (43.8)

Net assets 1,080.5 997.2 1,041.2

Capital and reserves:

Called up share capital 4 0.1 0.1 0.1

Share premium 4 46.3 46.3 46.3

Profit and loss account 4 1,034.1 950.8 994.8

Total equity shareholders' funds 1,080.5 997.2 1,041.2

Summarised 
balance sheet
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Summarised cash flow statement for the six months ended 30 September 2014

Notes Six months ended  
30 September 2014 

Unaudited

Six months ended  
30 September 2013 

Unaudited

Year ended 
31 March 2014 

Audited

£m £m £m

Net cash inflow from operating activities 5 246.7 262.6 543.3

Net interest received/(paid) 3.0 5.6 (78.9)

Preference share dividends (6.2) (5.0) (11.5)

Taxation:

–		Payments	made	within	SWSG	Dividend	Loop 3 (6.0) (6.5) (13.1)

–  Other group relief payments (5.0) – (9.8)

Capital expenditure and investment (185.1) (181.4) (371.8)

Movement on loan to subsidiary (29.9) (49.4) (15.9)

Equity dividends paid:

		–	Payments	made	within	SWSG	Dividend	Loop 3 (22.5) (21.9) (43.8)

Net cash (outflow)/inflow before financing (5.0) 4.0 (1.5)

Financing:

Repayment of loans (4.9) – (2.8)

Issue costs of new loans – – (0.1)

Net cash outflow from financing (4.9) – (2.9)

(Decrease)/increase in cash (9.9) 4.0 (4.4)

Summarised  
cash flow statement
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1. Basis of preparation

The financial information for Southern 
Water	Services	Limited	(“SWS”)	is	for	the	six	
months ended 30 September 2014 and has 
been prepared on a going concern basis in 
accordance	with	UK	GAAP	and	on	the	basis	of	
accounting policies consistent with those used 
for the audited financial statements of SWS  
at 31 March 2014.

The financial information does not constitute 
statutory accounts of the company within the 
meaning of section 434 of the Companies Act 
2006. Statutory accounts for the year ended  
31 March 2014 have been filed with the Registrar 
of Companies. The Auditors’ report on those 
accounts was unqualified and did not contain 
any statement under section 498(2) (accounting 
records or returns inadequate or accounts or 
directors’ remuneration report not agreeing with 
records and returns), or section 498(3) (failure to 
obtain necessary information and explanations).  

The financial information for the six months 
ended 30 September 2014 and the equivalent 
period in 2013 has not been audited.

The financial information includes only that of 
SWS as an individual company and does not 
contain consolidated financial information as  
the parent of subsidiary companies.

2. Taxation

Taxation presented in the profit and loss account 
is based on the profit for the period using current 
rates and takes into account tax deferred due to 
timing differences. 

The comparative tax charge for the six months 
ended 30 September 2013 includes a tax 
credit of £43.7 million which reflects the impact 
of the reduction in the carrying value of the 
deferred tax liability as a result of the announced 
reductions in the corporation tax rate from 23 
per cent to 21 per cent from 1 April 2014 and to 
20 per cent from 1 April 2015, both of which were 
substantively enacted in the Finance Act 2013 on 
2 July 2013.

Notes to the interim 
financial information
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3. Dividends

The following dividends were paid by the company:

Dividends

Six months 
ended  

30 September 2014 
Unaudited

Six months 
ended  

30 September 2013 
Unaudited

Year 
ended 

31 March 
2014 

Audited

£m £m £m

Equity dividends paid:

-	SWSG	Dividend	Loop 22.5 21.9 43.8

22.5 21.9 43.8

The	interim	dividends	are	paid	via	intermediary	holding	companies	to	Southern	Water	Services	Group	Limited	
(“SWSG”).	These	dividends,	along	with	associated	group	tax	relief,	enable	SWSG	to	pay	the	interest	due	to	SWS	on	
an inter-company loan. The result of this is a circular transaction, the net effect of which is a net cash flow for the 
company of £nil.

4. Movement in shareholders’ fundsund

Movement in shareholders’ funds

 

Called up 
share capital

£m

Share 
premium

£m

Profit 
and loss 
account

£m

Six months 
ended 

30 September 
2014 

Unaudited 

Total

£m

Six months 
ended  

30 September 
2013 

Unaudited 

Total

£m

Year  
ended 

31 March  
2014 

Audited 

 
Total

£m

At 1 April 0.1 46.3 994.8 1,041.2 914.3 914.3

Profit after tax – – 78.4 78.4 101.3 169.8

Equity dividends paid:

			–	SWSG	Dividend	Loop – – (22.5) (22.5) (21.9) (43.8)

Loss/(gain) on pension scheme – – (20.4) (20.4) 4.5 3.1

Movement on deferred tax relating to 
pension asset

– – 3.8 3.8 (1.0) (2.2)

Shareholders’ funds at end of period 0.1 46.3 1,034.1 1,080.5 997.2 1,041.2
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5.  Reconciliation of operating profit to net cash flow from operating 
activities

Reconciliation of operating profit to net cash flow from operating activities

Six months 
ended  

30 September 
2014 

Unaudited

Six months 
ended  

30 September 
2013 

Unaudited 

Year 
ended 

31 March 
2014 

Audited

£m £m £m

Operating profit after exceptional items 164.2 160.1 306.2

Depreciation (net of amortisation of grants and contributions) 128.5 117.5 234.9

Increase in stocks (0.2) (0.4) (0.4)

Increase in debtors (26.1) (21.0) (15.8)

(Decrease)/increase in creditors (19.7) 6.4 21.4

Decrease in environmental provision – – (0.3)

Difference between pension charge and cash contributions – – (2.7)

Net cash inflow from operating activities 246.7 262.6 543.3

6. Pension

The pension deficits shown at 30 September 2014 and 30 September 2013 are based on the valuations at 31 March 
2014 and 31 March 2013 respectively, updated by a qualified independent actuary reflecting market yields and asset 
values. These are not formal interim valuations of the scheme assets and liabilities; however an assessment of the 
actuarial losses has been made and shown in the summarised statement of total recognised gains and losses.


