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Operational performance

This period marked the  
start of the five-year  
Asset Management Plan  
for 2015–20 (AMP6) and  
we entered it on a 
high following our 
best operational year 
for a long time.
We sustained our excellent performance in 
areas where we were already industry leaders 
— health and safety, leakage and the roll-out of 
metering — and made strong improvements in 
others. Due to the hard work of our wastewater 
team we’ve reduced significantly the number of 
general pollution incidents, particularly relating 
to our pumping stations. We spent more than 
£40 million on our pumping stations, manholes 
and sewers in 2014–15 and, as a result, there was 
a reduction of over a quarter (106 properties) 
in flooding from sewers inside homes and 
businesses and in customers’ gardens. Our 
hard work on drinking water quality, minimising 
customer supply interruptions, bathing water 
quality and treatment works compliance means 
we are now at or close to industry-leading 
standards in these areas too.

Leakage control: In 2014–15 we reduced the 
level of leakage to 82 million litres of water per 
day, beating our target of 88 million litres. Our 
success here was enabled in part by our new 
water meters, which automatically detect leaks in 
customers’ pipes. We had the lowest leakage level 
of any of the water and sewerage companies and, 
for the fourth year running, we beat the target 
levels set by Ofwat. In the first six months of the 
year, we exceeded this performance with latest 
figures showing a leakage level of 80.3 million 
litres per day.

Health and safety: Both we and our contract 
partners achieved an excellent safety record 
in the first half of this year with no reportable 
injuries. Our last reportable injury was in 
December 2014. While we are on track to beat 
our own target once again, continued vigilance 
is required to ensure that we do not become 
complacent.

Metering: Our five-year metering programme to 
reduce consumption and secure water resources 
for the future has entered its final stages. Even 
more newly metered customers than predicted 
are benefiting from lower bills — to date, the figure 
is 63 per cent. Their savings are also higher than 
predicted, at an average annual figure of £176.

Drinking water: Our water quality performance 
last year was the best for four years and we 
achieved an overall rating of 99.97 per cent.  
So far this year it is even better at 99.99 per 
cent. We carry out more than 1,000 tests every 
day to ensure customers’ drinking water supply 
is wholesome. In the past six months, we have 
brought our sampling team back in house to help 
us provide an even more efficient service.  
We have maintained our excellent performance  
in all measures relating to a constant supply of 
high-quality drinking water during the first half 
of this year. We have delivered an exceptionally 
strong performance in bacteriological 
compliance at service reservoirs and supply 
works with 100 per cent compliance to date.

Bathing water: The 2015 bathing season was 
the first to be assessed against the new, more 
stringent standards of the revised European 
Bathing Water Directive. Eighty two of the  
83 bathing waters in our region monitored by 
the Environment Agency met or exceeded 
the required new “sufficient” standard. On a 
percentage basis, our region was the best 
performing in the country.

Treatment works compliance: In 2014, 
wastewater compliance improved significantly 
to 99.0 per cent with only three treatment works 
not meeting requirements. At the end of the first 
half of this year, we are still well ahead of target 
and are forecast to achieve at least 99.0 per cent 
compliance at year end.

We continue our focused operations and targeted 
investment to ensure the water we recycle to 
rivers, streams and the sea is of the highest 
quality. 
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Major schemes in the first six months of this year 
included:

•	  Woolston, Southampton – work continued 
on our £63 million redevelopment of the 
treatment works which will reduce smells and 
ensure treated wastewater leaving the site 
meets new, higher environmental standards

•	 	Thanet, Kent – our £20 million investment 
to renovate 12 km of Victorian sewers is 
nearing completion. The sewers were built 
by miners and are up to 10 metres deep in 
places. Specialist technicians trained to work 
in deep tunnels have been sealing and lining 
sections of tunnel, repairing existing sewers 
and building new pipelines

•	  Eastney pumping station, Hampshire – we 
are investing £5 million on odour removal 
and an advance warning system that 
measures sewer levels upstream to start 
pumps before flows arrive

•	  Private pumping stations – preparations 
began towards meeting new legislation which 
requires us to adopt hundreds of privately 
owned pumping stations. The new rules 
come into effect next year and, in what is a 
major undertaking, we have been surveying 
sites to assess their condition.

At the end of AMP5, we appointed both a new 
strategic solutions partner and three new delivery 
partners to support planning, design and delivery 
of capital projects and network maintenance. 
They will be supported by our repairs and 
maintenance contractors. During AMP6 we will 
be spending more than £3 billion to build on our 
success in improving operational performance.

Customer service
We recognise we still have work to do to improve 
our customer service and to this end, we launched 
our dedicated “Customers First” programme in 
May. It involves a long list of changes, all designed 
to enhance service, including:

•	 	Using more digital communications, for 
example by texting customers after they 
have contacted us to confirm we have  
taken action

•	 	Reviewing how we handle complaints and 
reducing the time taken to respond 

•	 	Providing better information and advice, 
for example on water consumption

•	 	Improving controls on setting up payment 
plans

•	 	Improving team leaders and managers skills 
through a new leadership development 
programme 

•	 	Focusing on improving service levels to 
ensure we respond to 80 per cent of calls 
within 30 seconds.

We are already seeing signs of improvement and, 
at the half-way point of this year, our qualitative 
Service Incentive Mechanism (SIM) score was up 
on the previous quarter. SIM is the measure Ofwat 
uses to assess how well we serve our customers.

The Consumer Council for Water’s annual report 
on written complaints, published in September, 
showed we achieved a 13 per cent reduction 
over the past year. However, as our peers also 
improved, we remained at the bottom of the 
league table. We were disappointed not to have 
made more progress on reducing complaints 
and are determined to achieve better for our 
customers. We remain confident that our 
“Customers First” programme will bring about the 
improvements they and we are looking for.

Helping customers who struggle to pay their 
bills continued to be an important area for us 
and in the first half of this year, we launched 
our new Essentials Tariff, helping some 2,000 
customers who have genuine financial difficulty 
paying their water bills. Under our Business 
Plan for 2015 to 2020, customers’ bills will fall by 
seven per cent, in real terms, over the five-year 
period. At the same time, we will continue to 
invest in and improve our service to customers.  
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Care for the environment
Looking after the environment is important to 
us — and to our customers, who told us it was 
one of their top priorities. Our efforts in this 
regard were recognised this year when we once 
again achieved ISO14001. The internationally 
recognised accreditation for effective 
environmental management followed a six-day 
audit of seven of our sites. Inspectors checked, 
among other things, how well we managed waste, 
avoided pollution and maintained effluent quality.

We are also a Carbon Trust Standard 
accredited company, which is recognition 
of our excellence in monitoring and 
managing our carbon emissions.

Our performance in relation to serious pollution 
incidents in the first half of this year has not 
been as good as we hoped. So far we have 
experienced a number of potentially serious 
pollutions, which unfortunately means we 
are likely to exceed our target for this year. 

We lead the industry in development of new 
approaches to water resource planning and 
are committed to providing a system that 
is resilient, adaptive and environmentally 
sustainable and which meets our customers’ 
needs. During the previous year, our Water 
Resources Management Plan for 2015–40, 
which sets out our innovative plans to secure 
reliable water supplies for customers in the 
next 25 years, was approved by Defra.

In August, we published our new five-year 
Water Efficiency Plan, an ambitious, multi-
million pound water-saving strategy. It followed 
extensive consultation and engagement with 
staff, customers and stakeholders. The plan 
will help homes, businesses, schools and 
communities reduce the amount of water 
they use and therefore how much we need 
to supply from rivers and groundwater.

We also continued our preparation work for 
market reform in 2017, when non-household 
customers will be able to choose from whom they 
buy their water and sewerage retail services.

Charity work
We have had a busy six months of charity work 
and fundraising, keeping up the momentum of 
2014–15 which was a record-breaker in terms of 
staff volunteering days. Since April, our staff have 
already put in more than 200 volunteering days.

Our biggest event so far this year was our annual 
ball, which raised £100,000 for Cancer Research. 
Some of that money will go to the new Francis 
Crick Institute in London, where 1,200 of the 
world’s most creative scientists will work together 
to beat many diseases, including cancer.

In the same month, July, we also held our 
annual golf day for WaterAid — this year it raised 
about £5,000. This was boosted by our staff 
and partners completing a pier to pier swim in 
Brighton, which supports our wellbeing campaign 
and has now become an annual event.

A staff dress-down day raised over £1,500 for 
Sussex Community Foundation’s Shoreham 
Air Show crash fund which, when the company 
matched the figure, was doubled to more than 
£3,000 to help those affected by the tragedy.
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Financial performance
Key financial performance indicators

Six months ended  
30 September 2015 

Unaudited

Six months ended  
30 September 2014

Unaudited

Increase/(decrease)

£m £m %

Turnover 402.1 416.0 (3.3)

Operating costs (270.2) (250.4) 7.9

Operating profit 132.0 165.7 (20.3)

Gross capital expenditure 108.0 167.9 (35.7)

Net cash inflow from operating activities 226.9 223.6 1.5

This interim financial 
information and report 
presents additional  
non-statutory information 
on the company. 
The statutory accounts for the company for the 
year ending 31 March 2016 will be prepared under 
FRS 101 (Financial Reporting Standard 101).  
The recognition and measurement criteria of  
FRS 101 have been applied to this financial 
information. However, the full presentation 
requirements have not been applied and 
therefore the information is not fully compliant 
with FRS 101 or IAS 34 ‘interim financial reporting’.

Reconciliations from UK GAAP to IFRS for 
the income statement and balance sheet in 
respect of prior years are presented in note 
7 to the interim financial information.

Income statement
Turnover for the period has fallen by 3.3 per cent 
to £402.1 million (period to 30 September 2014: 
£416.0 million) largely resulting from a reduction 
in our charges as set out in our Business Plan for 
2015–20 offset by income from new connections.

Operating costs for the first half of the year of 
£270.2 million increased by 7.9 per cent (period to 
30 September 2014: £250.4 million). The higher 
operating costs largely resulted from an increase 
in the depreciation charge of £12.1 million. This 
results from our continuing capital investment 
programme in both non-infrastructure and 
infrastructure assets. Excluding depreciation, 
operating costs have risen, largely through 

investment in change programmes which will 
lead to efficiencies over the Business Plan for 
2015–20. 

As a result of the above, operating profit for  
the period decreased by 20.3 per cent to  
£132.0 million (period to 30 September 2014: 
£165.7 million).

Finance costs for the period decreased to  
£89.2 million (period to 30 September 2014:  
£96.6 million). This decrease was largely due to 
lower indexation on the inflation linked bonds  
as a result of lower RPI in the first six months of 
this year. 

As a result of adopting FRS 101, fair value 
movements on our financial instruments are now 
recorded through our income statement. For 
the period to 30 September 2015, the underlying 
valuation of our financial instruments improved 
resulting in a gain of £70.1 million (period to  
30 September 2014: loss £48.1 million).

Tax on profit on ordinary activities increased to  
a charge of £29.8 million (period to 30 September 
2014: £6.5 million) largely as a result of higher 
profits.

Profit on ordinary activities after tax was  
£112.3 million (period to 30 September 2014:  
£44.5 million).
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Statement of 
financial position
At the end of the period to 30 September 2015,  
fixed assets were £5,630.4 million (£5,643.3 million 
at 31 March 2015), a decrease of £12.9 million from  
31 March 2015. This decrease results from 
depreciation of £123.3 million offset by capital 
investment of £108.0 million for the period and 
capitalised borrowing costs of £2.4 million.

Current assets have increased by £44.7 million from 
£396.2 million at 31 March 2015 to £440.9 million 
at 30 September 2015. This largely results from 
an increase in the loan to our subsidiary of £31.6 
million, in order to fund interest payments in the 
second half of the year and an increase in cash and 
cash equivalents of £8.8 million explained in the 
summarised statement of cash flows.

Current liabilities have fallen by £0.7 million from 
£246.5 million at 31 March 2015 to £245.8 million at  
30 September 2015. The movement largely results 
from a fall in capital creditors of £30.0 million due to 
the lower level of capital expenditure, a reduction in 
accruals of £16.0 million following the payment of an 
accrual made for a pension contribution at 31 March 
2015, offset by higher interest accruals due to the 
timing of interest payments on our bonds. 

Borrowings have increased by £17.8 million, from 
£3,853.3 million at 31 March 2015 to £3,871.1 million at 
30 September 2015. This principally results from RPI 
on inflation-linked bonds of £18.9 million, a new loan 
of £60.0 million offset by the repayment of accrued 
indexation on one of our bonds of £64.5 million.

As a result of adopting FRS 101 we have recorded 
the liability associated with our derivative financial 
instruments in our statement of financial position. 
Due to changes in market values, the liability 
decreased by £70.1 million, from £869.4 million at 31 
March 2015 to £799.3 million at 30 September 2015.

The pension deficit at 30 September 2015 of  
£120.7 million (31 March 2015: £115.3 million) is based 
on the latest actuarial valuation as at 31 March 2015 
updated by a qualified independent actuary to 
reflect the latest market yields and asset values as  
at 30 September 2015.

Overall net assets increased from £1,355.6 million 
at 31 March 2015 to £1,413.4 million at 30 September 
2015.

Cash flow
Net cash inflow from operating activities in 
the period amounted to £226.9 million (period 
to 30 September 2014: £223.6 million). The 
increase of £3.3 million mainly results from an 
improvement in working capital arising from the 
combined effect of lower sales and higher cash 
collection offset by lower operating profits after 
depreciation.

Net cash used in investing activities amounted 
to £127.0 million (period to 30 September 2014:  
£173.8 million). The decrease of £46.8 million 
primarily relates to the fall in gross capital 
expenditure which reduced by £59.9 million 
largely due to the profile of work from our new 
capital programme following the beginning 
of the AMP period. Capital expenditure is due 
to ongoing investment to improve water and 
wastewater quality and address growth across 
the region. 

In the six months to 30 September 2015, equity 
dividend payments of £51.9 million were paid 
(period to 30 September 2014: £22.5 million). 
The payments in 2015 comprised an ordinary 
dividend of £29.2 million (period to 30 September 
2014: nil) together with a payment as part of the 
‘Southern Water Services Group (SWSG) dividend 
loop’ of £22.7 million (period to 30 September 
2014: £22.5 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 effect of which is a net cash flow 
for the company of nil. 
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Summarised income statement for the six months ended 30 September 2015

Notes Six months ended 
30 September 2015

 Unaudited 

Six months ended  
30 September 2014 

 Unaudited 

Year ended 
31 March 2015

Unaudited

Continuing operations £m £m £m

Revenue 402.1 416.0 827.2

Other operating income 0.1 0.1 0.2

Operating costs

–  before depreciation and amortisation (146.9) (139.2) (275.6)

–  depreciation and amortisation (123.3) (111.2) (222.8)

Total operating costs (270.2) (250.4) (498.4)

Operating profit before exceptional item 132.0 165.7 329.0

Exceptional items – – 2.4

Operating profit after exceptional item 132.0 165.7 331.4

Profit on disposal of fixed assets – 1.1 1.3

Finance income 29.2 28.9 58.2

Finance costs (89.2) (96.6) (176.8)

Fair value gains/(losses) on derivative financial instruments 70.1 (48.1) (103.6)

Net finance income/(cost) 10.1 (115.8) (222.2)

Profit before taxation 142.1 51.0 110.5

Tax on profit from ordinary activities 3 (29.8) (6.5) (17.1)

Profit after taxation from continuing operations 112.3 44.5 93.4

Summarised statement of other comprehensive income for the six months ended 30 September 2015

Six months ended 
30 September 2015

 Unaudited 

Six months ended  
30 September 2014 

 Unaudited 

Year ended 
31 March 2015

Unaudited

£m £m £m

Profit for the period 112.3 44.5 93.4

Other comprehensive income/(loss):

Items that cannot be reclassified to profit or loss: 

Actuarial loss on pension scheme (3.3) (17.7) (37.4)

Movement on deferred tax relating to pension liability 0.7 3.3 7.5

Total other comprehensive loss for the period, net of tax (2.6) (14.4) (29.9)

Total comprehensive income for the period attributable 
to the owner of the company

109.7 30.1 63.5

The figures quoted for 31 March 2015 are based on audited financial statements of Southern Water Services under UK GAAP at 31 March 2015, adjusted for the transition to 
FRS 101. These adjustments have not yet been audited.
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Summarised statement of financial position as at 30 September 2015

Notes Six months ended 
30 September 2015

 Unaudited 

Six months ended  
30 September 2014 

 Unaudited  

Year ended 
31 March 2015

Unaudited

£m £m £m

Assets

Non-current assets

Property, plant and equipment and intangibles 5,630.4 5,612.7 5,643.3

Other non-current assets 812.3 812.3 812.3

Investments 29.2 29.2 29.2

6,471.9 6,454.2 6,484.8

Current assets

Inventories 2.3 2.3 2.2

Trade and other receivables 256.3 252.6 220.5

Cash and cash equivalents 182.3 125.6 173.5

440.9 380.5 396.2

Total assets 6,912.8 6,834.7 6,881.0

Current liabilities

Borrowings (30.3) (30.3) (30.3)

Trade and other payables (215.5) (261.3) (216.2)

(245.8) (291.6) (246.5)

Non-current liabilities

Borrowings (3,871.1) (3,848.6) (3,853.3)

Derivative financial instruments (799.3) (813.9) (869.4)

Deferred tax liabilities (421.1) (391.2) (400.3)

Retirement benefit obligations 6 (120.7) (109.4) (115.3)

Provisions for liabilities (0.5) (0.5) (0.5)

Other non-current liabilities (40.9) (34.9) (40.1)

(5,253.6) (5,198.5) (5,278.9)

Total liabilities (5,499.4) (5,490.1) (5,525.4)

Total net assets 1,413.4 1,344.6 1,355.6

Equity

Capital and reserves:

Called up share capital 0.1 0.1 0.1

Share premium account 46.3 46.3 46.3

Revaluation reserve 750.9 763.1 757.1

Retained earnings 616.1 535.1 552.1

Shareholders’ equity 1,413.4 1,344.6 1,355.6
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Summarised statement of changes in equity for the six months ended 30 September 2014

Called up 
share capital

Share 
premium

Revaluation 
reserve

Retained 
earnings

Total

£m £m £m £m £m

Balance at 1 April 2014 (UK GAAP) 0.1 46.3 – 994.8 1,041.2

Effect of restatement due to change in accounting 
framework (note 7)

– – 769.3 (473.5) 295.8

As restated 0.1 46.3 769.3 521.3 1,337.0

Profit for the financial period – – – 44.5 44.5

Other comprehensive loss for the period – – – (14.4) (14.4)

Total comprehensive income for the period 0.1 46.3 769.3 551.4 1,367.1

Equity dividends paid (note 4) – – – (22.5) (22.5)

Revaluation reserve transfer – – (6.2) 6.2 –

Balance at 30 September 2014 0.1 46.3 763.1 535.1 1,344.6

Summarised statement of changes in equity for the six months ended 30 September 2015

Called up 
share capital

Share 
premium

Revaluation 
reserve

Retained 
earnings

Total

£m £m £m £m £m

Balance at 1 April 2015 (UK GAAP) 0.1 46.3 – 1,082.8 1,129.2

Effect of restatement due to change in accounting 
framework (note 7)

– – 757.1 (530.7) 226.4

As restated 0.1 46.3 757.1 552.1 1,355.6

Profit for the financial period – – – 112.3 112.3

Other comprehensive loss for the period – – – (2.6) (2.6)

Total comprehensive income for the period 0.1 46.3 757.1 661.8 1,465.3

Equity dividends paid (note 4) – – – (51.9) (51.9)

Revaluation reserve transfer – – (6.2) 6.2 –

Balance at 30 September 2015 0.1 46.3 750.9 616.1 1,413.4
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Summarised statement of cash flows for the six months ended 30 September 2015

Notes Six months ended 
30 September 2015  

Unaudited

Six months ended  
30 September 2014 

 Unaudited  

Year ended 
31 March 2015

Unaudited

£m £m £m

Net cash from operating activities 5 226.9 223.6 481.2

Investing activities

Interest received 29.4 29.1 58.1

Purchase of property, plant and equipment and intangibles (125.6) (175.2) (314.9)

Receipt of grants and contributions 0.8 1.1 4.9

Sales of property, plant and equipment – 1.1 0.3

Movement on loan to subsidiary (31.6) (29.9) (1.7)

Net cash used in investing activities (127.0) (173.8) (253.3)

Financing activities:

Equity dividends paid (51.9) (22.5) (44.9)

Interest paid (27.9) (26.1) (129.2)

Preference share dividends (6.8) (6.2) (10.7)

Repayment of loans (64.5) (4.9) (5.1)

New loans granted 60.0 – –

Net cash used in financing activities (91.1) (59.7) (189.9)

Net increase/(decrease) in cash and cash equivalents 8.8 (9.9) 38.0

Cash and cash equivalents at beginning of the year 173.5 135.5 135.5

Cash and cash equivalents at end of the year 182.3 125.6 173.5
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1.   Accounting policies
Basis of preparation
This interim financial information and report 
presents additional non-statutory information 
on the company. The statutory accounts for 
the company for the year ending 31 March 2016 
will be prepared under FRS 101. The recognition 
and measurement criteria of FRS 101 have been 
applied to this financial information. However, 
the full presentation requirements have not been 
applied and therefore the information is not fully 
compliant with FRS 101 or IAS 34 ‘interim financial 
reporting’.

The financial information for Southern Water 
Services Limited (SWS) is for the six months 
ended 30 September 2015.

The accounting policies expected to be adopted 
at 31 March 2016 are set out below. To the extent 
applicable to the interim financial information 
they have been applied in its preparation.

The company meets the definition of a qualifying 
entity under FRS 100 (Financial Reporting 
Standard 100) issued by the Financial Reporting 
Council. Accordingly, in the period ending 
31 March 2016 the company will change its 
accounting framework to FRS 101 (Financial 
Reporting Standard 101) ‘Reduced Disclosure 
Framework’. The principal accounting policies 
adopted are set out in Note 1. The financial 
results for the periods ended 31 March 2015 and 
30 September 2014 were re-stated for material 
adjustments on adoption of FRS 101 in the current 
year. For more information see note 7.

This financial information has been prepared on 
a going concern basis under the historical cost 
convention, subject to the application of fair value 
measurement in the opening balance sheet, as 
permitted by IFRS 1 on first time adoption of FRS 101. 

Fair value is the price that would be received to 
sell an asset or paid to transfer a liability in an 
orderly transaction between market participants 
at the measurement date, regardless of whether 
that price is directly observable or estimated 
using another valuation technique. In estimating 
the fair value of an asset or a liability, the 
company takes into account the characteristics of 
the asset or liability if market participants would 
take those characteristics into account when 

pricing the asset or liability at the measurement 
date. Fair value for measurement purposes in the 
interim financial information is determined on 
such a basis, except leasing transactions that are 
within the scope of IAS 17, and measurements that 
have some similarities to fair value but are not fair 
value, such as net realisable value in IAS 2 or value 
in use in IAS 36.

In addition, for financial reporting purposes, fair 
value measurements are categorised into Level 
1, 2 or 3 based on the degree to which the inputs 
to the fair value measurements are observable 
and the significance of the inputs to the fair value 
measurement in its entirety, which are described 
as follows: 

•	 	Level 1 inputs are quoted prices (unadjusted) 
in active markets for identical assets or 
liabilities that the entity can access at the 
measurement date

•	 	Level	2	inputs	are	inputs,	other	than	quoted	
prices included within Level 1, that are 
observable for the asset or liability, either 
directly or indirectly

•	 	Level 3 inputs are unobservable inputs for 
the asset or liability.

The interim financial information presented only 
includes interim financial information for the 
company Southern Water Services Limited.

As permitted by FRS 101, the company will take 
advantage of the disclosure exemptions available 
under that standard in relation to non-current 
assets held for sale, financial instruments, 
standards not yet effective, and related party 
transactions.

The financial information does not constitute 
statutory accounts of the company within the 
meaning of section 434 of the Companies Act 
2006. Statutory accounts prepared under the 
previous UK GAAP regime for the year ended 31 
March 2015 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). 
There is no significant seasonality or cyclicality in 
the interim operations. 

Notes to the interim  
financial information
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The financial information for the six months 
ended 30 September 2015 and the equivalent 
period in 2014 have not been audited. The 
opening statement of financial position and 
restatement of reported results at 31 March 2015 
have been adjusted to reflect FRS 101, but these 
have not yet been audited. These adjustments 
are shown in note 7

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..

IFRS 13 Fair value measurement
IFRS 13 establishes a single source of guidance for 
fair value measurements and disclosures about 
fair value measurements. The scope of IFRS 13 is 
broad; the fair value measurement requirements 
of IFRS 13 apply to both financial instrument 
items and non-financial instrument items for 
which other IFRSs require or permit fair value 
measurements and disclosures about fair value 
measurements, except for share-based payment 
transactions that are within the scope of IFRS 
2 ‘Share-based Payment’, leasing transactions 
that are within the scope of IAS 17 ‘Leases’, and 
measurements that have some similarities to 
fair value but are not fair value (e.g. net realisable 
value for the purposes of measuring inventories 
or value in use for impairment assessment 
purposes). 

IFRS 13 defines fair value as the price that 
would be received to sell an asset or paid to 
transfer a liability in an orderly transaction in 
the principal (or most advantageous) market at 
the measurement date under current market 
conditions. Fair value under IFRS 13 is an 
exit price regardless of whether that price is 
directly observable or estimated using another 
valuation technique. Also, IFRS 13 includes 
extensive disclosure requirements, however the 
company will take advantage of the exemption 
provided under FRS 101 from providing these 
disclosures.

Going concern
The directors have undertaken a detailed 
review of the company’s liquidity requirements 
compared with the cash and facilities available, 
the financial covenant position including 
projections based on future forecasts, the current 
ratings and financial risk and have a reasonable 
expectation that the company has adequate 
resources to continue in operational existence 
for the foreseeable future, being a period of at 
least 12 months from the approval of this financial 
information. For this reason they continue to 
adopt the going concern basis of accounting in 
preparing the interim financial information.  

Segmental reporting
The company’s revenue arises from the provision 
of services within the United Kingdom. It has a 
large and diverse customer base and is not reliant 
on any single customer.

The Southern Water Board and management 
team review all internal management information 
on a single segment basis and accordingly no 
segmental information is provided in this report.

Revenue recognition
Revenue represents the income receivable (net 
of value added tax) in the ordinary course of 
business for goods and services provided and, in 
respect of unbilled charges, includes an estimate 
of the consumption between the date of the last 
meter reading and the period-end. The revenue 
accrual is estimated using a defined methodology 
based upon historical billing and consumption 
information and the applicable tariff.

Turnover from the supply of services represents 
the value of services provided under contracts 
to the extent that there is a right to consideration 
and is recorded at the value of the consideration 
due. Revenue is not recognised when it is 
considered probable that economic benefits 
will not be received. In these circumstances 
revenue is only recognised when collectability 
is reasonably certain. Payments received in 
advance of revenue recognition are recorded as 
deferred income. 

Unmetered income is based on either the 
rateable value of the property or on an assessed 
volume of water supplied. Metered income is 
based on actual or estimated water consumption. 

Interest income is recognised on a time 
proportionate basis using the effective interest 
method.

Bad debts
The bad debt provision is calculated by 
applying estimated recovery rates to various 
categories of debt and reflecting past collections 
experience and expectations of future recovery 
of outstanding receivables at the date of the 
statement of financial position.

Exceptional items
Exceptional items are disclosed separately in the 
interim financial information where it is necessary 
to do so to provide further understanding of the 
financial performance of the company. They are 
material items of income or expense that have 
been shown separately due to the significance of 
their nature or amount.
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Taxation
The taxation charge in the income statement is 
based on the profit for the year as adjusted for 
disallowable and non-taxable items using current 
rates and takes into account tax deferred because 
of timing differences between the treatment 
of certain items for taxation and accounting 
purposes. 

Deferred taxation is provided in full on all timing 
differences that have originated but not reversed 
by the end of the reporting period, calculated at 
the rate at which it is expected the tax will arise. 
Deferred tax assets are recognised to the extent 
that it is regarded as more likely than not that 
they will be recovered.

Deferred tax assets and liabilities are offset when 
there is a legally enforceable right to set off 
current tax assets against current tax liabilities 
and when they relate to income taxes levied by 
the same taxation authority and the company 
intends to settle its current tax assets and 
liabilities on a net basis.

Intangible assets 
Intanzible assets are measured at cost less 
subsequent amortisation and any impairment. 
Amortisation of intangible assets is calculated 
on a straight line basis over the estimated useful 
lives, which are primarily three to ten years. The 
estimated useful life and amortisation method 
are reviewed at the end of each reporting period, 
with the effect of any changes in estimate being 
accounted for on a prospective basis.

Property, plant and equipment
Property, plant and equipment comprises:

i.  Land and buildings – comprising land 
and non-operational buildings

ii.  Infrastructure assets – comprising a 
network of systems consisting of mains 
and sewers, impounding and pumped 
raw water storage reservoirs, sludge 
pipelines and sea outfalls

iii.  Plant and machinery – comprising 
structures at sites used for water 
and wastewater treatment, pumping 
or storage where not classed as 
infrastructure along with associated 
fixed plant

iv. Other assets

v. Assets under construction.

All property, plant and equipment is stated in 
the statement of financial position at cost or at 
deemed cost on transition to FRS 101, less any 
subsequent accumulated depreciation and 
subsequent accumulated impairment losses. 

The difference between depreciation based on 
the fair valued carrying amounts of assets and 
depreciation based on the asset’s original cost is 
transferred annually from the revaluation reserve 
to retained earnings through equity.

The costs of repairs to the infrastructure network 
are recognised in the income statement as they 
arise. Expenditure which results in replacement or 
renewal of infrastructure or enhancements to the 
operating capability of the infrastructure network 
is capitalised.

Items of property, plant and equipment that are 
transferred to the company from customers or 
developers are initially recognised at fair value in 
accordance with IFRIC 18 ‘Transfers of assets from 
customers’. The corresponding credit is recorded 
as deferred income and released to other income 
over the expected useful lives of the related 
assets.

Borrowing costs incurred for the construction 
of qualifying assets, that necessarily take a 
substantial period of time to get ready for their 
intended use, are capitalised during the period of 
time that is required to complete and prepare the 
asset for its intended use. The commencement 
of capitalisation begins when both finance costs 
and expenditures for the asset are being incurred 
and activities that are necessary to get the asset 
ready for use are in progress. Capitalisation 
ceases when substantially all the activities that 
are necessary to get the asset ready for use are 
complete. Other borrowing costs are expensed.

Subsequent costs are included in the asset’s 
carrying amount or recognised as separate 
assets, as appropriate, only when it is probable 
that future economic benefits associated with 
the item will flow to the company and the cost 
of the item can be measured reliably. All other 
repairs and maintenance costs are charged to the 
income statement as incurred.

Freehold land is not depreciated, nor are assets 
in the course of construction until they are 
commissioned. Commissioning is deemed to 
occur when a new works is officially taken over 
from the contractor following completion of 
performance and take-over tests.
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Other assets are depreciated on a straight-line 
basis over their estimated operating lives which 
are principally as follows:

Operational structures are assets used for 
wastewater and water treatment purposes.  
These include water tanks and similar assets. 

Impairment of tangible and 
intangible assets
At each balance sheet date, the company 
reviews the carrying amounts of its tangible and 
intangible assets to determine whether there is 
any indication that those assets have suffered 
an impairment loss. If any such indication exists, 
the recoverable amount of the asset is estimated 
to determine the extent of the impairment loss 
(if any). Where the asset does not generate cash 
flows that are independent from other assets, 
the company estimates the recoverable amount 
of the cash-generating unit to which the asset 
belongs. An intangible asset with an indefinite 
useful life is tested for impairment at least 
annually and whenever there is an indication that 
the asset may be impaired.

Grants and contributions
Grant and contributions received are treated as 
either revenue or deferred income in line with 
IFRIC 18 as defined by the nature of the receipt.

Infrastructure receipts are recognised as revenue 
when they are received.

Grants and contributions received in respect 
of non-current assets are treated as deferred 
income and released to the income statement 
over the useful economic life of those fixed 
assets. 

Grants and contributions received in respect 
of new connections to the water and sewerage 
networks are treated as deferred income and 
released to revenue in line with expected 
expenditure they are intended to compensate. 

Grants and contributions which are given in 
compensation for expenses incurred or with no 
future related costs are recognised in revenue in 
the period that they become receivable.

Leased assets
Where the company enters into a lease which 
entails taking substantially all the risks and 
rewards of ownership of an asset, the lease 
is treated as a “finance lease”. The asset is 
recorded in the statement of financial position 
as a non-current asset and is depreciated over 
its estimated useful life or the term of the lease, 
whichever is shorter. Future instalments under 
such leases, net of finance charges, are included 
within creditors. Rentals payable are apportioned 
between the finance element, which is charged 
to the income statement, and the capital element 
which reduces the outstanding obligation for 
future instalments.

Leases where the lessor retains substantially all 
the risks and rewards of ownership are classified 
as operating leases. Rentals payable under 
operating leases are charged to the income 
statement as incurred. 

The sale of income rights relating to aerial masts 
and sites owned by the company to third parties 
constitutes an operating lease. Income received 
from such sales is received entirely in advance 
and is therefore taken to deferred revenue and 
credited to other operating income in the income 
statement over the life of the lease.

Sale and leaseback transactions occur when an 
asset is sold but use is immediately re-acquired 
by entering into a lease with the buyer. Where the 
new lease is an operating lease, the transaction 
is treated as the disposal of an asset and the 
operating lease accounted for in accordance with 
existing policies.

Fixed asset investments
Investments held as non-current assets are 
stated at cost, less provision, if appropriate, for 
any impairment in value other than a temporary 
impairment in value. The carrying values of 
non-current asset investments are reviewed for 
impairment in periods if events or changes in 
circumstances indicate the carrying value may 
not be recoverable.

Inventories
Inventory is held for use in the production of 
water supply and treatment of wastewater. Raw 
materials and work in progress are stated at 
the lower of cost and net realisable value. Net 
realisable value is the estimated selling price, 
less further costs expected to be incurred to 
completion and costs to be incurred in marketing, 
selling and distribution.

Deferred revenue
Deferred revenue includes monies received from 
customers where the related revenue has not yet 
been recognised.

 Years

Buildings 10–60

Operational structures 15–80

Fixed plant 10–40

Vehicles, computers and mobile plant 3–10

Infrastructure assets 

Water mains 100–120

Sewers 80–200

Reservoirs 200

Ancillary structures 10–70
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Amounts are deferred to the statement of 
financial position and released to the income 
statement in line with the period of the service 
provided.

Provisions
Provisions are recognised when the company 
has a present obligation (legal or constructive) 
as a result of a past event, it is probable that the 
company will be required to settle that obligation 
and a reliable estimate can be made of the 
amount of the obligation. 

The amount recognised as a provision is the 
best estimate of the consideration required to 
settle the present obligation at the end of the 
reporting period, taking into account the risks 
and uncertainties surrounding the obligation. 
Where a provision is measured using the cash 
flows estimated to settle the present obligation, 
its carrying amount is the present value of those 
cash flows.

When some or all of the economic benefits 
required to settle a provision are expected to 
be recovered from a third party, a receivable is 
recognised as an asset if it is virtually certain that 
reimbursement will be received and the amount 
of the receivable can be measured reliably.

An environmental provision is made for the 
costs relating to decommissioned or dormant 
assets which have been identified as having an 
environmental impact. 

Retirement benefits
SWS operates a defined benefit pension 
scheme, the assets of which are held separately 
from those of the company in independently 
administered funds. An independent actuary 
conducts a valuation of this pension scheme 
every three years. 

The liability recognised in the statement of 
financial position in respect of the defined 
benefit pension scheme is the present value 
of the defined benefit obligation at the end of 
the period less the fair value of plan assets. The 
current service cost, which is the increase in the 
present value of the liabilities of the company’s 
defined benefit pension scheme expected to 
arise from employee service in the period, is 
charged to operating costs. The net interest on 
the scheme’s net assets/(liabilities) is included 
in other finance charges. Actuarial gains and 
losses are recognised in the statement of other 
comprehensive income. 

The pension cost under IAS 19 ‘Employee 
Benefits’ is assessed in accordance with the 
advice of a firm of actuaries based on the latest 
actuarial valuation and assumptions determined 

by the actuary. The assumptions are based 
on information supplied to the actuary by the 
company, supplemented by discussions between 
the actuary and management. 

Profit before taxation and net assets are affected 
by the actuarial assumptions used. The key 
assumptions include: discount rates, pay growth, 
mortality and increases to pensions in payment 
and deferred pensions, and may differ from 
actual results due to changing market and 
economic conditions and longer or shorter lives 
of participants.

The company also operates a defined 
contribution pension scheme. The assets of the 
scheme are held separately from those of the 
company in an independently administered 
fund. Company contributions to the scheme 
are charged to the income statement in 
the period to which they relate. Differences 
between contributions payable in the year and 
contributions actually paid are shown as either 
accruals or prepayments in the balance sheet.

Financial instruments
Financial assets and financial liabilities are 
recognised in the company’s statement of 
financial position when the company becomes 
a party to the contractual provisions of the 
instrument.

Interest-bearing borrowings are initially measured 
at fair value, net of transaction costs and are 
subsequently measured at amortised cost 
using the effective interest method, with interest 
expense recognised on an effective yield basis. 

The effective interest method is a method of 
calculating the amortised cost of a financial 
liability and of allocating interest expense over 
the relevant period. The effective interest rate is 
the rate that exactly discounts estimated future 
cash payments through the expected life of the 
financial liability, or, where appropriate, a shorter 
period, to the net carrying amount on initial 
recognition.

Derivative financial instruments
The company enters into a variety of derivative 
financial instruments to manage its exposure 
to inflation and interest rate risk in line with the 
company’s risk management policy and no 
speculative trading in financial instruments is 
undertaken. 

Derivatives are initially recognised at fair value 
at the date a derivative contract is entered into 
and are subsequently re-measured to their fair 
value at the end of each reporting period The 
resulting gain or loss is recognised in profit or loss 
immediately.
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 Certain derivative instruments, principally index-
linked swaps, do not qualify for hedge accounting 
and as such, the company does not currently 
apply hedge accounting.

A derivative with a positive fair value is recognised 
as a financial asset whereas a derivative with a 
negative fair value is recognised as a financial 
liability. A derivative is presented as a non-current 
asset or a non-current liability if the remaining 
maturity of the instrument is more than 12 
months and it is not expected to be realised or 
settled within 12 months. Other derivatives are 
presented as current assets or current liabilities. 

Embedded derivatives
Derivatives embedded in other financial 
instruments or other host contracts are treated 
as separate derivatives when their risks and 
characteristics are not closely related to those of 
the host contracts and the host contracts are not 
measured at fair value through profit and loss.

2.   Critical accounting 
judgements and key 
sources of estimation 
uncertainty

In the application of the company’s accounting 
policies, which are described in note 1 above, 
the directors are required to make judgements, 
estimates and assumptions about the carrying 
amounts of assets and liabilities that are not 
readily apparent from other sources. The 
estimates and associated assumptions are based 
on historical experience and other factors that 
are considered to be relevant. Actual results may 
differ from these estimates.

The estimates and underlying assumptions 
are reviewed on an ongoing basis. Revisions 
to accounting estimates are recognised in the 
period in which the estimate is revised if the 
revision affects only that period, or in the period 
of the revision and future periods if the revision 
affects both current and future periods.

Critical judgements in applying the 
company’s accounting policies
The following are the critical judgements that the 
directors have made in the process of applying 
the company’s accounting policies and that 
have the most significant effect on the amounts 
recognised in the interim financial information:

(i) Measured income accrual

  The measured income accrual is an 
estimation of the amount of main water 
and wastewater unbilled at the period end. 
The accrual is estimated using a defined 

methodology based upon historical billing 
and consumption information and the 
applicable tariff. The calculation is sensitive 
to estimated consumption for measured 
customers. 

(ii) Bad debts

  The bad debt provision is calculated by 
applying estimated recovery rates, based on 
actual historical cash collection performance, 
to the aged debt profile. The determination of 
the appropriate level of provision is therefore 
inherently open to judgement.

(iii) Pensions

  The company operates a defined benefit 
scheme as well as a defined contribution 
scheme. Under IAS 19 ‘Employee Benefits’  
the company has recognised an actuarial  
loss of £3.3 million at 30 September 2015  
(30 September 2014: loss of £17.7 million).  

(iv) Property, plant and equipment

  Infrastructure and operational assets have 
estimated useful lives of between 10 and  
200 years and depreciation charge is 
sensitive to the lives allocated to the various 
types of asset. Asset lives are reviewed 
regularly and changed where necessary to 
reflect the current view on remaining lives.

(v) Financial instruments

  The fair value of the financial instruments 
that are not traded in an active market (for 
example, over-the-counter derivatives) is 
determined using valuation techniques.

  The company uses its judgement to select 
the most appropriate valuation method for 
each instrument to estimate expected future 
cash flows, and apply discount rates that 
reflect counterparty credit risk.

(vi) Taxation

  The tax charge is based on the profit for the 
period and the tax rates in force at the end 
of the reporting period. Estimation of the 
tax charge involves an assessment of the 
potential tax treatment of certain items, which 
will only be resolved once finally agreed with 
the tax authorities.

3.  Taxation
Taxation presented in the income statement is 
based on the profit for the period using current 
rates and takes into account tax deferred due to 
timing differences. 
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4.  Dividends
The following dividends were paid by the company:

* These dividends are paid via intermediary holding companies to Southern Water Services Group 
Limited (SWSG) and, 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 effect of which is a net cash flow 
for the company of nil.

5.   Cash generated by operations

6.   Retirement benefit obligations
The retirement benefit obligations shown at 30 September 2015 and 30 September 2014 are based on 
the valuations at 31 March 2015 and 31 March 2014 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 other comprehensive income.

Dividends for the six months ended 30 September 2015

Six months ended 
30 September 2015

 Unaudited 
£m

Six months ended  
30 September 2014 

 Unaudited
£m 

Year ended 
31 March 2015

Unaudited
£m

Equity dividends paid:

–  SWSG Dividend Loop * 22.7 22.5 44.9

–  External 29.2 – –  

51.9 22.5 44.9

Cash generated by operations for the six months ended 30 September 2015

Six months ended 
30 September 2015

 Unaudited 

Six months ended  
30 September 2014 

 Unaudited 

Year ended 
31 March 2015

Unaudited

£m £m £m

Continuing operations

Operating profit after exceptional items 132.0 165.7 331.4

Depreciation of property, plant and equipment 123.3 111.2 222.8

Difference between pension charge and cash 
contribution

– 1.0 (16.5)

Operating cash flows before movements in 
working capital

255.3 277.9 537.7

Increase in inventories (0.1) (0.2) (0.2)

Increase in receivables (6.2) (26.1) (16.5)

Decrease in payables (16.4) (17.0) (2.9)

Cash generated by operations 232.6 234.6 518.1

Tax paid

–  Payments made within SWSG Dividend 
Loop

(5.7) (6.0) (12.0)

–  Other group relief payments – (5.0) (24.9)

Net cash from operating activities 226.9 223.6 481.2
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7.   Explanation of transition to FRS 101
This is the first period the company has presented its financial statements under FRS 101 issued by the Financial Reporting 
Council. The last financial statements prepared under the previous UK accounting framework were for the year ending  
31 March 2015. The date of transition was 1 April 2014 and all comparative information in these financial statements has 
been restated to reflect the company’s adoption of FRS 101, except where otherwise required or permitted by IFRS 1.  

The following disclosures are required in the period of transition.

Dividends for the six months ended 30 September 2015

Six months ended 
30 September 2015

 Unaudited 
£m

Six months ended  
30 September 2014 

 Unaudited
£m 

Year ended 
31 March 2015

Unaudited
£m

Equity dividends paid:

–  SWSG Dividend Loop * 22.7 22.5 44.9

–  External 29.2 – –  

51.9 22.5 44.9

Cash generated by operations for the six months ended 30 September 2015

Six months ended 
30 September 2015

 Unaudited 

Six months ended  
30 September 2014 

 Unaudited 

Year ended 
31 March 2015

Unaudited

£m £m £m

Continuing operations

Operating profit after exceptional items 132.0 165.7 331.4

Depreciation of property, plant and equipment 123.3 111.2 222.8

Difference between pension charge and cash 
contribution

– 1.0 (16.5)

Operating cash flows before movements in 
working capital

255.3 277.9 537.7

Increase in inventories (0.1) (0.2) (0.2)

Increase in receivables (6.2) (26.1) (16.5)

Decrease in payables (16.4) (17.0) (2.9)

Cash generated by operations 232.6 234.6 518.1

Tax paid

–  Payments made within SWSG Dividend 
Loop

(5.7) (6.0) (12.0)

–  Other group relief payments – (5.0) (24.9)

Net cash from operating activities 226.9 223.6 481.2

Reconciliation of statement of financial position at 1 April 2014

UK GAAP Fair value 
of property, 

plant and 
equipment

Property,
plant and

equipment

Borrowing 
costs

Financial 
Instruments

Other Restated 
under

FRS 101

£m £m £m £m £m £m £m

Notes i ii iii iv v

Non-current assets 5,273.5 961.6 5.1 168.5 – – 6,408.7

Current assets and liabilities

Cash and cash equivalents 135.5 – – – – – 135.5

Other current assets 200.0 – – – – – 200.0

Current liabilities (300.6) – – – – – (300.6)

Non-current liabilities

Borrowings (3,821.1) – – – 4.4 – (3,816.7)

Derivative financial instruments – – – – (765.8) – (765.8)

Deferred tax liabilities (314.2) (192.3) (6.9) (33.7) 152.3 (8.7) (403.5)

Retirement benefit obligations (72.3) – – – – (18.1) (90.4)

Provisions for liabilities (0.5) – – – – – (0.5)

Other non-current liabilities (59.1) – 29.4 – – – (29.7)

Total net assets 1,041.2 769.3 27.6 134.8 (609.1) (26.8) 1, 337.0

Capital and reserves:

Called up share capital 0.1 – – – – – 0.1

Share premium account 46.3 – – – – – 46.3

Revaluation reserve – 769.3 – – – – 769.3

Retained earnings 994.8 – 27.6 134.8 (609.1) (26.8) 521.3

Total shareholder’s equity 1,041.2 769.3 27.6 134.8 (609.1) (26.8) 1,337.0
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Reconciliation of statement of financial position at 31 March 2015

UK GAAP Fair value 
of property, 

plant and 
equipment

Property,
plant and

equipment

Borrowing 
costs

Financial 
Instruments

Other Restated 
under

FRS 101

£m £m £m £m £m £m £m

Notes i ii iii iv v

Non-current assets 5,324.5 946.4 45.3 168.6 – – 6,484.8

Current assets and liabilities

Cash and cash equivalents 173.5 – – – – – 173.5

Other current assets 219.0 – – – – 3.7 222.7

Current liabilities (246.5) – – – – – (246.5)

Non-current liabilities

Borrowings (3,857.8) – – – 4.5 – (3,853.3)

Derivative financial instruments – – – – (869.4) – (869.4)

Deferred tax liabilities (336.8) (189.3) (12.3) (33.7) 173.0 (1.2) (400.3)

Retirement benefit obligations (89.9) – – – – (25.4) (115.3)

Provisions for liabilities (0.5) – – – – – (0.5)

Other non-current liabilities (56.3) – 16.2 – – – (40.1)

Total net assets 1,129.2 757.1 49.2 134.9 (691.9) (22.9) 1, 355.6

Capital and reserves:

Called up share capital 0.1 – – – – – 0.1

Share premium account 46.3 – – – – – 46.3

Revaluation reserve – 757.1 – – – – 757.1

Retained earnings 1,082.8 – 49.2 134.9 (691.9) (22.9) 552.1

Total shareholder’s equity 1,129.2 757.1 49.2 134.9 (691.9) (22.9) 1,355.6

7.   Explanation of transition to FRS 101 continued
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Reconciliation of profit for the year ended 31 March 2015

UK GAAP Fair value 
of property, 

plant and 
equipment

Property,
plant and

equipment

Borrowing 
costs

Financial 
Instruments 

Other Restated 
under

FRS 101

Continuing operations £m £m £m £m £m £m £m

Notes i ii iii iv v

Revenue 828.6 – 8.4 – – (9.8) 827.2

Other operating income 0.2 – – – – – 0.2

Operating costs (502.9) (15.2) 18.7 (6.7) – 7.7 (498.4)

Operating profit before  
exceptional item

325.9 (15.2) 27.1 (6.7) – (2.1) 329.0

Exceptional items 2.4 – – – – – 2.4

Operating profit after exceptional item 328.3 (15.2) 27.1 (6.7) – (2.1) 331.4

Profit on disposal of fixed assets 1.3 – – – – – 1.3

Net finance costs (125.7) – – 6.7 (103.5) 0.3 (222.2)

Profit before taxation 203.9 (15.2) 27.1 – (103.5) (1.8) 110.5

Tax on profit on ordinary activities (36.7) 3.0 (5.4) – 20.7 1.3 (17.1)

Profit after taxation from  
continuing operations

167.2 (12.2) 21.7 – (82.8) (0.5) 93.4

7.   Explanation of transition to FRS 101 continued
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account when determining this charge. Grants and 
contributions relating to the enhancement of the 
infrastructure network were deducted from the 
costs of fixed assets.

Renewals accounting is not permitted under 
International Accounting Standard 16 ‘Property, 
plant and equipment’ (IAS 16). The carrying  
value of infrastructure assets has therefore been 
re-valued at fair value as described above. 

The infrastructure network has been broken down 
into a number of significant parts based on the 
type of pipe or structure and its location. Broadly 
this has resulted in the following significant parts, 
impounding reservoirs, local and trunk mains, 
wastewater tunnels and outfalls, sewers and 
ancillary structures. These have all been assigned 
residual values of nil and are being depreciated 
over 10 to 200 years.

From 1 April 2014, infrastructure expenditure that 
meets the recognition criteria for property, plant 
and equipment has been capitalised at cost and 
depreciated over its expected life. Expenditure 
relating to repair or maintenance has been 
expensed.

Historic infrastructure receipts previously 
presented as deductions from infrastructure cost 
under UK GAAP have been transferred to reserves 
on transition to IFRS on the basis that they do not 
relate to a specific asset. From 1 April 2014, these 
receipts have been recorded as revenue.

From 1 April 2014, infrastructure grants and 
contributions previously presented as deductions 
from infrastructure cost under UK GAAP have 
been allocated to deferred income and amortised 
over the expected useful lives of the related assets.

Under UK GAAP, no value was recognised for 
assets transferred or adopted from developers 
or other third parties at nil consideration. IFRIC 18 
‘Transfers of Assets from Customer’ requires that 
when an item is transferred from a customer, and 
it meets the definition of an asset, then it should 
be recognised at fair value within property, plant 
and equipment. The deferred credit arising on 
the adoption of the asset is recognised as other 
income over the life of the relevant asset.

There are no significant differences between  
UK GAAP and IFRS in respect of all other fixed 
assets, including water and water recycling  
non-infrastructure assets, other than the separate 
classification of certain assets as intangibles rather 
than tangible assets in accordance with  
IAS 38 ‘Intangible Assets’.

i)   Revaluation of property, plant  
and equipment

Under IFRS 1 ‘First-time adoption of International 
Financial Reporting Standards’, the company 
has elected to measure its infrastructure and 
operational assets at 1 April 2014, being the date of 
transition to FRS 101, at their fair value and to use 
that fair value as their deemed cost at that date.

The fair value was estimated based on the 
Regulatory Capital Value (RCV) plus a premium 
based on numerous recent transactions that have 
taken place in the water industry and allocated to 
those assets to be re-valued.

A fair value attributed to net assets was then 
derived from the total fair value by deducting the 
book value of debt and cash items. Finally, the 
resultant value was attributed to the elements 
of net assets leaving the residual value to be 
attributed to the property, plant and equipment.

Impact

At the date of transition, the value of property,  
plant and equipment has been increased by  
£961.6 million, the majority of which is attributable 
to infrastructure assets.

At 31 March 2015, the impact was to increase 
property, plant and equipment by £946.4 million 
and to increase deferred tax liabilities by  
£189.3 million. The impact on profit for the year  
to 31 March 2015 was to increase the depreciation 
charge by £15.2 million, with a deferred tax  
credit of £3.0 million.

ii)   Property, plant and equipment 
(IAS 16 and IAS 38)

Infrastructure assets

Previously, the company’s water and wastewater 
assets were accounted for in accordance 
with the renewals accounting provisions of 
Financial Reporting Standard 15 ‘Tangible Fixed 
Assets’. Under renewals accounting, the water 
and wastewater infrastructure networks were 
assumed to be single assets. Expenditure on 
infrastructure assets relating to increase in 
capacity or enhancements to the networks and 
on maintaining the operating capability of the 
networks in accordance with defined standards of 
service was capitalised. The depreciation charged 
was the estimated level of annual expenditure 
required to maintain the operating capability of 
the networks. Grants and contributions relating 
to the maintenance of the operating capability 
of the infrastructure network were taken into 
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Impact

Reclassifying the historic infrastructure receipts 
under FRS 101 has resulted in an increase in  
net assets of £81.4 million and an increase of £29.4 
million in deferred creditors as at 31 March 2014,  
with a further net £5.5 million transferred  
to the income statement for 2014–15.

Under UK GAAP the difference between the 
cumulative infrastructure renewals expenditure 
and that charged to the profit and loss account as 
depreciation (IRC) was held as a prepayment in 
fixed assets of £76.3 million. As this value does not 
represent an asset under FRS 101 it has been written 
off to reserves on transition.

At 31 March 2015, the value of adopted assets 
recognised in accordance with IFRIC 18 since 
the date of transition was £6.9 million, with a 
corresponding credit to other non-current liabilities. 
In addition grants and contributions received of  
£4.4 million were transferred to deferred creditors.

As at 31 March 2015, under FRS 101, the annual 
depreciation charge of infrastructure assets (excluding 
the fair value depreciation) plus the maintenance costs 
expensed together with changes to the infrastructure 
assets qualifying for capitalisation was £21.6 million 
lower than the total of renewals expenditure recorded 
under UK GAAP.

iii)  Borrowing costs

Under FRS 101, the company is required to capitalise 
an element of borrowing costs that are directly 
attributable to the acquisition, construction or 
production of qualifying assets as part of the costs 
of that asset. Borrowing costs are capitalised when 
incurred for the construction of any qualifying assets 
during the period of time that is required to complete 
and prepare the asset for its intended use.

Previously, under UK GAAP, borrowing costs were fully 
expensed as incurred. The change in policy under 
IFRS has been applied retrospectively with an effective 
date of 1 April 2003 reflecting the point at which the 
company was securitised and financed by loans.

Impact

As a result of the retrospective application of  
IAS 23 ‘Borrowing costs’, net assets increased  
by £134.8 million for the year ending 31 March 2014. 
During 2014–15 borrowing costs of £6.7 million were 
capitalised and a total of £6.7 million of capitalised 
borrowing costs was charged as depreciation. 

iv)  Financial instruments

Under FRS 101, the company must apply IAS 
39 ‘Financial Instruments: Recognition and 
Measurement’ (IAS 39).

The most significant aspect of applying IAS 39 is in 
relation to derivatives, principally interest rate swaps 
on index linked bonds that are held to protect against 
the company’s exposure to inflation risk.

Under IAS 39, the fair value of these derivatives 
must be recognised on the balance sheet, with fair 
value movements being recognised in the income 
statement unless cash flow hedge accounting 
is applied. This has the potential to introduce 
considerable volatility to the income statement  
and the statement of financial position. 

Also under IAS 39, the general treatment of debt 
is for it to be carried at amortised cost, such that 
borrowings are stated at net proceeds received 
after the deduction of issue costs. Under UK GAAP, 
the issue costs of debt instruments are amortised 
at a constant rate over the life of the instrument, 
whereas under IFRS, the costs are amortised using 
the ‘effective interest rate’ method.

Impact

As a result of applying IAS 39, a liability for  
derivative financial instruments of £869.4 million 
was recorded at 31 March 2015 (31 March 2014: 
£765.8 million). In addition, the impact of recording 
debt at amortised cost reduced borrowings by  
£4.5 million at 31 March 2015 (31 March 2014:  
£4.4 million).

v)  Other

Other adjustments arising from the transition  
relate to pensions, deferred tax and revenue. 

The pension deficit is presented at its gross  
value, with the associated deferred tax asset of 
£25.4 million at 31 March 2015 (31 March 2014:  
£18.1 million) being transferred to offset the  
deferred tax liability. 

In 2014–15 finance costs relating to the pension 
deficit increased by £3.4 million. This change results 
from the revised presentation of administrative 
expenses and changes to the calculation for finance 
costs under IAS 19 ‘Employee Benefits’. These 
changes reclassify £2.1 million as operating costs, 
reducing the finance charge offset by an increase 
in the finance charge of £5.5 million. The increase 
in the finance charge of £5.5 million is offset by 
an equal movement through the statement of 
comprehensive income.

An adjustment has been made to deferred tax 
for assets that previously qualified for industrial 
buildings allowance of £25.9 million at 31 March  
2015 (31 March 2014: £26.8 million).

In 2014–15, both revenue and the bad debt provision 
have been reduced by £13.3 million on the basis  
that it is probable that economic benefits will not  
be received from these charges. In addition, a 
further £3.5 million of income from electricity 
generation, previously offset within operating  
costs, has been re-classified as revenue. Fees 
associated with arranging a new loan facility of 
£3.7 million which had been expensed have been 
transferred to current assets to be amortised over 
the life of the facility.
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