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Highlights 
 
• Improved financial performance, even with additional costs following the adoption of private sewers and 

the carbon reduction commitment levy, as set out below. 
• Best ever Health and Safety performance, with our lowest number of accidents recorded. 
• Leakage reduced by 15% year on year to a record low level, and below Ofwat target. 
• Customer Services – 20% improvement in Ofwat’s customer satisfaction (Service Incentive Mechanism) 

score.  
• Our industry leading metering programme progressing to plan. 
 
Matthew Wright, Chief Executive Southern Water Services Ltd, said: 
“In a year of challenges and change, Southern Water recorded a number of notable successes in 2011-12, 
as well as laying the foundations for further improvements in the future.  I would like to take this opportunity 
to thank all the people working at Southern Water and our partner organisations for their hard work and 
efforts throughout the past year.”   
 
Financial performance 
 
• Turnover increased by 10.7% to £716.2m (2010-11: £647.1m). A significant element of this increase 

reflects the regulatory price increase together with a one-off adjustment made in 2010-11, in relation to a 
revision to the estimation method used for calculating the value of unbilled income.  

 

• Cost of sales and administrative expenses increased by 4.0 per cent to £240.6m (2010-11: £231.3m).  
This increase resulted mainly from the impact of new obligations, including the adoption of private 
sewers and the carbon reduction commitment charge, together with inflation. Taking these items into 
consideration, underlying operating costs fell in real terms by 2.3 per cent. This real term reduction has 
been achieved through process reviews and a focus on maintaining tight budgetary controls. This 
includes reducing the work issued to external contractors through more efficient use of our own internal 
resources and reductions in electricity costs and greater use of our Combined Heat and Power (CHP) 
facilities. 

 
• Depreciation increased by 9.8 per cent to £204.1m (2010-11: £185.8m) as a result of the continuing 

significant capital investment programme and an increase in the infrastructure renewal charge, reflecting 
the greater level of capital expenditure on infrastructure assets.  

 

• Operating profit before exceptional items for 2011-12 increased from £230.1m in the previous year to 
£271.6m, an 18.0% increase. The exceptional item in the prior year related to an increase in the bad 
debt charge. 

 

• Profit after taxation for the year amounted to £79.9m (2010-11: £32.0m).  
 

• The directors have not declared a final dividend for 2011-12 (2010-11: £nil).  
 

• £443.4m was invested to deliver new and improved water supply and wastewater treatment 
infrastructure as part of a £1.8 billion programme across Kent, Sussex, Hampshire and the Isle of Wight 
between 2010 and 2015. 

 
 

Operational Performance  
 
A new management team was brought together during 2011-12 with a new strategic direction and focus. Key 
to this was improving our business processes to help us deliver excellent service to our customers while 
achieving our agreed outputs and obligations, to time and budget, between now and 2015.   
 
Health and Safety 
 
We have recorded our best annual health and safety performance in terms of reportable injuries (RIDDORs). 
While one incident is still one too many, the figure of seven RIDDORs in 2011-12 beat our previous best 
result of eight, which was recorded the year before. The health and safety of all employees, customers and 
contractors is an ongoing priority for the company, a point reinforced by the Royal Society for the Prevention 
of Accidents (RoSPA) which presented us with its President’s Award for the fourth year running. This award 
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is presented to companies which have achieved an excellent health and safety performance over a number 
of years. During 2011-12, a range of health and safety initiatives were developed by the company and 
contractors under the award-winning ‘Aim for Zero Injuries’ campaign. This included conferences for 
operational and office-based staff. We will continue to aim for zero injuries to further enhance our industry-
leading position in the months and years to come. 
 
Leakage  
 
During 2011-12, we delivered the lowest leakage level in our history. The figure of 82 million litres a day was 
an improvement of 15% from the previous year and beat the target set by regulator Ofwat by 11 million litres 
a day. This target is the toughest in the industry. 
 
The strong performance is the result of a leakage reduction programme which includes: 
- A team of 250 detecting and fixing water leaks 
- The replacement of water mains  
- The installation of meters fitted with leak alarms. 
Furthermore, in 2011-12, we repaired 27,227 leaks, a company record, and 18 per cent more than the 
previous year. 
 
Our ongoing investment in water resources and commitment to improve leakage is helping to ensure we 
maintain supplies to customers in the months and years ahead. This is typified by the early completion in 
2011 of a new reservoir at Hardham in West Sussex which enables us to take up to 10 million litres of water 
a day from the River Arun. 
 
The South East experienced two exceptionally dry years which led the region to be officially classed as being 
in drought. We joined six other water companies in introducing water restrictions – the first time we have 
done so since 2005-6 – in our Kent and Sussex supply areas. Subsequent rain in April and May has had a 
considerable benefit to our river and reservoir sources, although it will still take some time for our 
underground sources, which provide the majority of our water supplies, to fully recover. 
 
Metering programme 
 
More than 130,000 water meters were installed during 2011-12 under our industry leading metering 
programme, bringing the total number of installations to over 150,000 since the programme began in earnest 
in late 2010. More than 60,000 customers have been switched to metered charges, with 17,000 of those 
households receiving their first metered bill. 
 
Contact from customers remains below expected levels and the level of customer satisfaction is high. The 
programme, which will lead to 500,000 properties being fitted with meters by 2015, is also held in high regard 
by key stakeholders, including Ofwat and local MPs. The smart meters we are installing, which include state-
of-the-art leak alarms, won the IT Initiative of the Year award at the Utility Industry Achievement Awards. 
 
Customer Service 
 
We have made a number of customer service improvements including a “Think Customer” initiative to 
promote this with our staff and suppliers and achieved our internal target for the Service Incentive 
Mechanism (SIM) – the process by which Ofwat measures levels of customer satisfaction. We recorded a 20 
per cent improvement in our SIM score, despite a challenging period in which we received higher levels of 
customer contact than expected.  
 
The customer satisfaction scores were strong for our wastewater operations for much of the year, driven by 
operational improvements including setting up the new Reactive Sewers Team. On the water side, the 
scores we achieved in the most recent satisfaction survey were the highest to date, which is also 
encouraging. We will seek to make further improvements in 2012-13 with particular focus being given to the 
billing element of our SIM. 
 
 
Private Sewer Transfer 
 
On October 1, 2011, we took ownership and responsibility for private sewers and lateral drains from property 
owners. The change almost doubled the size of the network overnight and required a new Reactive Sewers 
Team to be set up to manage the maintenance of the pipes that transferred.   
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The new approach and processes achieved high levels of customer satisfaction, as recorded by a Consumer 
Council for Water survey which found that 90 per cent of customers questioned said our communication of 
the changes was clear or very clear.  

 
Capital Delivery 
 
Southern Water invested more than £443m in the South East in 2011-12. 
 
We are on track to deliver our capital investment programme for 2010-15 in the order of £1.8 billion and will 
complete some of our planned work earlier than scheduled. This includes our £300 million scheme to bring 
cleaner seas to Sussex, where construction of a new wastewater treatment works at Peacehaven, along with 
associated infrastructure, will be compliant with the Environment Agency Discharge consent  by 31st March 
2013 and will be taken over by SW from 1st July 2013. 
  
New schemes which got under way during the year included a £14 million investment at Chatham in Kent to 
replace almost 50km of old water mains and flush clean more than 100km of pipes, including recycling the 
water used to flush the pipes for Medway council to use on its public areas in an initiative directly related to 
the water resources situation. 
 
People 
 
An employee engagement programme has begun and has started to improve staff engagement with activity 
at all levels of the business. Staff were invited to complete our first Sunday Times “Best Companies to Work 
For” survey, which gave us a sound base from which to work and a network of engagement champions from 
each directorate was then set up to identify areas for improvement and to help make changes. 
 
This work will continue this year with improvement action plans from each directorate taking effect and 
members of the Executive Management Team taking the lead by sponsoring improvements. 
 
General 
 
During the year, a considerable amount of work took place to provide a better understanding of asset 
performance and to improve maintenance and investment. Centres of excellence – working with suppliers to 
drive asset management planning – were a key feature in this. We will continue to seek innovative and cost-
effective ways to build and maintain our water and wastewater sites while minimising the impact on our 
carbon footprint.  
 
Meanwhile, ongoing partnerships with our multi-service framework suppliers and offshore partners have 
continued to deliver benefits. 
 
We have made significant investment during the year to maintain and improve serviceability, and across all 
four sub-service areas (Wastewater Infrastructure and non-infrastructure, Water infrastructure and non-
infrastructure), we are reporting stable serviceability. 
 
As a result of our wastewater Below Ground Improvement Plan (BGIP), five out of six serviceability indicators 
for the wastewater infrastructure sub-service are within control limits for this reporting period, and most have 
improved against last period. We did not see an improvement in the sixth measure, pollution incidents, in 
2011-12 as we had hoped. However, while the pollutions measure would not indicate ‘stable’ serviceability if 
considered in isolation, the improvement in other factors indicates an overall stable position. We are 
committed to continue to look for ways of reducing the number of pollutions from the wastewater network in 
the year ahead. 
 
Conclusion 
 
These highlights firmly show that our business is moving in the right direction in what has been a year of 
transition and change for the company. There is a positive momentum throughout the business, thanks to 
the efforts of our staff and the management team. There are areas in which we need to improve further and 
we are all determined to meet these challenges over the next 12 months. 
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PROFIT AND LOSS ACCOUNT 
For the year ended 31 March 2012 
 
 Note 

 
2012 

£m 
2012 

£m 
 2011 

£m 
2011 

£m 
    
Turnover    716.2   647.1 
Cost of sales    
- before exceptional item  (417.3)   (382.6)  
- exceptional item  -   (38.6)  
Cost of sales including exceptional item   (417.3)   (421.2)
    
Gross profit    298.9   225.9 
    
Administrative expenses   (27.4)   (34.5)
       
Other operating income   0.1   0.1 
    
Operating profit before exceptional item   271.6   230.1 
Exceptional item   -   (38.6)
       
Operating profit    271.6   191.5 
       
Profit on disposal of fixed assets    1.2   0.8 
    
Profit on ordinary activities before interest 
and taxation   

272.8   
192.3 

    
Interest payable and similar charges 2 (250.2)   (240.5)
Interest receivable and similar income 2  62.3   60.3 
    
Profit on ordinary activities before 
taxation   84.9   12.1 

    
Tax on profit on ordinary activities 3 (5.0)   19.9 
    
Profit on ordinary activities after taxation   79.9   32.0 
    
    

 
The above results relate to continuing operations.  
 
There is no difference between the profit on ordinary activities before taxation and the retained profit for the 
years stated above and their historical cost equivalents. 
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES  
For the year ended 31 March 2012 
 
 Note 2012 

£m 
 2011 

£m 
     
Profit on ordinary activities after taxation  79.9  32.0 
 
Actuarial (loss)/gain  recognised in the pension scheme 

 
 

 
(40.0) 

  
48.6 

Movement on deferred tax relating to pension deficit  9.5  (18.5)
Movement on current tax relating to pension deficit  

 
-  4.1 

Total recognised gains for the year  49.4  66.2 
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BALANCE SHEET 
As at 31 March 2012 
 

 
 

 
Note 

2012 
£m 

 2011 
£m 

Fixed assets     
Tangible assets   4,109.5  3,883.1 
Investments  29.2  29.2 

  4,138.7  3,912.3 
     

Current assets     
Stocks  1.9  1.6 
Debtors: amounts falling due within one year  163.5  148.1 
Debtors: amounts falling due after more than one year  812.3  812.3 
Cash at bank and in hand  75.4  172.0 
  1,053.1  1,134.0 
     
Creditors: amounts falling due within one year  (250.6)  (228.6)
Net current assets  802.5  905.4 
     
Total assets less current liabilities  4,941.2  4,817.7 
     
Creditors: amounts falling due after more than one year  (3,666.5)  (3,528.6)
    
Provision for liabilities     
Environmental obligations  (0.8)  (0.9)
Deferred taxation  (349.6)  (402.9)
    
Grants and contributions  (47.9)  (49.1)
     
Net assets excluding pension deficit  876.4  836.2 
     
Pension deficit  (69.7)  (36.8)
     
Net assets   806.7  799.4 
     
Capital and reserves     
Called up share capital 5 0.1  0.1 
Share premium 5 46.3  46.3 
Profit and loss account 4/5 760.3  753.0 
     
Total shareholder’s funds   806.7  799.4 

   
 
 
 
 



Southern Water Services Limited 
Preliminary Results for the year ended 31 March 2012 

 

 7

CASH FLOW STATEMENT  
for the year ended 31 March 2012 
 

  
Notes 

     2012 
 

£m 

      2011 
(Restated)* 

£m 
    

Net cash inflow from operating activities  6 487.1  462.4 
     
Returns on investments and servicing of finance     
Interest received  59.7  60.3 
Interest paid   (129.5)  (137.1)
Preference share dividends  (10.9)  (22.3)
Net cash outflow from returns on investments and servicing of finance (80.7)  (99.1)
    
Taxation  (23.2)  (23.4)
    
Capital expenditure and financial investment    
Purchase of tangible fixed assets  (466.0)  (385.4)
Receipt of grants and contributions  11.7  9.3 
Sale of tangible assets  0.9  0.2 
Movement on loan to subsidiary*  (14.8)  10.1 
Net cash outflow for capital expenditure and financial investment (468.2)  (365.8)
    
Equity dividends paid  (42.1)  (77.1)
    
Net cash outflow before financing  (127.1)  (103.0)
     
Financing     
Increase in borrowings   50.0  - 
Repayment of loans  (19.5)  (13.7)
Net cash inflow/(outflow) from financing  30.5  (13.7)
     
Decrease in net cash (96.6)  (116.7)
    
Reconciliation to net debt    
Net debt at beginning of year  (3,373.2)  (3,188.8)
Decrease in net cash  (96.6)  (116.7)
Movements in borrowings  (30.5)  13.7 
Other non cash changes  (112.5)  (81.4)
    
Net debt at end of year  (3,612.8)  (3,373.2)

 
* To aid clarity, loans to subsidiaries have been reclassified as financial investments in the current year 
(previously included within net cash flow from operating activities) and the prior year comparative has been 
restated accordingly. 
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Notes to the preliminary results 
 
The financial information set out above does not constitute the Company’s statutory financial statements for 
the year ended 31 March 2012, or for the year ended 31 March 2011, within the meaning of section 435 of 
the Companies Act 2006, but is derived from those accounts. The financial information is based upon the 
audited statutory financial statements for the year ended 31 March 2012, upon which the auditors have 
reported; their reports were unqualified, did not draw attention to any matters by way of emphasis without 
qualifying their report and did not contain statements under s498(2) or (3) Companies Act 2006. 
 
The statutory financial statements for the year ended 31 March 2011 have been delivered to the Registrar of 
Companies. The statutory financial statements for the year ended 31 March 2012 will be delivered to the 
Registrar of Companies in due course. 
 
 
1  Basis of preparation 
 
The financial information included within this statement has been prepared on the basis of accounting 
policies consistent with those set out in the financial statements for the year ended 31 March 2012 
 
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 the financial statements. For this reason they continue to adopt the going concern basis 
of accounting in preparing statutory financial statements. 
 
 
2  Interest 
 2012 

£m 
 2011 

£m 

Interest payable and similar charges   
Interest payable on other loans 5.5  6.4 
Interest paid to group companies 121.3  131.4 
Indexation 113.5  84.0 
Amortisation of issue costs 2.7  2.7 
Amortisation of gilt lock proceeds (0.1)  (0.1)
Amortisation of deferred credits (9.8)  (5.0)
Amortisation of bond premium (0.6)  (0.6)
Amortisation of discount 0.3  0.3 
Other finance expense  -  (0.9)
Dividends on preference shares- see note below 17.4  22.3 
Total interest payable and similar charges 250.2  240.5 
    
Interest receivable and similar income    
Interest receivable from Southern Water Services Group Limited 56.9  56.9 
Deposit interest receivable 2.4  3.4 
Other finance interest  3.0  - 
Total interest receivable 62.3  60.3 
   

Preference share dividends amounted to £40 per share and Class B £70 per share (totalling £9.6m (2011: 
£13.7m)).  

A dividend due to the Class A2 preference shareholders of £7.8m (2011: £8.6m) was declared and settled in 
the year at base value plus an amount for out-performance in the year ending 31 March 2011. 
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Notes to the preliminary results (continued) 
 
3  Tax on profit on ordinary activities 
 2012 

£m 
 2011 

£m 
Current tax:    
UK corporation tax on profits for the year 50.5  32.3 
Adjustment in respect of prior years 1.6  (4.6)
 52.1  27.7 
Deferred tax:    
Origination and reversal of timing differences (20.4)  (16.4)
Adjustment in respect of prior years (3.8)  (1.2)
Pension cost relief in excess of pension charge 4.9  - 
Effect of corporation tax rate change (29.1)  (31.0)
Impact of rate change on pension charge 1.3  1.0 
Total deferred tax (47.1)  (47.6)
   
Total tax on profit on ordinary activities 5.0  (19.9)
   

 
The tax assessed for the year is different to the standard rate of corporation tax in the UK (26%) due to the 
following factors: 
 
 2012 

£m 
 2011 

£m 

Profit on ordinary activities before tax 84.9  12.1 
Current tax:    
UK corporation tax on profits for the year at 26% (2011: 28%) 22.1  3.4 
Adjustment in respect of prior years 1.6  (4.6)
Pension cost relief in excess of pension charge (4.9)  - 
Permanent differences 12.9  12.5 
Tax charge on ordinary activities 31.7  11.3 
Timing differences 20.4  16.4 
Current tax charge for year 52.1  27.7 

 
Factors that may affect future tax charges: 
 
On 21 March 2012 the UK Government announced a reduction in the main rate of corporation tax from 26% 
to 24% effective from 1 April 2012. The rate change was substantively enacted by the balance sheet date, 
and deferred tax balances have been calculated using the new rate of 24%. A £29.1m credit is recognised in 
the profit and loss account in the year to reflect the reduction in the deferred tax liability as a result of the rate 
change. In addition, charges of £1.3m in the profit and loss account and £0.9m in the statement of total 
recognised gains and losses are recognised to reflect the reduction in the deferred tax asset relating to the 
pension deficit.      
 
The Government has also indicated that it intends to enact future reductions in the main tax rate of 1% each 
year down to 22% by 1 April 2014. The future main tax rate reductions are expected to have a similar impact 
on the financial statements as outlined above albeit at a rate of reduction of 1% rather than 2%, however the 
actual impact will be dependent on the Company’s deferred tax position at that time.   
     
Based on current capital investment plans, the Company expects to continue to be able to claim capital 
allowances in excess of depreciation in future years at a similar level to the current year. 
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Notes to the preliminary results (continued) 
 
4 Dividends per share 
 

 2012 
£ per 

ordinary 
share 

 2011 
£ per 

ordinary 
share 

2012 
£m 

 2011 
£m 

Ordinary shares       
Interim dividend – Q1 187.86  182.78 10.5  10.2 
Interim dividend – Q2 187.86  182.78 10.5  10.2 
Interim dividend – Q3 187.86  182.78 10.6  10.3 
Interim dividend – Q4   187.86  203.09 10.5  11.4 
       
Total interim dividend 751.44  751.43 42.1  42.1 
       
Final dividend – prior year -  625.00 -  35.0 
       
Total ordinary dividend 751.44  1,376.43 42.1  77.1 
        

 
The directors do not recommend payment of a final dividend for 2012. The final dividend paid in 2011 related 
to the year ended 31 March 2010 (2009: £nil) and was declared on 28 April 2010 and paid on 24 May 2010. 
 
The interim dividends totalling £42.1m are paid to Southern Water Services Group Limited (SWSG). These 
dividends, along with associated group tax relief, enable SWSG to pay the interest of £56.9m due to 
Southern Water Services Limited on an intercompany loan. 
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Notes to the preliminary results (continued) 
 
5  Reconciliation of movement in shareholder’s funds 
 

 Called 
up share 

capital 

£m

Share 
premium 

 
£m

 Profit 
and loss 
account 

£m 

Total 
 
 

£m 

    
At 1 April 2011 0.1  46.3  753.0  799.4 
Profit after tax -  -  79.9  79.9 
Dividends paid -  -  (42.1) (42.1)
Actuarial loss on pension scheme -  -  (40.0) (40.0)
Movement on deferred tax relating to pension asset -  -  9.5 9.5 
At 31 March 2012 0.1  46.3  760.3  806.7 
        
 
The profit and loss reserve includes recognised losses of £96.3m (2011: £60.1m) less deferred taxation of 
£26.6m (2011: £23.3m) in respect of pension scheme liabilities of the group pension fund. 
 

 Called 
up share 

capital 

£m

Share 
premium 

 
£m

 Profit 
and loss 
account 

£m 

Total 
 
 

£m 

    

At 1 April 2010 0.1  46.3  763.9  810.3 
Profit after tax -  -  32.0  32.0 
Dividends paid -  -  (77.1) (77.1)
Actuarial gain on pension scheme -  -  48.6  48.6 
Movement on deferred tax relating to pension asset -  -  (18.5) (18.5)
Movement on current tax relating to pension asset -  -  4.1  4.1 
At 31 March 2011 0.1  46.3  753.0  799.4 
 
 
6  Reconciliation of operating profit to net cash inflow from operating activities 
 
 2012 

£m 
 2011 

(Restated)* 
£m 

Continuing operations    

Operating profit  271.6  191.5 
Depreciation charge 206.8  185.8 
Difference between pension charge and cash contributions  (0.8)  0.8 
Amortisation of grants and contributions (2.7)  (2.7)
(Decrease)/increase in environmental provision (0.1)  0.6 
Increase in deferred revenue due after one year -  - 
Increase in stocks (0.3)  (0.4)
(Increase)/decrease in debtors (1.0)  76.3 
Increase in creditors 13.6  10.5 

    
Total net cash inflow  from operating activities 487.1  462.4 
 


