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Highlights

• Best ever health and safety performance

• Leakage reduced to a record low level, beating our Ofwat target by nine million litres a day

• £380.0 million was invested during 2012-13 to deliver new and improved water supply and 
wastewater treatment infrastructure

• Updated our 25-year Water Resources Management Plan and Strategic Statement, consulting 
extensively with our customers and stakeholders to incorporate their views and priorities 

• Laid the foundations for our five-year Business Plan, again talking to our customers and taking their 
priorities into account

• Our £300 million scheme to bring cleaner seas to Sussex entered the final phase of testing

• We have now installed more than 215,000 meters as part of our five-year programme to install 
500,000 water meters.

Matthew Wright, Chief Executive Southern Water Services Ltd, said:

During 2012-13, we and our customers faced some of the driest weather on record followed by some of the 
wettest. We started 2012 in drought, with water restrictions in place in Sussex and Kent, and ended the year 
mobilising tankers and pumps to deal with flooding caused by unprecedented levels of rain and groundwater.

These extremes in weather have reinforced the importance of our plans to invest in our water and 
wastewater networks to ensure they meet the challenges of our changing climate in the future and can 
continue to deliver a reliable service for our customers.

We are committed to keeping our customers’ needs at the heart of our operations and planning to ensure we 
can deliver the service they expect from us in the 21

st
century. During the year, we talked extensively with 

our customers and stakeholders to incorporate their views in our Water Resources Management Plan, 
Strategic Statement and 2015-20 Business Plan.

Financial performance

• Turnover increased by 8.7 per cent to £778.7 million (2011-12: £716.2 million). This principally relates to 
the tariff increase on metered and unmetered income of 8.8 per cent. Water consumption during the year 
fell by approximately four per cent, reducing income by approximately £12 million and this reduction was 
largely offset by income from properties previously believed to be empty and for which occupiers have 
now been identified and charged.

• Operating costs, excluding depreciation, decreased by 0.5 per cent to £239.4 million (2011-12: £240.6 
million). We achieved efficiencies through improved business processes, contract re-negotiations and 
changes to the final salary pension scheme. These efficiencies offset cost increases incurred because of 
inflation and responding to the adverse weather conditions.

• Depreciation increased by 4.6 per cent to £213.4 million (2011-12: £204.1 million) as a result of the 
continuing significant capital investment programme and an increase in the infrastructure renewals
charge, reflecting the greater level of capital expenditure on infrastructure assets. 

• Operating profit for 2012-13 increased from £271.6m in the previous year to £331.0m, a 21.9 per cent
increase.

• Profit after taxation for the year amounted to £156.9 million (2011-12: £79.9 million). 

• The directors have not declared a final dividend for 2012-13 (2011-12: £nil).

• £380.0 million 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.
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Health and safety

The health and safety of all our customers, employees and contractors is of the utmost importance. We 
achieved our best health and safety performance during the year and outperformed 2011-12, which was our 
previous record for the lowest number of safety-related injuries. This achievement included our lowest rate of 
0.20 RIDDOR (Reporting of Injuries, Diseases and Dangerous Occurrences Regulations) injuries per 100 
full-time employees and key contractors. We also had a three-month period with no incidents for our staff.

For the fifth year running, we were presented with the Royal Society for the Prevention of Accidents (RoSPA) 
President’s Award. This is given to companies that demonstrate outstanding performance in health and 
safety at work by achieving 10 or more consecutive RoSPA Gold Awards. We reached the Gold RoSPA 
standard for the 14

th
year in a row and several of our contractors were also recognised with RoSPA awards.

More than 100 people attended our health and safety conference for office-based staff. The conference,
which focused, on health and well-being, was supported by a range of partners, including local NHS trusts 
and the British Heart Foundation. About 200 employees and contractors also attended a supply chain 
conference on innovation, working together and sharing best practice.

Leakage

We maintained our industry-leading record on leakage at a time when we asked our customers to save water 
during the drought in the early part of the year. We continued to have the lowest level of leakage per 
property of all the main water and wastewater companies, beating our target of 90 million litres a day by nine 
million litres and delivering our best ever performance.

The milder winter weather helped us to achieve our target because we did not experience the freezing 
conditions that lead to more bursts and leaks. Leak alarms on the water meters we are installing as part of
our metering programme are also helping to reduce leakage and save water.

We also replaced 71 kilometres of ageing water mains to reduce the risk of burst pipes and leaks. 

Planning for the future

Future planning was a priority during the year. We updated our Strategic Statement, which sets out our 
customers’ priorities for their water and wastewater services in the next 25 years, and we laid the 
foundations for our five-year Business Plan, which will inform price limits for our customers for 2015-20. 

Incorporating our customers’ views into our planning is critical. Extensive research with customers and 
stakeholders helped us to develop six outcomes to deliver in the years ahead. Our work was scrutinised by 
our Customer Challenge Group, which has helped to shape and inform interaction with our customers and 
the development of our plans.

We also updated our 25-year Water Resources Management Plan to submit to Defra, the Department for 
Environment, Food and Rural Affairs. The plan is updated every five years and, this time, we used an 
innovative approach to help us plan for a more resilient water network. Historically, plans have been based 
on the most severe droughts experienced in the past. Our model allows us to plan for a wider range of, and 
more serious droughts, which could happen in the future. 

Metering programme

We have made significant progress in our five-year programme to install 500,000 water meters for 
households in Kent, Sussex and Hampshire by 2015. More than 215,000 new water meters have now been 
installed.

Metering is a key part of our long-term plans to secure water resources for the future because households 
with a meter tend to use around 10 per cent less. During the year, our meter installation teams worked in 
Worthing and Brighton and Hove in Sussex, the New Forest and north of Southampton in Hampshire, as well 
as in Gravesend in Kent.
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Nearly 60 per cent of households that have moved to metered charges under the programme have 
experienced their water bills going down. Customers whose bills increased were offered support through our 
changeover and support tariffs. These help to introduce any bill increase gradually, giving households time to 
make savings on their water use.

Help is available for those who may have genuine difficulty in paying their metered water bill, including free 
support from independent money experts IncomeMax. To date, this support has helped customers to claim 
more than £1 million in benefits and tax credits which they did not know they were entitled to or were not 
claiming previously.

Customer service

Our main purpose as a company is to deliver the service our customers expect, so we were disappointed 
with some aspects of our performance during the year. Customer service in the water industry is measured 
by the Service Incentive Mechanism (SIM), which is monitored by Ofwat. We did not always provide our 
customers with the service we would want to during the year. We received high levels of contact, partly 
because of drought and flooding, and were not always able to respond as effectively as we should have to 
customers’ queries or complaints.

We are determined to do better and have launched a ‘turnaround plan’ to ensure we deliver a rapid 
improvement in our performance. The plan includes better training, recruiting the right staff for the job, 
reviewing our processes and, above all, listening more effectively to our customers. We will focus on keeping 
our promises to our customers and helping them the first time they contact us. Restructures in our business
during 2012-13 are helping us to work more efficiently and achieve these goals. Our performance in the 
second half of the year improved and this trend has continued, and accelerated, during the early part of 
2013-14.

During the year, we talked to our customers to find out the improvements they would like us to make to our 
billing system as well as to our bills. We also redesigned our website so that it is quicker and easier for 
customers to find what they are looking for. This included introducing a Need Help? online service, which 
offers guidance and answers to hundreds of customer queries. We introduced a similar in-house tool to 
enable our staff to help customers more quickly.

Capital delivery

We are making good progress against our £1.8 billion capital investment programme for 2010-15. We 
completed all of our planned work for 2012-13, spending £380 million in the year. These included our £300 
million scheme to bring cleaner seas to Sussex, which reached the final phase of testing and will be 
commissioned during 2013-14. The main site at Peacehaven now meets the requirements of the 
Environment Agency’s Environmental Permit, which became effective on 31 March 2013. 

We also completed a £14 million scheme to replace 48 kilometres of old water mains in Chatham, Kent, and 
invested more than £10 million to renovate 22 kilometres of sewers and replace nearly six kilometres of 
risings mains.

People

Our staff responded in record numbers to the year’s employee survey as we strive towards our goal of 
appearing in The Sunday Times’ Best Companies to Work For list. The headline results show an increase in 
how engaged our people feel and we want to build on this. 

General

Our investment during the year helped us to maintain stable performance across three of our service areas –
water infrastructure (including water mains and reservoirs), water non-infrastructure (water treatment works) 
and wastewater infrastructure (sewers). 
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Our rating for wastewater non-infrastructure (wastewater treatment works and pumping stations), slipped to 
marginal from stable because of issues in operating new technology to remove iron from the wastewater we 
recycle. We have put an action plan in place to improve. 

An area of focus for our Business Plan is the development of a wastewater network that will cope with the 
effects of more extreme wet weather. With groundwater levels at a record high at the end of the year, some 
of our sewer networks and pumping stations were overwhelmed by rain. 

In the short term, our operational and customer service teams worked round the clock to support our 
customers, keep the network flowing and minimise the risk of pollution from sewer flooding. We also 
allocated £4 million for investment in support schemes for the worst affected areas. In the long term, we want 
to further develop our partnership with the Environment Agency and councils, which will take the lead on 
surface water management plans, to tackle the causes of flooding in our catchments.

Mitigating our impact on the environment remains a priority and we met our target to reduce pollution 
incidents, with serious incidents falling by more than 50 per cent. We continued to work to our environmental 
management system, which is certified to ISO 14001.

We achieved a silver award in our first application to be listed by the Business in the Community charity for 
our corporate responsibility performance against criteria in the workplace, marketplace, community and 
environment.

Conclusion

In what was a particularly challenging year because of the weather, we achieved some good results against 
our targets. 

As we plan for the future, we are determined to put our customers at the heart of our business. We have 
taken significant steps to address areas for improvement and will continue to do so moving forward. We will 
also ensure we continue to listen to our customers’ views as we develop our plans to meet their needs and 
their priorities. 
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PROFIT AND LOSS ACCOUNT
For the year ended 31 March 2013

Note 2013
£m

2012
£m

Turnover 778.7 716.2

Cost of sales (425.3) (417.3)

Gross profit 353.4 298.9

Administrative expenses (27.5) (27.4)

Other operating income 5.1 0.1

Operating profit 331.0 271.6

Profit on disposal of fixed assets 1.0 1.2

Profit on ordinary activities before interest 
and taxation 332.0 272.8

Interest payable and similar charges 2 (211.8) (250.2)
Interest receivable and similar income 2 58.9 62.3

Profit on ordinary activities before 
taxation

179.1 84.9

Tax on profit on ordinary activities 3 (22.2) (5.0)

Profit on ordinary activities after taxation 156.9 79.9

The above results relate to continuing operations. 

There is no difference between the profit on ordinary activities before taxation for the years as stated above 
and their historical cost equivalents.
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STATEMENT OF TOTAL RECOGNISED GAINS AND LOSSES 
For the year ended 31 March 2013

Note 2013
£m

2012
£m

Profit on ordinary activities after taxation 156.9  79.9

Actuarial loss recognised in the pension scheme (7.3) (40.0)
Movement on deferred tax relating to pension deficit 1.2  9.5
Total recognised gains for the year 150.8  49.4
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BALANCE SHEET
As at 31 March 2013

Note
2013

£m
2012

£m

Fixed assets
Tangible assets 4,264.3 4,109.5
Investments 29.2 29.2

4,293.5 4,138.7

Current assets
Stocks 1.5 1.9
Debtors: amounts falling due within one year 416.6 163.5
Debtors: amounts falling due after more than one year 812.3 812.3
Cash at bank and in hand 139.9 75.4

1,370.3 1,053.1

Creditors: amounts falling due within one year (505.9) (250.6)
Net current assets 864.4 802.5

Total assets less current liabilities 5,157.9 4,941.2

Creditors: amounts falling due after more than one year (3,767.5) (3,666.5)

Provision for liabilities 
Environmental obligations (0.8) (0.8)
Deferred taxation (356.8) (349.6)

Grants and contributions (46.4) (47.9)

Net assets excluding pension deficit 986.4 876.4

Pension deficit (72.1) (69.7)

Net assets 914.3 806.7

Capital and reserves
Called up share capital 5 0.1 0.1
Share premium 5 46.3 46.3
Profit and loss account 4/5 867.9 760.3

Total shareholder’s funds 914.3 806.7
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CASH FLOW STATEMENT 
for the year ended 31 March 2013

Notes
 2013

£m

 2012

£m

Net cash inflow from operating activities 6 499.8 487.1

Returns on investments and servicing of finance
Interest received 58.5 59.7
Interest paid (129.7) (129.5)
Preference share dividends (10.6) (10.9)
Net cash outflow from returns on investments and servicing of finance (81.8) (80.7)

Taxation (13.7) (23.2)

Capital expenditure and financial investment
Purchase of tangible fixed assets (360.1) (466.0)
Receipt of grants and contributions 10.1 11.7
Sale of tangible assets 0.6 0.9
Movement on loan to subsidiary  (227.1) (14.8)
Net cash outflow for capital expenditure and financial investment (576.5) (468.2)

Equity dividends paid (43.2) (42.1)

Net cash outflow before financing (215.4) (127.1)

Financing
Increase in borrowings  300.0 50.0
Repayment of loans  (15.4) (19.5)
Issue costs of new loans  (4.7)  -
Net cash inflow from financing 279.9  30.5

Increase/(decrease) in cash 64.5 (96.6)

Reconciliation to net debt
Net debt at beginning of year (3,612.8)  (3,373.2)
Increase/(decrease) in net cash  64.5  (96.6)
Short term loan to subsidiary  247.5  -
Movements in borrowings (284.6)  (30.5)
Debt issue costs  4.7  -
Other non cash changes (70.8)  (112.5)

Net debt at end of year (3,651.5) (3,612.8)



Southern Water Services Limited
Preliminary Results for the year ended 31 March 2013

9

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 2013, or for the year ended 31 March 2012, 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 2013, 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 2012 have been delivered to the Registrar of 
Companies. The statutory financial statements for the year ended 31 March 2013 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 2013

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

2013
£m

2012
£m

Interest payable and similar charges
Interest payable on other loans 7.2 5.5
Interest paid to group companies 123.1 121.3
Indexation 76.9 113.5
Amortisation of issue costs 2.7 2.7
Amortisation of gilt lock proceeds (0.1) (0.1)
Amortisation of deferred credits (9.8) (9.8)
Amortisation of bond premium (0.6) (0.6)
Amortisation of discount 0.3 0.3
Other finance expense (note 22) 1.5 -
Dividends on preference shares - see note below 10.6 17.4
Total interest payable and similar charges 211.8 250.2

Interest receivable and similar income
Interest receivable from Southern Water Services Group Limited 56.9 56.9
Deposit interest receivable 2.0 2.4
Other finance interest (note 22)  - 3.0
Total interest receivable 58.9 62.3

Class A1 preference share dividends amounted to £40 per share and Class B £70 per share totalling £9.0m 
(2011-12: £9.6m). 

A dividend due to the Class A2 preference shareholders of £1.6m (2011-12: £7.8m) was declared and 
settled in the year at base value plus an amount for out-performance in the year ended 31 March 2012.
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Notes to the preliminary results (continued)

3 Tax on profit on ordinary activities

2013
£m

2012
£m

Current tax:
UK corporation tax on profits for the year  9.3 50.5
Adjustment in respect of prior years (0.7)  1.6

 8.6 52.1
Deferred tax:
Origination and reversal of timing differences  24.3 (20.4)
Adjustment in respect of prior years  (1.5) (3.8)
Pension cost relief in excess of pension charge 5.9 4.9
Effect of corporation tax rate change (15.5) (29.1)
Impact of rate change on pension charge 0.4 1.3
Total deferred tax  13.6 (47.1)

Total tax on profit on ordinary activities 22.2  5.0

The tax assessed for the year is different to the standard rate of corporation tax in the UK (24%) due to the 
following factors:

2013
£m

2012
£m

Profit on ordinary activities before tax 179.2  84.9

Current tax:
UK corporation tax on profits for the year at 24% (2011-12: 26%)  43.0  22.1
Adjustment in respect of prior years (0.7)  1.6
Pension cost relief in excess of pension charge  (5.9) (4.9)
Group relief received  (13.1) -
Permanent differences  9.6 12.9
Tax charge on ordinary activities  32.9 31.7
Timing differences  (24.3) 20.4
Current tax charge for year  8.6 52.1

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 24% 
to 23% effective from 1 April 2013. The rate change was enacted in Finance Bill 2012 during the period, and 
deferred tax balances have been calculated using the new rate of 23%. A £15.5m 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 £0.4m in the profit and loss account and £0.5m 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 announced further reductions in the main tax rate to 21% from 1 April 2014 and 
20% from 1 April 2015. If enacted these rate reductions are expected to have a similar impact on the 
financial statements as outlined above, 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.

The company pays group relief in full to Southern Water Services Group Limited and at a reduced rate of ten 
pence in the pound for certain losses in other group companies.
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Notes to the preliminary results (continued)

4 Dividends per share

2013
£ per 

ordinary 
share

2012
£ per 

ordinary 
share

2013
£m

2012
£m

Ordinary shares
Interim dividend – Q1 192.94 187.86 10.8 10.5
Interim dividend – Q2 192.94 187.86 10.8 10.5
Interim dividend – Q3 192.94 187.86 10.8 10.6
Interim dividend – Q4  192.94 187.86 10.8 10.5

Total interim dividend 771.76 751.44 43.2 42.1

Final dividend – prior year - - - -

Total ordinary dividend 771.76 751.44 43.2 42.1

The directors do not recommend payment of a final dividend for 2012-13 (2011-12 £nil).

The interim dividends totalling £43.2m 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 inter-company loan as disclosed in note 2.
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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 2012 0.1  46.3 760.3 806.7
Profit after tax - - 156.9 156.9
Dividends paid - - (43.2) (43.2)
Actuarial loss on pension scheme - - (7.3) (7.3)
Movement on deferred tax relating to pension asset - -  1.2  1.2
At 31 March 2013 0.1 46.3 867.9 914.3

The profit and loss reserve includes recognised losses of £93.7m (2011-12: £96.3m) less deferred taxation 
of £21.6m (2011-12: £26.6m) in respect of pension scheme liabilities of the company pension fund.

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

6  Reconciliation of operating profit to net cash inflow from operating activities

2013
£m

2012
£m

Continuing operations

Operating profit  331.0 271.6

Depreciation charge 216.2 206.8

Difference between pension charge and cash contributions  (11.4) (0.8)

Amortisation of grants and contributions  (2.8) (2.7)

Decrease in environmental provision - (0.1)

Decrease/(Increase) in stocks  0.4 (0.3)

Increase in debtors  (25.8) (1.0)

(Decrease)/Increase in creditors (7.8) 13.6
Total net cash inflow  from operating activities 499.8 487.1


