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Business overview 
 
Highlights 
 

• Recorded 417 consecutive days without a serious injury reportable to the Health and Safety 
Executive 

• A 21 per cent improvement in our Service Incentive Mechanism score 
• Submitted our five-year Business Plan for 2015–20 to Ofwat  
• Maintained an industry-leading position on leakage 
• Invested £415.5 million as part of our £1.8 billion capital investment programme for 2010–15 
• Officially opened our £300 million wastewater scheme to bring cleaner seas to Sussex 
• Achieved a 22 per cent reduction in pollution incidents. 
 

Matthew Wright, Chief Executive of Southern Water Services Ltd, said: 
 
Following the extremes of drought and flooding in 2012–13, our region endured the wettest winter on record 
this year. Between December and February, the South East received more than 260 per cent of historical 
average rainfall and recorded unprecedented levels of groundwater. This impacted severely on many of our 
customers, who experienced extensive flooding in streets, homes and gardens. 
 
I would like to thank those customers who were affected for their patience and understanding during such a 
difficult time when the sewer network was inundated with millions of litres of water it was not designed to 
deal with. We worked hard to keep the sewers flowing for the vast majority of customers and protect their 
homes and businesses. I am grateful to the many staff who volunteered to work long hours, particularly over 
Christmas, to mobilise tankers and pumps, keep customers informed and restore sites which had lost power. 
 
Our work formed part of a multi-agency response with local authorities and the Environment Agency, who 
are responsible for managing river, surface water and groundwater flooding. Working in collaboration was 
key to our two major achievements this year: Improving our service for customers and developing a  
£3.2 billion Business Plan for 2015–20 to deliver our customers’ priorities in the future. 
 
Financial performance 
 
• Turnover increased by 3.5 per cent to £806.2 million (2012–13: £778.7 million). This principally relates to 

the tariff increase on metered and unmetered income of 5.1 per cent. This increase was offset by 
reduced income from customers switching from an unmetered supply to a metered supply principally as 
a result of our metering programme 

• Operating costs, excluding depreciation and exceptional items, increased by 3.0 per cent to £246.5 
million (2012–13: £239.4 million). The 2012–13 costs were reduced by a one-off pension curtailment 
non-cash gain of £9.0 million. The major cost increases incurred this financial year were due to inflation 
and higher bad debt charges. We achieved efficiencies through improved business processes, contract 
re-negotiations, power efficiencies and changes to the final salary pension scheme  

• Depreciation increased by 10.1 per cent to £234.9 million (2011–12: £213.4 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 before exceptional items for 2013–14 decreased by 1.8 per cent from £331.0 million in 
the previous year to £325.0 million 

• As a result of the wettest winter on record, we incurred significant additional costs for pumping and 
tankering to alleviate flooding and to ensure we continued to serve our customers. The £18.8 million 
costs associated with this have been recorded as an exceptional item  

• Profit after taxation for the year amounted to £169.8 million (2012–13: £156.9 million)  
• The directors have again not declared a final dividend for 2013–14 (2012–13: £nil) 
• £415.5 million was invested to deliver new and improved water supply and wastewater treatment across 

Kent, Sussex, Hampshire and the Isle of Wight. 
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Business overview(continued) 
 
Health and safety 
 
In an industry-leading performance, we achieved the longest period in our history without a reportable injury 
to a member of our staff. We recorded 417 consecutive days without a RIDDOR – a serious injury which 
must be reported to the Health and Safety Executive. This is believed to be a first for the water industry and 
is the result of great focus by our staff on safety at work. 
 
For the 15th consecutive year, we achieved the Royal Society for the Prevention of Accidents gold level 
award and were recognised with an Order of Distinction – the first water company to receive such an 
accolade. 
 
Customer service 
 
Despite the challenges presented by the weather, we continued to improve our performance and deliver 
better services to customers in 2013–14. This was evidenced by a 21 per cent improvement in our Service 
Incentive Mechanism (SIM) score, the measure used by our economic regulator Ofwat to track customer 
service in the water industry. 
 
We achieved our SIM target score of 75 out of 100 following a commitment last year to make improvements 
and provide customers with the service they expect, even when faced with the challenges of droughts and 
floods. This improvement is due to a turnaround plan, which included better training, recruiting the right staff 
for the job, reviewing processes and listening more effectively to customers. However, we recognise that we 
have further improvements to make. 
 
Staffing levels increased to support extended hours in the contact centre, making it easier for customers to 
call us in the evenings and at weekends. Work also progressed on a £13 million upgrade to our billing 
system, which is scheduled to go live later this year and will enable customers to access their accounts 
online for the first time. 
 
We launched our new-look bill after more than a year of research with customers and contact centre agents 
while new services introduced on our website included Live Chat, which enables customers to discuss their 
queries online with our staff. We also joined Twitter during the year, opening up a new communication 
channel for us to share information with our customers and for them to contact us. 
 
From our contact centre agents and meter readers to sewer operatives and leak detectors, we have focused 
on delivering a better service and we are committed to driving further improvements in the coming years as 
this work continues. 
 
Planning for the future 
 
Our £3.2 billion Business Plan for 2015–20 was developed in 2013 following widespread engagement with 
our customers and interest groups over the past two years. During the largest consultation programme we 
have undertaken, we gathered the views of more than 27,000 customers to shape both the Business Plan 
and our 25-year Water Resources Management Plan. 
 
The Business Plan, which sets out our investment and the level of customer bills for 2015–20,  
is based on the six priorities which customers say are most important to them. Within these priorities, we 
have committed to 26 promises on what we will deliver in the future and, through these, we are confident we 
can deliver an industry-leading service for customers.  
 
When developing the plan, we were conscious of the current economic pressures and recognised that, as a 
provider of essential services, it is vital to keep bills as low as possible. Accordingly, we have set ourselves 
the challenge of incorporating nearly £200 million of efficiency savings into the plan in order to guarantee 
that bills rise by less than inflation until 2020. This compares with an increase of nine per cent above inflation 
in 2010–15. 
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Business Overview (continued) 
 
Planning for the future (continued) 
 
To prepare for the introduction of competition to the non-household sector in 2017, the plan was developed 
in four elements which separate the retail and wholesale sides of the business – household retail services, 
non-household retail services, wholesale water services and wholesale wastewater services. 
 
We published a draft of the plan for consultation and were pleased that more than 90 per cent of customers 
supported our proposals. A significant minority asked us to do more to keep bills affordable and we 
addressed this feedback in the final plan submitted to Ofwat in November 2013. 
 
During 2013–14, we also published our 25-year Water Resources Management Plan, which sets out how we 
plan to secure healthy, reliable drinking water for homes and businesses across the South East between 
2015 and 2040. It is based on new modelling to secure a more resilient water supply which is able to 
withstand more severe droughts 
 
Leakage 
 
We continued to deliver one of the lowest levels of leakage per property of water and wastewater 
companies, working around the clock to find and repair leaks on our 13,753 kilometre network of water 
mains. 
 
We beat the target set by Ofwat by four million litres of water each day, helped by the milder conditions over 
the winter. The level was slightly higher than the record low we achieved in 2012–13 when we put extra 
focus on tackling leaks during the drought. 
 
Our sophisticated water meters automatically detect leaks on customers’ supply pipes. During the year, leaks 
were found in 147 properties where meters were installed and, in many cases, free repairs were carried out. 
We recorded 1,517 burst mains during the year, one of the lowest levels in the past 10 years. We also 
replaced 28 kilometres of water mains to help reduce the number of bursts. 
 
Investment 
 
We recorded good results against other targets during the year, supported by an investment of £415.5 
million. This spend formed part of our current £1.8 billion capital investment programme for 2010–15 and 
included £88 million to enhance wastewater treatment, £35 million on increasing the capacity of our network, 
£185 million on maintenance work on our above-ground assets, £30 million to enhance water supply works 
and £77 million on maintenance work on our sewer and water main networks.  
 
A new treatment tank the length of 10 double-decker buses was built as part of a £25 million investment at 
Millbrook Wastewater Treatment Works in Southampton to help protect the water quality of the Solent. 
A £9 million upgrade at Morestead Road Wastewater Treatment Works in Winchester, Hampshire, was 
completed while, in Kent, we started a £5 million project to increase the capacity at Whitewall Creek 
Wastewater Treatment Works to cater for housing growth. In West Sussex, an £8 million maintenance 
scheme got under way at East Worthing Wastewater Treatment Works to reduce the risk of flooding in the 
area and improve operations at the site.  
 
We invested more than £30 million in improvements to water supply works during 2013–14. This included 
upgrades to wells and boreholes, service reservoirs and water supply works. We also flushed 155 kilometres 
of mains and cleaned 28 service reservoirs, which store water underground before it is pumped to 
customers’ taps. 
 
Our scheme to bring cleaner seas to Sussex, one of the largest investment projects we’ve ever undertaken, 
was officially opened during the year and was named Major Civil Engineering Project of the Year in the 
British Construction Industry Awards, beating projects such as the London 2012 Olympic Park. The £300 
million project included a new treatment works with a green roof at Peacehaven, two pumping stations, an 11 
kilometre sewer tunnel and 2.5 kilometre sea outfall. It is the UK’s last major scheme to ensure that 
wastewater treatment meets Urban Wastewater Treatment Directive standards.  
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Business Overview (continued) 
 
General 
 
Despite the wettest winter on record, we achieved stable performance across all four of our service areas – 
water infrastructure (including water mains and reservoirs), water non-infrastructure (water treatment works), 
wastewater infrastructure (sewers) and wastewater non-infrastructure (wastewater treatment works and 
pumping stations). The latter improved from ‘marginal’ in the previous year. 
 
Amid the heavy rain and flooding, the number of pollution incidents in our region fell by 22 per cent in 2013. 
We recorded a total of 320 incidents, with serious events falling to nine, and were recognised by the 
Environment Agency as one of only two water companies with fewer serious pollution incidents during the 
year. 
 
Every beach in our region met European standards for bathing water quality in 2013, with all 83 bathing 
waters achieving the European ‘mandatory’ rating during weekly sampling carried out by the Environment 
Agency between May and September. Nearly 88 per cent also passed the tighter ‘guideline’ standard, 
compared with 70 per cent in the previous year. 
 
The drinking water we supplied to more than two million people continued to be of the highest quality and we 
achieved an overall rating of 99.94 per cent, a step closer to our long-term target of 100 per cent compliance. 
For the first time, we achieved a rating of 100 per cent in our Disinfection Control Index. This success follows 
a £70 million investment in water treatment processes in recent years, including more checks on the quality 
of water we put into supply. 
 
Metering is an important part of our long-term plans to secure water resources for the future and we 
continued our programme to install them for the majority of our customers. By 2015, when the five-year 
programme comes to an end, we expect nearly 30 million litres of water to be saved each day thanks to our 
customers being more water efficient. The total number of meters fitted and brought on charge under our 
five-year programme reached 326,768 at 31 March 2014. 
 
Other achievements during the year included being awarded the Carbon Trust Standard in recognition of our 
efforts to measure, manage and improve our carbon efficiency. It is the third time we have earned the 
standard for our on-going efforts to reduce our impact on the environment. We also increased our overall 
score in the Business in the Community charity’s rating for our community, workplace, marketplace and 
environment work, achieving three stars and an above-average score in its index. 
 
People 
 
We have strengthened our in-house capabilities to bring more skills back into the business as we prepare to 
deliver the 26 promises we have made to our customers in our Business Plan for 2015–20. 
 
As a major employer in the South East, we support thousands of jobs – more than 2,000 directly and many 
more through our contractors. Delivery of the £3.2 billion plan will continue this legacy of stable employment 
in our region. We also remain committed to training and development. 
 
Conclusion 

We achieved some good results during the year, improving our performance and delivering better services to 
customers. We will continue to build on this through our Business Plan for 2015–20.  
 
The plan was developed from the most extensive programme of customer engagement and research we 
have ever undertaken. More than 27,000 customers and nearly 450 community representatives took the time 
to take part in consultations as we planned our services for the next five years.  
 
Without their views, we would not have been able to identify the priorities which are most important to our 
customers and develop the 26 promises we are confident will deliver continuous improvement in the years to 
come. 
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Profit and loss account 
For the year ended 31 March 2014 
 
 Note 

 
 2014 

£m 
  2013 

£m 
    
Turnover    806.2   778.7 
      
Cost of sales      
- before exceptional item  (452.0)  (425.3)  
- exceptional item  (18.8)  -  
Cost of sales including exceptional item   (470.8)  (425.3)
      
Gross profit    335.4  353.4 
      
Administrative expenses    (29.4)   (27.5)
       
Other operating income   0.2   5.1 
      
Operating profit    306.2  331.0 
      
Profit on disposal of fixed assets    0.5  1.0 
      
Profit on ordinary activities before interest 
and taxation  

 
306.7 

 
332.0 

      
Interest payable and similar charges 2  (229.0)  (211.8)
Interest receivable and similar income 2  61.8  58.9 
      
Profit on ordinary activities before 
taxation   139.5  179.1 

      
Tax on profit on ordinary activities 3  30.3  (22.2)
      
Profit for the financial year   169.8   156.9 

   
    

    
    
      
    

 
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 2014 
 
 Note 2014 

£m 
 2013 

£m 
     
Profit for the financial year  169.8  156.9 
 
Actuarial profit/(loss) recognised in the pension scheme 

  
3.1 

  
(7.3)

Movement on deferred tax relating to pension deficit  (2.2)  1.2 
Total recognised gains/(losses) for the year  170.7  150.8 
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Balance sheet 
As at 31 March 2014 
 

 
 

 
Note 

2014 
£m 

 2013 
£m 

Fixed assets     
Tangible assets   4,432.0  4,264.3 
Investments  29.2  29.2 

  4,461.2  4,293.5 
     

Current assets     
Stocks  2.0  1.5 
Debtors: amounts falling due within one year  198.0  416.6 
Debtors: amounts falling due after more than one year  812.3  812.3 
Cash at bank and in hand  135.5  139.9 
  1,147.8  1,370.3 
     
Creditors: amounts falling due within one year  (300.6)  (505.9)
Net current assets  847.2  864.4 
     
Total assets less current liabilities  5,308.4  5,157.9 
     
Creditors: amounts falling due after more than one year  (3,836.4)  (3,767.5)
     
Provision for liabilities      
Environmental obligations  (0.5)  (0.8)
Deferred taxation  (314.2)  (356.8)
     
Grants and contributions  (43.8)  (46.4)
     
Net assets excluding pension deficit  1,113.5  986.4 
     
Pension deficit  (72.3)  (72.1)
     
Net assets   1,041.2  914.3 
     
Capital and reserves     
Called up share capital 5 0.1  0.1 
Share premium 5 46.3  46.3 
Profit and loss account 4/5 994.8  867.9 
     
Total shareholder’s funds   1,041.2  914.3 
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Cash flow statement  
for the year ended 31 March 2014 
 

  
 

Notes 

      
2014 

£m 

   
2013 

£m 
    

Net cash inflow from operating activities  6 543.3  499.8 
     
Returns on investments and servicing of finance     
Interest received  62.2  58.5 
Interest paid   (141.1)  (129.7)
Preference share dividends  (11.5)  (10.6)
Net cash outflow from returns on investments and servicing of finance (90.4)  (81.8)
     
Taxation  (22.9)  (13.7)
     
Capital expenditure and financial investment     
Purchase of tangible fixed assets  (382.0)  (360.1)
Receipt of grants and contributions  9.9  10.1 
Sale of tangible assets  0.3  0.6 
Movement on loan to subsidiary  (15.9)  (227.1)
Net cash outflow for capital expenditure and financial investment (387.7)  (576.5)
     
Equity dividends paid  (43.8)  (43.2)
     
Net cash outflow before financing  (1.5)  (215.4)
     
Financing     
Increase in borrowings   -  300.0 
Repayment of loans   (2.8)   (15.4)
Issue costs of new loans   (0.1)   (4.7)
Net cash (outflow)/inflow from financing  (2.9)  279.9 
     
(Decrease)/increase in cash (4.4)  64.5
     
Reconciliation to net debt     
Net debt at beginning of year  (3,651.5)  (3,612.8)
(Decrease)/increase in cash  (4.4)  64.5 
Short-term loan to subsidiary  (247.5)  247.5 
Movements in borrowings  252.8  (284.6)
Debt issue costs  0.2   4.7 
Other non cash changes  (72.5)  (70.8)
     
Net debt at end of year  (3,722.9)  (3,651.5)
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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 2014, or for the year ended 31 March 2013, 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 2014, 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 2013 have been delivered to the Registrar of 
Companies. The statutory financial statements for the year ended 31 March 2014 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 2014. 

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 

 2014 
£m 

 2013 
£m 

Interest payable and similar charges   
Interest payable on other loans 8.9  7.2
Interest paid to group companies 134.1  123.1
Indexation 72.1  76.9
Amortisation of issue costs 10.2  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  2.4  1.5
Dividends on preference shares - see note below 11.5  10.6
Total interest payable and similar charges 229.0  211.8
    
Interest receivable and similar income    
Interest receivable from Southern Water Services Group Limited 56.9  56.9
Deposit interest receivable 4.9  2.0
Total interest receivable 61.8  58.9
   

Class A1 preference share dividends amounted to £40 per share and Class B £70 per share totalling £9.0 
million (2012–13: £9.0 million).  

A dividend due to the Class A2 preference shareholders of £77.23 (2012-13:£49.68) per share totalling £2.5 
million (2012–13: £1.6 million) was declared and settled in the year at base value plus an amount for out-
performance in the year ended 31 March 2013. 
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Notes to the preliminary results (continued) 

3  Tax on profit on ordinary activities 

 2014 
£m 

 2013 
£m 

Current tax:    
UK corporation tax on profits for the year 9.3             9.3 
Adjustment in respect of prior years 1.7  (0.7)
Total current  tax 11.0             8.6 
 
Deferred tax: 

   

Origination and reversal of timing differences 16.2           24.3 
Adjustment in respect of prior years (11.7)             (1.5)
Pension cost relief in excess of pension charge 0.1  5.9 
Effect of corporation tax rate change (47.1)  (15.5)
Impact of rate change on pension charge 1.2  0.4 
Total deferred tax (41.3)             13.6 
    
Total tax on profit on ordinary activities (30.3)  22.2 

 
The tax assessed for the year is different to the standard rate of corporation tax in the UK (23 per cent) due 
to the following factors: 

 2014 
£m 

 2013 
£m 

Profit on ordinary activities before tax 139.5  179.1 
Current tax:    
UK corporation tax on profits for the year at 23 per cent (2012-13: 24 per cent) 32.1           43.0 
Adjustment in respect of prior years 1.7  (0.7)
Pension cost relief in excess of pension charge (0.1)            (5.9)
Group relief received (12.1)    (13.1)
Permanent differences 5.7             9.6 
Tax charge on ordinary activities 27.3           32.9 
Timing differences (16.3)          (24.3)
Current tax charge for year 11.0             8.6 

 
Factors that may affect future tax charges: 

On 20 March 2013 the UK Government announced a reduction in the main rate of corporation tax from 23 
per cent to 21 per cent effective from 1 April 2014 and to 20% effective from 1 April 2015. These rate 
changes were enacted in the Finance Bill 2013 during the period, and deferred tax balances have been 
calculated using these reduced rates. A £47.1 million 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 
£1.2 million in the profit and loss account and £1.5 million 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.      
 
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. 
 
Deferred tax liabilities have not been discounted. 
 
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 
 

 2014
£ per 

ordinary 
share

2013 
£ per 

ordinary 
share

 
 

2014 
£m 

  
 

2013 
£m

Ordinary shares   
Interim dividend – Q1 195.48 192.94 11.0  10.8
Interim dividend – Q2 195.48 192.94 11.0  10.8
Interim dividend – Q3 195.47 192.94 10.9  10.8
Interim dividend – Q4   195.47 192.94 10.9  10.8
   
Total interim dividend 781.90 771.76 43.8  43.2
   
Final dividend  - - -  -
   
Total ordinary dividend 781.90 771.76 43.8  43.2
        

 
The directors do not recommend payment of a final dividend for 2013–14 (2012–13 £nil). 
 
The interim dividends totalling £43.8 million are paid to Southern Water Services Group Limited (SWSG). 
These dividends, along with associated group tax relief, enable SWSG to pay the interest of £56.9 million 
due to Southern Water Services Limited on an inter-company loan. 
 
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 2013 0.1 46.3  867.9  914.3 
Profit after tax -  -  169.8 169.8 
Dividends paid -  -  (43.8) (43.8)
Actuarial gain on pension scheme -  -  3.1 3.1 
Movement on deferred tax relating to pension asset -  -  (2.2) (2.2)
At 31 March 2014 0.1 46.3  994.8  1,041.2 
        
 
The profit and loss reserve includes recognised losses of £90.4 million (2012–13: £93.7 million) less deferred 
taxation of £18.1 million (2012–13: £21.6 million) 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 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 
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Notes to the preliminary results (continued) 
 
6  Reconciliation of operating profit to net cash inflow from operating activities 
 
 2014 

£m 
 2013 

£m

Continuing operations   

Operating profit  306.2 331.0 
Depreciation charge 237.8 216.2 
Difference between pension charge and cash contributions (2.7) (11.4)
Amortisation of grants and contributions (2.9)  (2.8)
Decrease in environmental provision (0.3) - 
(Increase)/decrease in stocks (0.4) 0.4 
Increase in debtors (15.8) (25.8)
Increase/(decrease) in creditors 21.4 (7.8)

Total net cash inflow from operating activities 543.3 499.8 
 


