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Profit and Loss Account and Other Comprehensive Income
for the year ended 31 March

       2018 2017
      Note £000 £000

Turnover      2 64,970 64,683
Operating costs      3 (45,085) (43,471)

Operating profit       19,885 21,212
Gain on sale of non-household customer accounts    3 2,000 –
Net interest payable and similar charges     5 (12,077) (9,214)
Other interest receivable and similar income    6 718 940

Profit before tax       10,526 12,938
Taxation on profit      7 (1,061) (427)

Profit for the year       9,465 12,511

Other comprehensive income
Remeasurement of deferred benefit asset     9 (5,471) 116

Other comprehensive income for the year, net of tax     (5,471) 116

Total comprehensive income for the year     3,994 12,627

Statement of Changes in Equity
for the year ended 31 March 2017

      Called up Profit
      Share and Loss Total
      Capital Account Equity
      £000 £000 £000

Balance at 1 April 2016      3,105 75,499 78,604

Total comprehensive income for the year
Profit for the year      – 12,511 12,511
Other comprehensive income     – 116 116

Total comprehensive income for the year     – 12,627 12,627

Transactions with owners recorded directly in equity
Dividends      – (3,600) (3,600)

Total transactions with owners     – (3,600) (3,600)

Balance at 31 March 2017      3,105 84,526 87,631

for the year ended 31 March 2018

      Called up Profit
      Share and Loss Total
      Capital Account Equity
      £000 £000 £000

Balance at 1 April 2017      3,105 84,526 87,631

Total comprehensive income for the year
Profit for the year      – 9,465 9,465
Other comprehensive income     – (5,471) (5,471)

Total comprehensive income for the year     – 3,994 3,994

Transactions with owners recorded directly in equity    
Dividends      – (5,600) (5,600)

Total transactions with owners     – (5,600) (5,600)

Balance at 31 March 2018      3,105 82,920 86,025
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      Note £000 £000

Non-current assets 
Fixed assets      10 296,691 280,713
Intangible assets      11 4,345 4,336

       301,036 285,049

Current assets
Stocks      12 745 711 
Debtors      13 20,140 20,732 
Net pension scheme asset      9 20,059 25,163 
Cash at bank and in hand      20 16,642 14,812

       57,586 61,418
Creditors: amounts falling due within one year    14 (29,623) (30,349)

Net current assets       27,963 31,069

Total assets less current liabilities      328,999 316,118
Creditors: amounts falling due after more than one year   15 (207,309) (192,948)
Provisions for liabilities
Deferred tax liability      17 (35,665) (35,539)

Net assets       86,025 87,631

Capital and reserves
Called up share capital      18 3,105 3,105
Profit and loss account       82,920 84,526

Shareholders’ funds        86,025 87,631

These financial statements were approved by the Board of directors on 02 July 2018 and signed on its behalf by: 

Jeremy Pelczer Anthony Ferrar
Chairman Managing director

Company registered number: 02447875

Balance Sheet
as at 31 March
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Cash Flow Statement
for the year ended 31 March

       2018 2017
       £000 £000

Cash flows from operating activities
Profit for the year       9,465 12,511

Adjustments for
Depreciation of tangible fixed assets      9,313 9,130
Amortisation of intangible fixed assets      412 337
Interest receivable and similar income      (641) (834)
Interest payable and similar charges      12,001 9,108
(Gains)/losses on sale of assets      (173) 50
Gain on sale of customer list      (2,000) –
Taxation       1,061 427

       19,973 18,218

Increase/(decrease) in trade and other debtors     1,882 (700)
Increase in stocks       (34) (44)
(Decrease)/increase in trade and other creditors     (586) 3,415
Increase/(decrease) in provisions and employee benefits    274 (447)
Decrease in amounts due to fellow subsidiary companies    (1,433) (1,363)

       103 861

Interest paid       (5,995) (5,918)
Tax paid       (1,004) (2,956)

Net cash from operating activities      22,542 22,716

Cash flows from investing activities
Proceeds from disposal of tangible fixed assets     489 75
Proceeds from disposal of customer list      2,000 –
Interest received       77 106
Acquisition of tangible fixed assets      (25,599) (22,563)
Acquisition of intangible fixed assets      (429) (787)

Net cash from investing activities      (23,462) (23,169)

Cash flows from financing activities
Net proceeds from loans       8,350 2,150
Dividends paid       (5,600) (3,600)

Net cash from financing activities      2,750 (1,450)

Net increase / (decrease) in cash and cash equivalents    1,830 (1,903)
Cash and cash equivalents at 1 April      14,812 16,715

Cash and cash equivalents at 31 March     16,642 14,812
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Notes to the Financial Statements

1 Basis of accounting
Sutton and East Surrey Water plc (the ‘Company’) is a private Company incorporated and domiciled in Redhill in the UK  
and is limited by shares. 

These financial statements were prepared in accordance with Financial Reporting Standard 101 Reduced Disclosure 
Framework (FRS 101). The amendments to FRS 101 (2014/15 Cycle) issued in July 2015 and effective immediately have 
been applied. In preparing these financial statements, the Company applies the recognition, measurement and disclosure 
requirements of International Financial Reporting Standards as adopted by the EU (Adopted IFRSs), but makes amendments 
where necessary in order to comply with Companies Act 2006 and has set out below where advantage of the FRS 101 
disclosure exemptions have been taken.

In these financial statements, the Company has applied the exemptions under FRS 101 in respect of the following disclosures:
• Comparative period reconciliations for share capital, tangible fixed assets and intangible assets
• Disclosures in respect of capital management
• Disclosures in respect of compensation of Key Management Personnel.

The Company’s ultimate parent undertaking, Sumisho Osaka Gas Water UK Ltd (SOGWUK), includes the Company in its 
consolidated financial statements. The consolidated financial statements of SOGWUK are prepared in accordance with IFRS 
and are available to the public from SOGWUK offices at Vintners’ Place, 68 Upper Thames Street, London EC4V 3BJ. 

The accounting policies set out below have, unless otherwise stated, been applied consistently to all periods presented in 
these financial statements.

Measurement convention
The financial statements are prepared on the historical cost basis.

Going concern
The going concern basis has been adopted for preparing the financial statements. The directors have considered the 
financial position of the Company and have concluded that it will be able to meet its liabilities as they fall due for the 
foreseeable future. For these purposes the foreseeable future is taken to mean a period of at least 12 months from the 
date of approval of these accounts.

New accounting standards
IFRS 15 ‘Revenue from Contracts with Customers’ was issued in 2014 and was endorsed by the EU in 2016, and establishes 
a comprehensive framework for determining whether, how much and when revenue is recognised. The Company will adopt 
IFRS 15 in its financial statements for the year ending 31 March 2019. The Company already recognises revenue over the 
period in which the service is delivered and therefore we do not expect IFRS 15 to have a material impact.  We have identified 
that under IFRS 15 revenue for customers with a history of non-payment will need to be de-recognised in full. After review of 
non-paying customers, it is estimated that this de-recognition is immaterial. 

IFRS 9 ‘Financial Instruments’ was issued in 2014 and was endorsed by the EU in 2016, and replaces existing financial 
instrument guidance. The Company will adopt IFRS 9 in its financial statements for the year ending 31 March 2019 and, 
while the standard will simplify the classification of financial assets for measurement purposes, it is not expected to have a 
material effect on the Company’s financial statements. IFRS 9 will require that the Company revisits its current policy of not 
providing for doubtful debt where the debt is less than six months old. After review of both unmeasured and measured debt 
and collection activity for our customers, and also taking into account the fact that the majority of measured customers pay 
by instalments, no additional provision is expected to be required.

Classification of financial instruments issued by the Company
Following the adoption of IAS 32, financial instruments issued by the Company are treated as equity only to the extent that 
they meet the following two conditions: 
• They include no contractual obligations upon the Company to deliver cash or other financial assets or to exchange financial 

assets or financial liabilities with another party under conditions that are potentially unfavourable to the Company 
• Where the instrument will or may be settled in the Company’s own equity instruments, it is either a non-derivative that 

includes no obligation to deliver a variable number of the Company’s own equity instruments or is a derivative that will  
be settled by the Company exchanging a fixed amount of cash or other financial assets for a fixed number of its own  
equity instruments.

To the extent that this definition is not met, the proceeds of issue are classified as a financial liability. Where the instrument  
so classified takes the legal form of the Company’s own shares, the amounts presented in these financial statements for called 
up share capital and share premium account exclude amounts in relation to those shares.
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1 Basis of accounting (continued)
Non-derivative financial instruments
Non-derivative financial instruments comprise investments in equity and debt securities, trade and other debtors, cash and 
cash equivalents, loans and borrowings, and trade and other creditors.

Trade and other debtors 
Trade and other debtors are recognised initially at fair value. Subsequent to initial recognition, they are measured at amortised 
cost using the effective interest method, less any impairment losses for bad debts. A bad debt provision is established by 
applying expected recovery rates to debts outstanding at the end of the accounting period. The expected recovery rate takes 
into account the age of the debt and the payment history.

Cash 
Cash and cash equivalents comprise cash balances and call deposits. 

Interest-bearing borrowings
Interest-bearing borrowings are recognised initially at fair value less attributable transaction costs. Subsequent to initial 
recognition, interest-bearing borrowings are stated at amortised cost using the effective interest method less any impairment 
losses. Amortised cost is calculated by taking into account any issue costs.

Trade and other creditors
Trade and other creditors are recognised at fair value. Subsequent to initial recognition they are measured at amortised 
cost using the effective interest method.

Turnover
Turnover represents the income receivable for services provided in the ordinary course of business excluding VAT. 
The revenue recognition policy is the same in the regulatory and statutory accounts. All water charges billed to customers, 
exclusive of VAT, are recognised as income at the time they are billed and apportioned over the period to which they relate. 
For consumption by measured customers which has not yet been billed, an accrual is estimated. The measured income 
accrual at 31 March 2018 was £5,546,382 (2017: £6,782,871 ). Additional charges added to a customer’s account as a 
result of debt recovery activity, such as court costs or solicitors fees, are recognised as turnover when billed.

Empty unmetered properties are not billed if the Company has been informed in writing that the supply is not required and the 
Company is able to attend and turn off the supply. Empty metered properties are billed standing charges only. Meter reading 
continues for the purpose of highlighting consumption so that volume charges can be billed when the occupier has been 
identified. Disconnected commercial properties are not billed. If a household property is unoccupied due to the customer 
being hospitalised or residing in care, and we are informed of this in writing, the property is not billed.

New properties are charged from the date a meter is installed, if consumption is being recorded on the meter. If the property 
is unoccupied but consumption is being registered, the developer will be billed. The developer remains responsible for a 
property until hand-over details have been provided.

If a property is recorded as empty in the billing system, an empty property process is followed. The purpose of this process 
is to verify whether the property is occupied or is genuinely empty and, if occupied, to identify the person or persons 
responsible for charges and raise a bill. The empty property process may involve electronic services using third party data  
as well as visits to properties. No bills are raised in the name of the ‘occupier’. 

Outstanding balances on customers’ accounts are normally only written-off as bad debts when the customer can no longer 
be located, all means of recovery have been exhausted or the cost of recovery is disproportionate to the value of the debt. 
There has been no change in this policy in the year. Provision is made for doubtful debt based on its age and the recovery 
processes already applied and historic recovery rates (from 2009 to 2015) for debt that had been subject to recovery action 
via the Courts. Provisioning rates for debt that had not been subject to Court action were set at 50% of the comparable age 
band of Court debt. These rates have been applied to debt 6-12 months old and over 12 months old. No provision is made for 
debt less than six months old that has not been subject to Court action. There has been no material impact on the bad debt 
charge from the application of this policy during the year.

Notes to the Financial Statements continued
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Tangible fixed assets have been revalued to fair value on 1 April 2014, the date of transition to FRS 101, and this is considered 
the deemed cost.

Tangible fixed assets are stated at deemed cost less accumulated depreciation and accumulated impairment losses.  
The cost includes the original purchase price of the asset and costs attributable to bringing the asset to its working condition 
for its intended use. The cost of assets includes directly attributable labour and overhead costs which are incremental to the 
Company. The Company considers a substantial period of time for the construction of an asset in the water industry to be  
five years.

Fixed assets are capitalised and depreciated when they are considered to be operationally complete, which means that the 
asset is in the condition necessary for it to be capable of operating in the manner intended by management. Where parts of 
an item of tangible fixed assets have different useful lives, they are accounted for as separate items of tangible fixed assets. 

Infrastructure assets – mains and fresh water reservoirs 
Infrastructure assets comprise a network of systems relating to water distribution.

Mains – repairs, maintenance and replacements 
The mains network is considered to consist of multiple assets. It consists of different areas and is capable of being separated 
and divided up. IAS 16 requires all repairs and maintenance to be charged to the profit and loss account. Repairs and 
maintenance include the day-to-day servicing of an item. The costs of day-to-day servicing are primarily the costs of labour 
and consumables, and may include the cost of small parts. The mending of a burst main is considered to be a repair as long 
as the subsequent work extends to the replacement of no more than one length of pipe. The relining of a main is considered 
to be maintenance which is the work needed to keep a main in good condition.

IAS 16 requires replacements to be capitalised. When more than one length of pipe is laid it is considered a replacement,  
and not a repair, and it is therefore capitalised.

Perished mains replaced during the period are disposed of from the fixed asset records.

Depreciation is charged to the profit and loss account on a straight-line basis over the estimated useful lives of each part  
of an item of tangible fixed assets. Freehold land is not depreciated. The estimated useful lives are as follows:
        Years

Infrastructure assets
Fresh water reservoirs        150
Mains        100
Non infrastructure assets
Buildings, boreholes and service reservoirs      40-100
Plant and machinery        10-25
Motor vehicles and sundry plant       3-15

Depreciation methods, useful lives and residential values are reviewed at each balance sheet date.

Intangible assets
Goodwill
Goodwill is stated at cost less any accumulated impairment losses. It is not amortised but is tested annually for impairment. 

Research and development
Expenditure on research activities is recognised in the profit and loss account as an expense as incurred.

Expenditure on development activities is capitalised if the product or process is technically and commercially feasible 
and the Company intends and has the technical ability and sufficient resources to complete development, future economic 
benefits are probable and if the Company can measure reliably the expenditure attributable to the intangible asset during 
its development. Development activities involve a plan or design for the production of new or substantially improved products 
or processes. The expenditure capitalised includes the cost of materials, direct labour and an appropriate proportion of 
overheads and capitalised borrowing costs. Other development expenditure is recognised in the profit and loss account 
as an expense as incurred.

Stocks
Stocks are stated at the lower of cost and net realisable value. Cost is based on the first-in first-out principle and includes 
expenditure incurred in acquiring the stocks and other costs in bringing them to their existing location and condition. 
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1 Basis of accounting (continued)
Impairment of financial and non-financial assets
Financial assets (including trade and other debtors)
A financial asset not carried at fair value through profit or loss is assessed at each reporting date to determine whether there 
is objective evidence that it is impaired. A financial asset is impaired if objective evidence indicates that a loss event has 
occurred after the initial recognition of the asset, and that the loss event had a negative effect on the estimated future cash 
flows of that asset that can be estimated reliably.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference between its 
carrying amount and the present value of the estimated future cash flows discounted at the asset’s original effective interest 
rate. For financial instruments measured at cost less impairment, an impairment is calculated as the difference between its 
carrying amount and the best estimate of the amount that the Company would receive for the asset if it were to be sold at 
the reporting date. Interest on the impaired asset continues to be recognised through the unwinding of the discount. When 
a subsequent event causes the amount of impairment loss to decrease, the decrease in impairment loss is reversed through 
profit or loss.

Non-financial assets
The carrying amount of the Company’s non-financial assets, which includes fixed assets and goodwill, are reviewed at each 
reporting date to determine whether there is any indication of impairment.

If any such indication exists, then the asset’s recoverable amount is estimated. For goodwill, and intangible assets that have 
indefinite useful lives or that are not yet available for use, the recoverable amount is estimated each year at the same time. 

Employee benefits
The Company accounts for pensions and other post-employment benefits under IAS 19(R). The Group operates both 
defined benefit and defined contribution pension schemes. Defined benefits are provided using both funded and unfunded 
pension plans.

Defined contribution plans
Obligations for contributions to defined contribution pension plans are recognised as an expense in the profit and loss 
account in the period during which services are rendered by employees.

Defined benefit plans
The pension scheme asset or liability in the balance sheet represents the net present value of the defined benefit obligation 
and the fair value of scheme assets at the balance sheet date.

The present value of the defined benefit obligation and the cost of providing benefits under defined benefit plans is 
determined on a triennial basis, and updated to each year end by an independent qualified actuary using the Projected Unit 
Credit actuarial valuation method, discounted at an interest rate equivalent at measurement date to the rate of return on a high 
quality corporate bond of equivalent term and currency to the scheme liabilities.

The pension cost in the income statement includes current and past service cost and the effect of any settlements and 
curtailments. A net finance charge or credit is recognised within finance costs in the income statement and comprises  
the net of the expected return on pension scheme assets and the interest on pension scheme liabilities.

All actuarial gains and losses and the related current and deferred taxation are recognised in other comprehensive income.

Provisions
A provision is recognised in the balance sheet when the Company has a present legal or constructive obligation as a result 
of a past event, that can be reliably measured and it is probable that an outflow of economic benefits will be required to settle 
the obligation. 

Significant accounting judgements
The key estimates and areas of judgement required in the preparation of these accounts are detailed in the Audit Committee 
Report on page 59.

Notes to the Financial Statements continued
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Tax on the profit or loss for the year comprises current and deferred tax. Tax is recognised in the profit and loss account, 
except to the extent that it relates to items recognised directly in equity or other comprehensive income, in which case it is 
recognised directly in equity or other comprehensive income.

Current tax is the expected tax payable or receivable on the taxable income or loss for the year, using tax rates enacted or 
substantively enacted at the balance sheet date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided on temporary differences between the carrying amounts of assets and liabilities for financial reporting 
purposes and the amounts used for taxation purposes. The initial recognition of goodwill is not provided for. The amount of 
deferred tax provided is based on the expected manner of realisation or settlement of the carrying amount of assets and 
liabilities, using tax rates enacted or substantively enacted at the balance sheet date. 

Dividends
Dividends are only recognised as a liability at the date of the balance sheet to the extent that they are declared prior to year 
end. Unpaid dividends that do not meet these criteria are disclosed in the notes to the financial statements.

2 Turnover
       2018 2017
       £000 £000

Unmeasured water income       25,728 26,851
Measured water income       24,723 32,720
Wholesale income from retailers      9,217 –
Other water income       1,085 1,091
Non-water income       1,536 1,142
Non-appointed income       2,681 2,879

       64,970 64,683

All the Company’s activities are derived from one class of business and one geographical location. Wholesale income includes 
income from retailers, primarily SES Business Water, operating in the new competitive market for non-household customers, 
following the sale to SES Business Water in April 2017 of the Company’s right to trade with non-household customers.

3 Expenses and auditor’s remuneration
       2018 2017 
       £000 £000

Wages and salaries       9,592 9,164 
Social security costs       1,038 1,006 
Other pension costs       1,727 1,430 
Raw materials and consumables      2,050 2,186 
Depreciation / amortisation of owned assets     9,725 9,467 
(Profit) / loss on sale of fixed assets other than land     (173) 50 
Fees payable to Company’s auditor for the audit of annual accounts    62 56 
Fees payable to Company’s auditor and associates for other services 
– Audit of Regulatory Accounts      22 9 
– Other assurance services       5 78 
Other operating charges       21,037 20,025

       45,085 43,471

Wages and salaries disclosed above are shown net of capitalised costs. During the year £1,647,689 (2017: £1,825,917)  
of employment costs were capitalised as fixed assets. 

Operating costs can be analysed between cost of sales of £32,151,302 (2017: £30,854,414), administration costs of 
£13,106,980 (2017: £12,567,230) and other operating costs of £173,203 (2017: £49,999).

Profit before tax also included a £2.0 million gain for the sale of the Company’s right to trade with non-household customers 
to an associated Company, SES Business Water, in April 2017. Outstanding debtors of £1,634,858 and accruals for water 
used but not yet billed to end users (£1,552,946), were transferred to SES Business Water at the date of sale at book value. 
The customer list was carried in the Company’s books at nil net book value. As the sale was to an associated Company, 
no tax liability arose.
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4 Employees
       2018 2017 
       Number Number

The average number of persons employed (including directors)  
during the year was as follows: 
Water supply       290 278 
Other       1 2

       291 280

92 of the 291 employees were female (2017: 88 of 280). Directors’ remuneration is disclosed on page 55 in the Remuneration 
Committee Report.

5 Interest payable and similar charges
       2018 2017 
       £000 £000

Index-linked bond       4,556 4,415 
Indexation of bond       5,570 2,820 
Bond fees amortisation       442 442 
Other       543 571 
Preference dividend       966 966

Total other interest payable and similar expenses     12,077 9,214

6 Other interest receivable and similar income
       2018 2017 
       £000 £000

Expected return on pension scheme assets     3,182 3,751 
Interest on post retirement liabilities      (2,541) (2,917) 
Other interest receivable       77 106

Total interest receivable and similar income     718 940

7 Taxation
       2018 2017 
       £000 £000

UK corporation tax 
Current tax on income for the year      780 1,626 
Adjustments in respect of prior years      155 14

Total current tax       935 1,640

 
Deferred tax 
Origination and reversal of timing differences     594 566 
Movement in timing differences due to change in the tax rate and laws   98 – 
Pension scheme       (566) 238 
Changes in tax rate and laws      – (2,016) 
Adjustments in respect of previous years      – (1)

Total deferred tax recoverable      126 (1,213)

Tax on profit       1,061 427

A reduction in the UK corporation tax rate from 21% to 20% (effective from 1 April 2015) was substantively enacted on  
2 July 2013. Further reductions to 19% (effective from 1 April 2017) and 18% (effective from 1 April 2020) were substantively 
enacted on 26 October 2015, and an additional reduction to 17% (effective from 1 April 2020) was substantively enacted  
on 6 September 2016. This will reduce the Company’s future current tax charge accordingly. The deferred tax liability  
at 31 March 2018 has been calculated based on these rates.

Notes to the Financial Statements continued
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The current tax charge for the year is lower (2017: lower) than the standard rate of corporation tax in the UK of 19% (2017: 20%). 
The differences are explained below.

       2018 2017 
       £000 £000

Profit for the year       9,465 12,511 
Total tax expense        1,061 427
Profit before tax       10,526 12,938

Tax using the UK corporation tax rate of 19% (2017: 20%)    2,000 2,588

Effects of: 
 
Non-deductible expenses       – 11 
Loss on disposal of fixed assets      (34) – 
Preference dividends paid       184 193 
Disposal of non-household customer list      (380) – 
Pension adjustment       (167) (302) 
Other       9 (199) 
Capital allowances for the year exceeding depreciation     (832) (665) 
Adjustments to tax charge in respect of previous years     155 14 
Change in tax on deferred tax balances      126 (1,213)

Total tax expenses included in profit or loss     1,061 427

8 Dividends
       2018 2017 
       £000 £000

Ordinary shares – equity dividends paid 17.9 pence per share (2017: 11.5 pence per share)  5,600 3,600

Ordinary dividends of £1.8 million were paid on 27 June 2017 and 20 December 2017, totalling £3.6 million. An ordinary 
dividend of £2.0 million was declared prior to the previous year end but paid on 3 April 2017.

9 Employee benefits
The Company participates in a defined benefit pension scheme, the Water Companies Pension Scheme (WCPS). The scheme 
funds are administered by trustees and are independent of the Company’s finances. Contributions are paid to the scheme in 
accordance with the recommendations of an independent actuarial advisor. 

Following extensive consultations, changes were implemented to the Company’s section of WCPS on 1 April 2013,  
whereby retirement benefits for active members will be accrued on a career average basis rather than the final salary basis 
applicable previously.

The results of the actuarial valuation to WCPS as at 31 March 2017 were updated to the accounting date by an independent 
qualified actuary in accordance with IAS 19(R). Over the year to 31 March 2018, contributions of £845,000 (2017: £1,516,000) 
were made. 

The Company also made payments to defined contribution schemes amounting to £956,412 in the year (2017: £805,983).  
At the year end, contributions deducted but not yet paid over amounted to £nil (2017: £92,690).

The key IAS 19(R) assumptions used for the WCPS are set out below, along with the fair value of assets, a breakdown of 
the assets into the main asset classes, the present value of IAS 19(R) liabilities and the surplus of assets above IAS 19(R) 
liabilities (which equal the gross pension asset). 
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9 Employee benefits (continued)
Assumptions
       2018 2017

Retail prices index inflation       3.4% pa 3.4% pa 
Consumer prices index (CPI) inflation      2.7% pa 2.4% pa 
Discount rate       2.5% pa 2.5% pa 
Pension increases (CPI)       2.7% pa 2.5% pa 
Pension increases (CPI capped at 5%)      2.7% pa 2.4% pa 
Salary growth       2.9% pa 2.9% pa

On the basis of the assumptions used for life expectancy, a male pensioner currently aged 60 would be expected to live for 
a further 28.3 years (2017: 27.9 years). 

Plan assets
       2018 2017 
       Fair value Fair value 
       £000 £000

Equities       9,155 14,039 
Diversified growth funds       17,794 17,729 
Liability driven investment       85,501 86,497 
Emerging market multi-asset funds      6,555 5,558 
High yield bonds       5,816 5,616 
Cash       368 169

Total       125,189 129,608

The majority of the Section assets are held within instruments with quoted market prices in an active market. The Section does 
not invest in property occupied by the Company or in financial securities issued by the Company. 

The investment strategy is set by the Trustee of the Section. In recognition of the strong funding position of the Section, the 
assets of the fund have been de-risked and are now held in a mixture of liability driven investments and absolute bond funds. 

Notes to the Financial Statements continued
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       2018 2017 
       £000 £000

Opening defined benefit obligation      103,406 86,680

Employer’s part of current service cost      974 871 
Interest cost       2,516 2,887 
Contributions from Section members      19 31 
Actuarial loss        2,690 16,528 
Benefits paid       (5,528) (3,591)

Closing defined benefit obligation      104,077 103,406

Changes in the fair value of the Section assets are as follows:
       2018 2017 
       £000 £000

Opening fair value of the Section assets      129,608 111,351

Interest on Section assets       3,182 3,751 
Actual return less interest on plan assets      (2,749) 16,791 
Contributions by the employer      845 1,516 
Contributions by Section members      19 31 
Benefits paid       (5,528) (3,591) 
Expenses       (188) (241)

Closing fair value of Section assets      125,189 129,608

       2018 2017 
       £000 £000

Total fair value of assets       125,189 129,608 
Present value of liabilities       (104,077) (103,406)

Pension asset for the scheme      21,112 26,202

Unfunded former director’s pension entitlement     (1,053) (1,039)

Pension scheme asset in balance sheet      20,059 25,163

The pension scheme net asset has not been reduced in the balance sheet as the Company believes that a refund of the 
surplus assets would be available to it following the final payment to the last beneficiary of the scheme.

Past service costs totalling £1,090,000 were recognised in prior years in respect of an unfunded portion of a former  
director’s pension entitlement. This figure has been revalued using the same assumptions as above and is set against  
the net pension asset.
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9 Employee benefits (continued)
The net surplus recognised in the balance sheet has moved over the year as follows:
       2018 2017 
       £000 £000

Balance sheet asset for the scheme at start of year     26,202 24,671 
Amount recognised in profit and loss account     (496) (248) 
Amount recognised in other comprehensive income     (5,439) 263 
Contributions paid       845 1,516

Balance sheet asset for the scheme at end of year      21,112 26,202 
Unfunded pension liability at start of year      (1,039) (905) 
Past service cost       (14) (134)

Net balance sheet asset at end of year      20,059 25,163

The following amounts have been recognised in profit and loss:
       2018 2017 
       £000 £000

Employer’s part of current service cost      974 871 
Section expenses       188 241 
Net interest credit       (666) (864)

Total profit and loss charge       496 248

The amounts recognised in other comprehensive income are as follows:
       2018 2017 
       £000 £000

Net actuarial losses on the scheme in the year due to: 
– Changes in financial assumptions      2,889 17,437 
– Changes in demographic assumptions      – – 
– Experience adjustments on benefit obligations     (199) (909) 
Actuarial loss / (gain) on Section assets relative to interest on Section assets   2,749 (16,791)

Loss / (gain) to recognise in other comprehensive income for the scheme   5,439 (263) 
Loss on unfunded former director’s pension entitlement     32 147

Total remeasurement of deferred benefit asset recognised in other comprehensive income  5,471 (116)

The following table illustrates the sensitivity of the defined benefit obligation to some of the significant assumptions  
as at 31 March 2018:

     Effective on obligation (£000)

       -0.1%pa -0.1%pa 
Price inflation       (1,400) (1,400) 
Discount rate       1,600 1,700 
 
       -1 year -1 year 
Life expectancy       (4,100) (4,100)

These sensitivities have been calculated to show the movement in the defined benefit obligation in isolation, and assuming no 
other changes in market conditions at the accounting date. This is unlikely in practice – for example, a change in discount rate 
is unlikely to occur without any movement in the value of the assets held by the Section. 

Notes to the Financial Statements continued
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verview10 Tangible fixed assets
   Buildings   Motor Assets 
   boreholes   vehicles in the 
  Collection & service Plant &  & sundry course of 
 Land reservoir reservoirs machinery Mains plant construction Total 
 £000 £000 £000 £000 £000 £000 £000 £000

Cost         
1 April 2017 5,088 2,533 116,409 104,807 215,213 9,365 15,868 469,283 
Additions – – 1,888 3,477 4,758 950 14,526 25,599 
Disposals – – (197) (2,062) (42) (1,267) – (3,568)

31 March 2018 5,088 2,533 118,100 106,222 219,929 9,048 30,394 491,314

Depreciation        
1 April 2017 – 360 30,143 61,856 89,508 6,703 – 188,570 
Charge for year – 21 2,240 4,636 1,481 935 – 9,313 
Disposals – – (63) (2,043) (15) (1,139) – (3,260)

31 March 2018 – 381 32,320 64,449 90,974 6,499 – 194,623

Net book value 
31 March 2018 5,088 2,152 85,780 41,773 128,955 2,549 30,394 296,691

31 March 2017 5,088 2,173 86,266 42,951 125,705 2,662 15,868 280,713

Land comprises freehold land at £5,047,897 (2017: £5,047,897) and long leasehold land at £40,648 (2017: £40,648).

11 Intangible assets
       Work in
     Software Goodwill progress Total 
     £000 £000 £000 £000

Cost 
1 April 2017      5,103 19,454 418 24,975 
Additions      429 – – 429 
Transfer     62 – (62) –
Disposals     (82) – – (82)

31 March 2018      5,512 19,454 356 25,322

Amortisation 
1 April 2017     4,272 16,367 – 20,639 
Charge for the year     412 – – 412 
Disposals     (74) – – (74)

31 March 2018     4,610 16,367 – 20,977

Net book value  
31 March 2018     902 3,087 356 4,345

31 March 2017     831 3,087 418 4,336

12 Stock
       2018 2017 
       £000 £000

Raw materials and consumables      745 711
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13 Debtors
       2018 2017 
       £000 £000

Trade debtors       13,885 16,556 
Amounts owed by fellow subsidiary undertakings     2,918 1,628 
Other debtors       1,577 1,441 
Prepayments and accrued income      1,760 1,107

       20,140 20,732

14 Creditors: amounts falling due within one year
       2018 2017 
       £000 £000

Trade creditors       4,529 4,133 
Amounts owed to fellow subsidiary undertakings     1,800 1,788 
Other creditors       16,383 15,492 
Group relief payable       454 679 
Other taxes and social security      460 458 
Accruals and deferred income      5,094 6,878 
Deposits from developers       903 921

Total creditors       29,623 30,349

15 Creditors: amounts falling due after more than one year
       2018 2017 
       £000 £000

2.874% Secured index-linked bond 2027-2031     154,323 148,312 
3.25% Irredeemable debentures      50 50 
5% Irredeemable debentures      52 52 
7.8% Cumulative irredeemable preference shares of £1     12,384 12,384 
Long-term bank loan       40,500 32,150

       207,309 192,948

Notes to the Financial Statements continued
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The Company does not use derivative financial instruments to hedge its exposure to credit and interest rate risks arising in the 
normal course of its business. The Company does not have any exposure to currency risk, since all activities are conducted  
in the UK and all borrowings are denominated in pound sterling. 

Credit risk
Management has a credit policy in place and the exposure to credit risk is monitored on an ongoing basis. Investments are 
only permitted in liquid securities and only with counterparties that have a credit rating equal to or better than the Company. 
Given their high credit ratings, management does not expect any counterparty to fail to meet its obligations. At the balance 
sheet date there were no significant concentrations of credit risk. 

Interest risk
The Company adopts a policy of reducing its exposure to interest rate changes by having the majority of its borrowings  
on a fixed rate basis. 

The long-dated inflation-linked bond was issued at a rate of interest of 2.874%. The index-linked nature of the bond reflects 
the index-linked regulatory asset value and pricing structure. The bond issue carried an AAA rating. The bond is index-linked 
so that the capital sum and interest payment increase with RPI. The indexation charge is treated as an interest cost but does 
not have any immediate cash flow impact on the Company. The bond was issued on 21 March 2001 and is secured upon the 
shares of Sutton and East Surrey Water plc. In the event of default the interest and capital payments are insured by Assured 
Guaranty Ltd. The fees associated with the issue of the bond are recognised over the life of the bond using the effective 
interest rate method. Unamortised issue costs of £5,736,566 (2017: £6,178,959) are netted against the carrying value of the 
bond, and included within the effective interest charge.

The bond, debentures and preference shares are at fixed rates of interest. Borrowings made under the current overdraft 
facilities will be at a variable rate above base rate, and longer-term borrowings will be at a margin above LIBOR.

The effective interest rates of borrowings are disclosed in note 15 above and in Table 1E of the Regulatory Accounts  
on page 89.

a) Loans and other borrowings
       2018 2017 
Maturities      Note £000 £000

Loans and other borrowings 
– Between one and two years      – – 
– Between two and five years      40,500 32,150 
– More than five years       166,809 160,798

– Creditors: amounts falling due after more than one year   15 207,309 192,948 
– Creditors: amounts falling due within one year    14 – –

       207,309 192,948

 
b) Undrawn committed borrowing facilities
Undrawn borrowing facilities available to the Company are set out below. The facilities available at the balance sheet date  
are unsecured.
       2018 2017 
       £000 £000

Expiring in one year or less       1,000 1,000 
Expiring between one and two years      – – 
Expiring between two and five years      14,500 22,850

       15,500 23,850
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16 Financial instruments and interest bearing loans and borrowings continued
c) Fair values
The fair values together with the carrying amounts are shown in the balance sheet as follows:

     2018 2018 2017 2017 
     Carrying Fair Carrying Fair 
     amount value amount value 
     £000 £000 £000 £000

2.874% Secured index-linked bond 2027-2031   154,323 217,535 148,312 217,533

Fair value is determined using a quoted market bid price.

There is no material difference between fair values and carrying amounts within the balance sheet for all other financial assets  
and liabilities.

17 Deferred tax liability
        Deferred 
        taxation 
        £000

At 1 April 2017        35,539

Credit to the profit and loss for the year       126

At 31 March 2018        35,665

The elements of deferred tax (excluding amounts in respect of pension schemes) are as follows:

       2018 2017 
       £000 £000

Difference between accumulated depreciation, amortisation and capital allowances   31,952 31,260

The future tax rates reflected in the Company’s provision for deferred tax are set out in note 7.

18 Share capital
       2018 2017 
       £000 £000

Ordinary shares 
Allotted, called up and fully paid 
31,046,440 (2017: 31,046,440) ordinary shares of 10p each    3,105 3,105

Preference shares – shown as liability in note 15
Allotted, called up and fully paid 
12,384,593 (2017: 12,384,593) 7.8% Cumulative irredeemable preference shares of £1 each  12,384 12,384

The holders of ordinary shares are entitled to receive dividends as declared from time to time, and are entitled to one vote  
per share at meetings of the Company.

The holders of irredeemable preference shares are entitled to receive cumulative dividends but are not entitled to vote  
at meetings of the Company. 

Notes to the Financial Statements continued
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verview19 Cash flow from management of liquid resources
       2018  2017 
       £000 £000

Movement in short-term deposits      1,747 (1,683) 
Interest received on deposits      28 106

Movement in year       1,775 (1,577) 
At 31 March 2017       13,070 14,647

At 31 March 2018       14,845 13,070

20 Cash and cash equivalents
       2018  2017 
       £000 £000

Liquid resources – deposits exceeding 24 hours duration    14,845 13,070 
Cash       1,797 1,742

Cash and cash equivalents      16,642 14,812

21 Commitments
       2018  2017 
       £000 £000

Contracted capital commitments authorised by the directors     16,976 19,505

22 Related parties
The only material disclosable trading transactions between the Company and related parties, other than those disclosed in 
note 4 to the Regulatory Accounts on page 113, was a contribution of £60,427 to Water UK, with which the Company shared a 
mutual director until November 2017.

23 Ultimate parent company and parent undertaking of larger group of which the Company is a member
The Company’s parent company is SESW Holding Company Limited, whose registered office is 66-74 London Road, Redhill, 
Surrey, RH1 1LJ. The ultimate parent company and the smallest and largest group in which the results of the Company  
are consolidated is Sumisho Osaka Gas Water UK Limited whose consolidated accounts are available at Vintners’ Place,  
68 Upper Thames Street, London EC4V 3BJ.
 


