Veolta Water Outsourcing Limited

Annual report and financial statements
for the penod ended 31 December 2012

Registered number 2518607

b=
<
=)
7]
o
2
I
-

TR

1911212013 #298
COMPANIES HOUSE




Veolia Water Qutsourcing Limited

Contents

Directors and officers

Directors’ report

Independent auditor's report
Statement of comprehensive income
Statement of financial position
Statement of changes in equity
Statement of cash fiows

Notes to financial statements

Page

10 - 41



Vecha Water Qutsourcing Linited

Directors and officers

Directors

D J L Bates (Resigned 30 May 2012)
O M Bret

A J Dench

N J Earnshaw

N E Frogbrook (Appointed 3 July 2012, resigned 28 September 2012)
C R Gough (Appointed 3 July 2012)
W [ Hay (Appointed 26 April 2013)
S NJennings (Appointed 26 Aprl 2013)
N Paterson

M R Saunders

S F Shine {Appointed 3 July 2012}

Secretary

N D C Crag

Registered office

210 Pentonville Road
Londeon
N1 9JY

Auditor

Ernst & Young LLP

1 Mcre London Place
London

SE1 2AF




Veolha Water Outsourcing Limited

Directors’ Report

The directors present ther report and the auditted statutory financial statements for the penod ended
31 December 2012

The Company has changed its accounting year end to match that of its parent company These financtal statements
present financial information for the nine month period ended 31 December 2012 These financial statements are
accompanied, for comparative purposes, by financial statements for years ended 31 March 2012 and 31 March 2011

Principal activity
The principal activities of the Company are the management, design, operation and maintenance of water and waste
water related infrastructure and customer outsourcing services

Review of the husiness, financial performance and future developments
Loss on ordinary activities after taxation for the period ended 31 December 2012 was £1,274k (vear ended 31 March
2012 loss of £12,367k)

Total comprehensive income for the period ended 31 December 2012 was income of £690k (year ended 31 March
2012 loss of £10,612k)

Dunng the 9 month penod the Company acquired Veolia Water Ireland Ltd from QTV Birwelco Ltd (a Veola group
entity) The Company subsequently disposed of Veola Water Ireland Lid to its parent company Veocla Water
Enterprise Ltd (VWEL}, resulting in an overall gain on disposal of £11,958k

The statement of financial position as detailed on page 7 shows equity shareholder's funds amounting to £29,550k
(31 March 2012 £28,860k)

The 9 months to December 2012 have seen the Company focus on consolidation of its current portfolio of contracts along
with business rationalisaticn As part of the process the Company sold its interest in the infrastructure Services business
unit by way of a Business Transfer Agreement on 1% January 2013 to a group subsidiary, Vecha Water Infrastructure
Limited (see note 24 — Events after the reporting penod)

The Company 1s well established and positioned to expand its activittes through further contract awards over the course of
the next few years

The Company forms part of the Veola Water UK Limited reporting group, a collection of business units and
investments which are managed by reviewing performance against pre-determined budgets and key performance
indicators ("KPIs”) These are used as part of the monthly management process and include measures for financial
performance, customer facing activities, process activities, employee matters, environmental performance and Health
and Safety As a result of the aggregation of data at the UK level, separate performance indicators for the company
are not included here

Directors
The directors holding office dunng the pertod are disclosed on page 1

Going concern

The Company has adequate resources to meet its current operational and financial obligations, and the directors have
a reasonable expectation that this will continue for the foreseeable future This assessment 1s based on the
consideration of the Company's budgeted cash flows and long term forecasts, related assumptions and available debt
faciliies provided by the wider Veolia group For this reason, the directors continue to adopt the going concern basis
in the statutory financial statements

Directors’ qualifying third party indemnity provisions

The Company has granted an indemnity to cne or more of its directors against hability 1n respect of proceedings
brought by third parties, subject to the conditions set out in Section 234 of the Companies Act 2006 Such qualfying
third party indemnity provision remains in force at the date of approving the directors’ report




Veolia Water Outsourcing Limited

Drrectors’ Report (continued)

Statement of directors’ responsibilities
The directors are responsible for preparing the annual report and the financial statements in accordance with
applicable laws and regulations

Company law requires the directors to prepare financial statements for each financial year Under that law the
directors have elected to prepare the financial statements in accordance with International Financial Reporting
Standards as adopted for use in the European Unmion (*IFRS”) Under company law, the directors must not approve
the financial statements unless they are satisfied that they give a true and fair view of the state of affars of the
Company and of the profit or loss of the Company for that penod

In prepanng those financial statements, the directors are required to
+ select suitable accounting policies and then apply them consistently,
+ make judgements and accounting estimates that are reasonable and prudent, and

+ state whether applicable accounting standards have been followed, subject to any matenal departures disclosed
and explained in the financial statements,

The directors are responsible for keeping adequate accounting records that are sufficient to show and explan the
Company's transachons and disclose with reasonable accuracy at any time the financial position of the Company and
enable them to ensure that the financial statements comply with the Companies Act 2006 They are also responsible
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of
fraud and other irregulanties

Principal risks and uncertainties

The directors consider the principal nsks and uncertainties to which the Company 1s exposed are those intninsic to
each indwdual contract and its ability to provide the services for which 1t 1s contracted These contracted services
include nsks in the following areas construction, environment, delivery bmetables, operations, secunty and meeting
forecasted costs

The directors manage nsk through the Risk Management Committee, which certain directers are members of The
Risk Management Committee reviews the company Risk Register The Risk Register records risks on contracts and
business area and i1s populated and updated by each divisional business manager on a monthly basis with plans put
in place to mitigate these nisks

The key financial nsks to the Company are set out in note 16

Compliance

The financial statements of the Company are subject to statutory UK audit The ultimate parent undertaking, Vecla
Environnement SA 1s listed on the US stock exchange and therefore has to comply with Sarbanes Oxley The
Company participates 1n varnous support service arrangements and 1s party to standard processes aligned to the
compliance environment in which the group operates




Veolia Water Outsourcing Limited

Directors’ Report (continued)

Policy on payment of suppliers

The directors are aware of the need for tmely payment for goods and services recetved It 1s the group policy to settle
the terms of payment with suppliers when agreeing terms of business and to pay in accordance with contractual and
other legal obligations The payment policy applies to all payments to creditors for revenue and capital supplies of
goods and services

Donations
Chantable donations of £nil (year ended 31 March 2012 £nil) were made dunng the penod

Employees
The Company consults its staff on matters of concern in the context of their employment

The Company continued to carry out its obligations arising from Health and Safety at Work Act 1974 through
consultative committees consisting of management and employee representatives The group gives every
consideration to applications for employment from disabled persons where the requirements of the job may be
covered adequately by a handicapped or disabled person

With regard to existing employees and those who have become disabled during the year, the Company has continued
to examine ways and means of providing training and career development wherever appropnate

Dunng the year, the polcy of providing employees with information about the Company has been continued through
the use of the intranet and newsletters in which employees have also been encouraged to present their suggestions
and views Regular meetings are held between local management and employees to allow a few flow of information
and ideas

Post balance sheet events
The post balance sheet events relating to the Company are disclosed In notes 7 and 24

Disclosure of information to auditors

So far as each person who was a director at the date of approving this report 1s aware, there I1s no relevant audit
information, being information needed by the auditor in connection with prepanng its report, of which the auditor 1s
unaware Having made enquirnies of fellow directors, each director has taken all steps that he i1s obliged to take as a
director In order to make himself aware of that infformation and te establish that the Company’s auditor 1s aware of that
tnformation

Auditors

In accordance with Section 487(2) of the Companies Act 2008, and in the absence of a notice proposing that the
appointment be terminated, the auditors, Ernst & Young LLP, will be deemed to be re-appointed for the next financial
year

By order of the Board

A

A Dench
Director
12 December 2013




Veolia Water Outsourcing Limited

Independent auditors report to the members of Veolia Water Outsourcing Limited

We have audited the financial statements of Veola Water Qutsourcing Limited for the penod ended 31 December
2012 which compnses the Statement of Comprehensive Income, the Statement of Financial Position, the Statement
of Changes in Equity, the Statement of Cash Flows, and the related notes 1 to 26 The financial reporting framework
that has been applied in therr preparation 1s applicable law and International Financial Reporting Standards (IFRSs)
as adopted by the European Union

This report 1s made solely to the Company's members, as a body, in accordance with Chapter 3 of Part 16 of the
Comparues Act 2006 Our audit work has been underlaken so that we might state to the Company’s members those
matters we are required to state to them in an auditor's report and for no other purpose To the fullest extent
permitted by law, we do not accept or assume responsibility to anyone other than the Company and the Company’s
members as a body, for our audit work, for this report, or for the opinions we have formed

Respective responsibilities of directors and auditor

As explasned more fully in the Statement of directors’ responsibiities set out on page 3, the directors are responsible
for the preparation of the financial slatements and for being satisfied that they give a true and fair view Our
responsibility 1s to audit and express an opinton on the financial statements in accordance with apphcable law and
International Standards on Auditing (UK and Ireland) Those standards require us te comply with the Auditing
Practices Board's Ethical Standards for Auditors

Scope of the audit of the financial statements

An audtt Involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from matenatl misstatement, whether caused by fraud or
error This includes an assessment of whether the accounting policies are appropnate to the Company's
circumstances and have been consistently applied and adequately disclosed, the reasonableness of significant
accounting estimates made by the directors, and the overall presentation of the financial statements 1n addition, we
read all the financial and non-financial informatien in the annual report to identify matenal inconsistencies with the
audited financial statements If we become aware of any apparent matenal misstatements or inconsistencies we
consider the imphcations for our report

Opinion on financial statements

In our opinion the financral statements

» give a true and fair view of the state of the Company’s affarrs as at 31 December 2012 and of its loss for the
pencd then ended,

» have been properly prepared in accordance with IFRSs as adopted by the European Union, and

» have been prepared in accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinton the information given in the Directors' Report for the financial penod for which the financial statements
are prepared 15 consistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where the Companies Act 2006 requires us to report to
you If, In our opimion

» adequate accounting records have not been kept, or returns adequate for our audit have not been received
from branches not visited by us, or

» the financial statements are not in agreement with the accounting records and returns, or
» certain disclosures of directors’ remuneration specified by law are not made, or

> we have not received all the information and explanations we require for our audit

E(‘;\SJL L— ﬂou-fr\ﬁ I =

Steven Dobson (Senior statutory auditor)
for and on behalf of Emst & Young LLP, Statutory Auditor
London

\'% December 2013




Veolia Water Outsourcing Limited

Statement of comprehensive income
for the period ended 31 December 2012

Continuing operations
Revenue
Cost of sales

Gross loss
Administrative expenses

Operating loss

Profit on disposal of Investments
Investment Income

Finance costs

Loss before tax from continuing operaticns
Income tax credit

Loss for the period / year
Other comprehensive income

Actuanal gain on defined benefit plans
Deferred tax charge ansing thereon

Other comprehensive income for the period / year net of tax

Total comprehensive income/(loss) for the period / year net of tax

attributable to the owners of the Company

Notes

9 Months Ended Year Ended

31 December 31 March

2012 2012

£000 £000

38,279 69,657
{42,850) (75,644}
(3,571) (5,987)
{16,348) (13,201}
{(19,919) (19,188}

11,958 -

3,284 3,861
{1,024) {1,860)
(5,701) (17,287)

4,427 4,920
(1,274) (12,367)

2,586 2,310
(622) (555)

1,965 1,755
690 (10,612)




Veoha Water Qutsourcing Limited

Statement of financial position
as at 31 December 2012

Company Registration Number 2518607

31 December 31 March 1 Apnl
Notes 2012 2012 2011
£000 £000 £000
ASSETS
Non-current assets
Intangible assets 8 374 391 414
Property, plant & equipment 9 7,683 9,424 8,246
Investment in subsidianes 10 24,568 24,597 23,997
Investment in associates and joint ventures 11 780 780 780
Trade and other receivables 13 30,117 30,111 29,806
Deferred tax asset 19 2,273 3,068 4,264
Retirement benefit asset 20 3176 - -
68,971 68,371 67,507
Current assets
Inventones 12 3,410 4,972 2,602
Trade and other receivables 13 61,712 60,721 55,263
Current tax 12,717 8,076 4,960
Cash and cash equivalents 14 2,657 384 980
80,496 74,153 63,805
Total assets 149,467 142,524 131,312
LIABILITIES
Current liabilities
Trade and other payables 15 (116,632} {112,121} (85,822)
Net current habilities {36,136) (37,968} (22,017}
Non-current habilities
Provisions 18 (3,285) (773) (2,349)
Retirement benefit obligation 20 - (770) (3,669)
(3,285) (1,543) (6,018)
Total liabilities {(119,917) (113,664) (91.840)
Net assets 29,550 28,860 39,472
EQUITY
Share capital 21 35,000 35,000 356,000
Share premium account 8,710 8,710 8,710
Retained earnings (14,160} (14,850) (4,238)
Total equity 29,550 28,860 39,472

The financial statements on pages 6 to 41 were approved by the board of directors and authonsed for 1ssue on
12 December 2013 They were signed on i1ts behalf by

A Dench @"'/L

Director
The accompanying notes are an integral part of these financial statements




Veolia Water Outsourcing Limited

Statement of changes in equity
for the penod ended 31 December 2012

Attributable to equity holders of the Company

At 1 Apnl 2011

Loss for the year

Actuanal gain on retirement benefit
obiigations

Income tax relating to retirement
benefit obhigations

Total comprehensive income
At 31 March 2012
Loss for the penod

Actuanal gain on retirement benefit
obligations

Income tax relating to retirement
benefit obligations

Total comprehensive iIncome

At 31 December 2012

Share
capital
£000

35,000

35,000

Share
premium Retained
account eamings
£000 £000
8,710 (4,238)
- (12,367)
- 2,310
- (555)
- (10,612)
8,710 {(14,850)
- (1,274)
- 2,586
- (622)
- 690
8,710 (14,160)

Total

equity
£000

39,472
(12,367)

2,310

(555)

" (10612)
T 28,860
(1,274)
2,586

(622)

690

29,550




Veolia Water Outsourcing Limited

Statement of cash flows
for the pernod ended 31 December 2012

Net cash used in operating activities

INVESTING ACTIVITIES

Interest received

Dividends received

Purchases of property, plant and egquipment

Proceeds on disposal of propetty, plant and equipment
Purchases of investments

Proceeds on disposal of investments

Net cash used In investing activities

FINANCING ACTIVITIES
Proceeds from borrowings
Repayments of borrowings

Net cash used In financing activities

Net increase/{decrease) in cash & cash equivalents

Cash & cash equivalents at beginning of period/year

Cash & cash equivalents at end of penod/year

Notes 9 Months Ended Year Ended

31 December 31 March

2012 2012

£000 £000
23 (17,695) (26,828)
2,481 2,960

803 901
(1,314) {3,414)

360 10
(1,913) (600)

13,900 -
14,317 (143)

14,015 30,825
(8,364) {4,450)

5,651 26,375
2,273 (596)

384 980

2,657 384




Veolia Water Outsourcing Limited

Notes to the financial statements
for the period ended 31 December 2012

1 Accounting principles and methods
Veolia Water Outscurcing Limited 1s a private company incorporated in England and Wales

Accounting standards framework

Basis underlying the preparation of the financial information

The financial statements have been prepared in accordance with International Financial Reporting Standards as
adopted by the EU (IFRSs) These are the Company’'s first financial statements prepared in accordance with IFRSs
and IFRS 1 First-time Adoption of International Financial Reporting Standards has been applied

An explanation of how the transition to IFRSs has affected the reported financial pasition, financial performance and
cash flows of the Company 1s provided in note 26

The Company has changed its accounting year end to match that of its parent company These financial statements
present financial infformation for the nine month penod ended 31 December 2012

These financial statements are accompanied, for comparative purposes, by financial statements for year ended 31
March 2012 All financial statements have been drawn up using the same accounting polictes In its opening IFRS
statement of financial position and througheut all penods presented

The directors have taken advantage of the exemption to prepare consolidated accounts on the grounds that the
company 1s wholly owned and its ultimate parent company publishes consolidated financial statements as described
In note 25

Texts which come inte mandatory effect for the Company in the next or future accounting period
IFRS 9 ‘Financial Instruments Classification and Measurement of Financial Assets and Liabthities’ (effective 1 January
2015),

IFRS 10 'Consolidated Financial Statements’ (effective 1 January 2014},
IFRS 11 ‘Joint Arrangements’ (effective 1 January 2014),

IFRS 12 ‘Disclosure of Interests in Other Entities’ (effective 1 January 2014),
IFRS 13 ‘Fair value measurement’ (effective 1 January 2013),

Amendments to IAS 1 ‘Presentation of Financial Statements’, revision of items presented within other comprehensive
income (effective 1 July 2012),

Amendments to |IAS 19 ‘Employee Benefits’, revision to eliminate the possibihty of deferring the recognition of
actuanal gains and losses (the corndor approach) {effective 1 January 2013),

Amendments to |IAS 27 ‘Separate Financial Statements’ and IAS 28 'Investments in Associates and Joint Ventures',
consequential amendments resulting from the 1ssue of IFRS 10 and IFRS 11 {effective 1 January 2014),

Amendments to IFRS 7 ‘Financial Instruments Disclosure’, revision to increase disclosure relating to the offsetting of
financial assets and liabihties (effective 1 January 2013),

Amendments to IAS 32 ‘Financial Instruments Presentation’, consequential amendment to IAS 32 followang the
amendment to IFRS 7 (effective 1 January 2014),

The effective dates shown are those set by the International Accounting Standards Board except those standards and
Interpretations that have been endorsed for use in the EU with a later effective date Management do not consider the
apphication of these standards and interpretations will have a matenial impact to the Company

10




Veolia Water Outsourcing Limited

Notes to the financial statements {continued)
for the period ended 31 December 2012

1 Accounting principles and methods {continued)

General principles underlying the preparation of the financial statements
The accounting methods presented below have been applied consistently for all pericds presented in the financial
statements

The financial statements are presented on a histoncal cost basis, with the exception of assets and habilites which are
recognised at fair value

Foreign currency transactions
These financtal statements have been presented in pounds sterling which 1s the functional currency of the Company

Foreign currency transactions are translated into pounds sterling at the exchange rate prevaiting at the transachon
date At the year end, foreign currency-denominated monetary assets and habihties are remeasured in pounds sterling
at year-end exchange rates The resulting foreign exchange gans and losses are recorded in net income for the
penod

Property, plant and equipment
Property, plant and equipment are recorded at histoncal acquisiion cost to the Company, less accumulated
depreciation and any accumulated impairment losses

Property, plant and equipment are recorded by component, with each component depreciated over its useful life
Useful lives are as follows

Buildings 10 - 100 years
Plant and equipment 2 - 10 years
Fixtures and fitings 3 -10years

Land 15 not depreciated

Property, plant and equipment are pnmarnly depreciated on a straight-line basis, unless another systematic
depreciation basis better reflects the rate of consumption of the asset

Intangible assets excluding goodwill
Intangible assets are identifiable non-monetary assets without physical substance They are recorded at acquisition
cost less accumulated amortisation and any accumulated impairment losses

Intangible assets are amortised on a straight ine basis over the penod of the patent or licence, which 1s 20 years

Goodwill

Goodwill 1s the excess of the cost of the acquired entity over the aggregate of the fair values of the identifiable assets
and habiites Goodwill ansing on the acquisition of trade and assets 1s capitalised and reviewed for impairment in
accordance with 1AS 36 ''/mpairment of assets’

Impairment of intangible assets, property, plant and equipment and non-financial assets

The net carrying amount of non-financial assets, other than inventory and deferred tax assets 1s reviewed at each
penod-end In order to assess the existence of any indication of loss in value Where such indication exists, the
recoverable amount of the asset or group of assets 1s estimated

Where the resulting recoverable amount 1s less than the net carrying amount of the asset or group of assets, an
impairment 1$ recorded

11




Veolia Water OQutsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

1 Accounting principles and methods {continued)

Inventories and work in progress

Inventones and work tn progress are stated at the lower of cost and net realisable value Net realisable value 1s the
estimated selling pnce in the ordinary course of business less the estimated costs of completion and the estimated
costs necessary to make the sale Costis estmated using first in first out cost formulas

Provisions

Pursuant to 1AS 37, Provisions, Contingent Liabilittes and Contingent Assets, a provision is recorded when, at the
year end, the Company has a current legal or implicit obhgation to a third party as a result of a past event, it is
probable that an outflow of resources embodying ecenomic benefits will be required to settle the obligation and the
amount of the obligation can be reliably estimated

Prowvisions giving rise to an outflow after more than one year are discounted if the impact 1s material Discount rates
reflect current assessments of the time value of money and the nsks specific to the lrabiity The unwinding of the
discount I1s recorded In the Statement of Comprehensive Income 1n "Other financtal income and expenses”

Financial instruments

Financial assets and habilities
Financial assets include assets classified as available-for-sale, loans and receivables and cash and cash equivalents

Financial habilties include borrowings, other financing and bank overdrafts and operating payables
The recognition and measurement of financial assets and habilities is governed by |AS 39

Measurement and recognition of financial assets
Financial assets are initially recognised at farr value plus transaction costs

All of the Company’s financial assets are classified as loans and receivables

Loans and receivables
This category includes loans and other receivables After inital recognition at farr value, these instruments are
recognised and measured at amortised cost using the effective interest method

An impairment loss 1s recogmsed If the carrying amount of these assets exceeds the present value of future cash
flows discounted at the wtial effective interest rate The impairment loss 1s recognised in the statement of
comprehensive mcome

Gains and losses on loans and recevables consist of interest income and impairment losses

Cash and cash equivalents
Cash equivalents are held to meet short-term cash commitments In order to be considered a cash equivalent, an
investment must be readily convertible to a known amount of cash and subject to a neghgible nsk of change n value

The Company classifies terms deposits where matunty 1s less than three months and no penalty on early exit to be
cash and cash equivalents

Recognition and measurement of financial habilities
Borrowings and other financial habihties are recognised initially at fair value less transaction costs and subsequently
measured at amortised cost using the effective interest method

The effective interest rate 1s the rate that exactly discounts estimated future cash payments or receipts over the
estimated term of the financial instrument or, where applicable, over a shorter perod, to the net carrying amount of
the financial asset or lability

12




Veolia Water Qutsourcing Limited

Notes to the financial statements (continued)
for the perod ended 31 December 2012

1 Accounting principles and methods {(continued)

Pension plans and other post-employment benefits

The Company cperates a pension scheme providing benefits based on the final pensionable salary This scheme was
closed to new members in Apnl 1996 and September 2004 The assets of the scheme are held separately from those
of the Company

The net obligations of the Company are calculated for each plan based on an estimate of the amount employees will
recewve In exchange for services rendered dunng the current and past penods This amount 1s then discounted to
present value and unamortised past service costs and the fair values of plan assets are deducted

Where the calculation shows a plan surplus, the asset recognised 1s capped at the total of the discounted present
value of profits, in the form of future repayments or reductions 1in plan contributions and the amount of unamortised
past service costs The plan surplus I1s recognised In non-current financial assets

Certain obligations of the Company may enjoy repayment entittement, coresponding to a commitment by a third party
to repay In full or in part the expenses relating to these obligations Repayment entitlement 1s recogntsed in non-
current financial assets

Employee obligations of the Company are calculated using the projected unit credit method This method 1 based on
the probability of personnel remaining with the Company untl retrement, the foreseeable changes in future
compensation, and the appropnate discount rate Specific discount rates are adopted for each monetary zone They
are determined based on the yield offered by bonds i1ssued by top-quality companies {rated AA) or treasury bonds
where the market 1s not hquid, with matunties equivalent to the average term of the plans valued in the relevant
region This results in the recognition of pension-related assets or provisions in the Statement of Financial Position
and the recogrition of the related net expenses

Pursuant to IAS 19, Employee Benefits, actuanal gains and losses are offset against other comprehensive income
and are not amortised In the Income Statement

Revenue
Revenue represents sales of services measured at the fair value of the counterparty received or receivable

Revenue from the sale of services 1s recognised when the following conditions are satisfied
¢ the amount of revenue can be measured reliably,

= the stage of completion of the transaction at the year-end may be reasonably determined, the recovery of the
counterparty 1s considered probable,

¢ the costs incurred or to be incurred In respect of the transaction can be measured reliably

Sales of services
The provision of services represents the management, design, operation and maintenance of water and waste water
related infrastructure and customer outsourcing services

Revenue from these activities 1s recogmised when the service 1s rendered and it 1s probable that the economic benefits
will flow to the Company

In contracts where the Company 1s the main contractor revenue reflects costs incurred lo date plus best estimate of
profits atinibutable to the work performed to date It should be noted that fees and taxes collected on behalf of local
authonties are excluded from Revenue when the Company does not bear the risk of payment default by third parties

13




Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

1 Accounting principles and methods {continued)

Financial items in the staternent of comprehensive income
Finance costs consist of interest payable on horrowings calculated using the amortised cost method

Finance income consists of Income from investments and loans to group undertakings

Interest income 1s recognised In the Statement of Comprehensive Income when earned, using the effective interest
method

Other financial iIncome and expenses primarily include income on financial recevables calculated using the effective
interest method, dividends, impairment losses on financial assets and the unwinding of discounts on provisions

Income taxes
The iIncome tax expense includes the current tax charge and the deferred tax charge

Deferred tax assets are recognised on deductible temporary differences and/or tax loss carry forward
Deferred tax assets ansing from temporary differences are only recognised when it 1s probable that
= the Company is hkely to generate sufficient future taxable profits against which the asset can be offset

At each penod end, the Coempany reviews the recoverable amount of deferred tax assets arising from material tax
losses carned-forward

Deferred tax assets ansing from these tax losses are no longer recogrised or are reduced when required by the
specific facts and circumstances of each company or tax group concerned, and particularly when

+ the forecast period and uncertainties regarding the economic environment no longer enable the probability of
utihsation to be assessed,

+ the companies have not started utilsing the losses,
« the forecast utiisation penod exceeds the carry forward penod authorised by tax legislation,

« offset against future taxable profits 1s uncertain due to the nsk of different interpretations of the application of tax
legislation

Deferred tax assets and habilities are adjusted for the effects of changes in prevailing tax laws and rates at the year
end Deferred tax balances are not discounted

14




Veclia Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

1 Accounting principles and methods {continued)

Cnitical jJudgements in applying the Group's accounting policies

The following 1s the critical accounting judgement, apart from those involving estimations (which are dealt with
separately below), that the directors have made In the process of applying the accounting policies and that has the
most significant effect on the amounts recognised in the financial statements

Revenue recognition
In making its judgement, management considered the detailed critena for the recognition of revenue from services, as

setout in IAS 18 Revenue Management has judged that duning the period, revenue has only been recognised when
the outcome of transactions involving the rendering of services can be estimated reliably In making this judgement,
management has ensured that the following conditions have been satisfied

® the amount of revenue can be measured rehably, and

* there s persuasive evidence that it 1s probable that the economic benefits associated with the transaction will
flow to the entity

Key sources of estimation uncertainty

The key assumptions concerning the future, and cther key sources of estimation uncertainty at the balance sheet
date, that have a significant nsk of causing a matenal adjustment to the carrying amounts of assets and habilities
within the next financial year, are discussed below

Goodwil!

The Company tests annually whether goodwill has suffered any impairment, in accordance with the drsclosure :n note
8 The recoverable amounts of cash generating units have been determined based on value-in-use calculations
These calculations require the use of estimates

Investments mn subsidiaries, joint ventures and associates

These investments are held at cost less impairment in accordance with 1AS 27 The directors are required to assess
whether there 1s indication of impairment at each period end This requires judgement based on management's
assessment of current as well as expected future investment performance

Allowance for estimated irrecoverable receivables

Allowances for estimated irrecoverable receivables are determined using a combination of factors to ensure that trade
receivables are not overstated due to uncolflectability The allowance for estmated irrecoverable recewvables for
customers i1s based on a vanety of factors, including the overall quality and ageing of receivables and continuing credit
evaluation of the customer's financial conditions Also, specific allowances for individual accounts are recorded when
the Company becomes aware of the customer's inability to meet its financial obligations

Revenue recognition

The Company recognises contract revenue for services as costs incurred to date plus profits attributable to the work
performed to date The estimation of the profit attrbutable to on-going contracts requires the use of estimates by
management

Pension benefits

The present value of the pension obligations depends on a number of factors that are determined on an actuanal
basis using a number of assumptions

The assumptions used In determining the net cost for pensions include the discount rate Any changes in these
assumptions will impact the carrying amount of pension obligations The Company determines the appropnate
discount rate at the end of each year This i1s the interest rate that should be used to determine the present value of
estimated future cash outflows expected to be required to settle the pension obligations In determining the
appropnate discount rate, the Company considers the interest rates of high quality corporate bonds that have terms to
matunty approximating the terms of the pension obligation Other key assumptions for pension obligations are based
in part on current market conditions Addiional information 1s disclosed in note 20
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Veohia Water Outsourcing Limited

Notes to the financial statements (continued)
for the period ended 31 December 2012

2 Revenue

Tumaver represents income, net of VAT, from fees earned from services ansing wholly within the United Kingdom
The directors consider there to be one class of business, being the design, operation, maintenance and management

of water and waste water infrastructure and related activities

An analysis of the Company’s revenue Is as follows

Supply of services

Revenue per statement of comprehensive income
Investment income

Total revenue

3 Loss from operations

Loss from operations 1s slated after charging/(crediting)

Operating lease expenses (note 22)
Loss/{gain) on disposal of property, plant and equipment
Depreciation of property, plant and equipment
Amortisation of intangible assets

Impairment of goodwill

Impairment of stock

Restructunng costs

Staff costs (note 4)

Curtailment gain (note 20)

Audit of the Company's financial statements
Other assurance services

4 Staff costs

The average monthly number of employees {(including executive directors) was

Operations
Central services

Ther aggregate remuneration comprised
Wages and salarnes
Social secunty costs

Post employment benefits costs (DCCS division) (see note 20)

Post employment benefits costs {(Other)

9 Months Ended Year Ended
31 December 31 March
2012 2012
£000 £000
39,279 69,657
39,279 69,657
15,242 3,861
54,521 73,518

9 Months Ended Year Ended
31 December 31 March
2012 2012
£000 £000
983 1,008

15 (2)
2,710 2,222
12 16
- 5
- 836

- (135)
20,694 29,233

(656)

71 121
3 3

9 Month Ended

12 Months Ended

31 December 31 March
2012 2012
Number Number
462 677

108 a5

570 772

9 Month Ended 12 Months Ended

31 December 31 March
2012 2012
£000 £000

17,303 24,345
1,742 2,472
302 857
1,347 1,559
20,694 29,233
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the period ended 31 December 2012

4 Staff costs (continued)

Directors’ emoluments

Remuneration

9 Month Ended

12 Months Ended

31 December 31 March
2012 2012
£000 £000
488 1,605
488 1,605

The emoluments of directors disclosed above include the following amounts paid to the highest paid director
9 Month Ended 12 Months Ended

Remuneration and amounts receivable under long term incentive scheme

31 December
2012
£000

150

31 March
2012
£000

230

A number of directors, not remunerated by the Company directly, are employed by other Veolia Water group
companies The cost of their remuneration and pension contributions are therefore paid and charged in the accounts
of other group companies Of the total remuneration, a total amount of £6k (31 March 2012 £9k) can be attnbuted to
the Company for qualifying services performed, spht as follows

9 Month Ended 12 Menths Ended

31 December 31 March

2012 2012

£000 £000

Basic salary and fees 3 4
Benefits 1 2
Performance related bonuses 2 3
6 9

5 Investment Income 9 Month Ended 12 Months Ended

31 December 31 March

2012 2012

£000 £000

Interest received from group undertakings 2,481 2,960
Profit on disposal of iInvestments 11,958 -
Dividends from investments in group companies 803 a0
15,242 3,861

6 Finance costs 9 Month Ended 12 Months Ended

31 December 31 March
2012 2012
£000 £000
Interest payable to group undertakings 1,047 1,157
Other finance costs (37} 586
Interest on pension fund habiliies (note 20) 854 1,216
Expected return on pension scheme assets (note 20) (840) (999)
Total finance costs 1,024 1,960
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Veoha Water Outsourcing Limited

Notes to the financial statements (continued)
for the period ended 31 December 2012

7 Income tax expense 9 Month Ended 12 Months Ended
31 December 31 March
2012 2012
£000 £000
Current tax:
Current income tax credit (4,643) (5,397)
Adjustments in respect of current income tax of previous year 43 (164)
Total current tax (4,600) (5,561)
Deferred tax
Ongination and reversal of temporary differences charge 104 360
Adjustments to deferred tax attnbutable to changes in tax rates and laws 98 285
Adjustments in respect of prior years (29) (4)
Total deferred tax 173 641
Total tax credit on loss on ordinary activities {4,427) {4,920)

Current tax s calculated at 24% (31 March 2012 26%) of the estimated assessable profit for the period As of 1 April
2012, as a result of a change in the UK corporation tax rate from 24% to 23% (31 March 2012 26% to 24%) the

relevant deferred tax balances have been re-measured

Further reductions to the UK tax rate have been announced The changes, which are expected to be enacted
separately each year, propose to reduce the rate to 20% by 1 Apni 2015 The changes had not been substantively

enacted at the reporting date and, therefore, are not recogmised in these financial statements
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Veoha Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

7 Income Tax expense {continued)

The tax credit for the penod/year can be reconciled to the statement of comprehensive iIncome as follows

9 Month Ended

12 Months Ended

31 December 31 March

2012 2012

£000 £000
Loss on ordinary activities before tax (5,701) (17.,287)
Loss on ordinary activites multiplied by standard rate of current tax in the UK of 24% (1,368) (4,495)
(31 March 2012 26%)
Tax effect of
Gain on Disposal (2,870) -
Income not subject to tax (193) (370)
Permanent differences (108) (172)
Impact of change In tax rate 98 285
Adjustments tc prior year {current tax} 43 (164)
Adjustments to prior year (deferred tax) (29) (4)
Total tax credit (4,427) (4,920)

In addition to the amount charged to the profit or loss, deferred tax has been charged directly to other comprehensive

income as detailed below

9 Month Ended 12 Months Ended

31 December 31 March

2012 2012

£000 £000

Actuanal gain on defined benefit plans 622 555
Deferred tax expense reported in other comprehensive income 622 555
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)

for the penod ended 31 December 2012

8 Intangible assets

Cost
At 1 Apnl 2011
Impairment charge for the year

At 31 March 2012

Impairment charge for the year
Reclassification

At 31 December 2012

Amortisation
At 1 Apnl 2011
Amortisation charge for the year

At 31 March 2012
Amortisation charge for the penod
Reclassification

At 31 December 2012

Carrying amount
At 31 December 2012

At 31 March 2012
At 1 Apnl 2011

Patents and

licences Software Goodwill Total
£000 £000 £000 £000
322 - 128 450
- - (7) (7
322 - 121 443
- - (5) £5))
- 9 - 9
322 9 116 447
(36) - - (36)
(16) - - (16)
(52) - - (52}
(12) - - (12}
- {(9) - (9)
(64) {9) - (73}
258 - 1186 374
270 - 121 391
286 - 128 414

Goodwill relates to the excess of the costs of the acquired trade and assets of the entity over the aggregate fair values

of the entity’s identifiable assets and habilities

Gocedwill has been allocated for impairment testing purposes to the cash generating umt The Company tests annually

for impairment
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Veoha Water Qutsourcing Limited

Notes to the financial statements (continued)

for the penod ended 31 December 2012

9 Property, plant and equipment

Cost or valuation

At 1 Apnl 2011
Additions
Disposals
Reclassifications

At 31 March 2012
Additions
Disposals
Reclassifications

At 31 December 2012

Accumulated depreciation and
impairment

At 1 Apnl 2011

Depreciation charge for the year
Disposals

Reclassifications

At 31 March 2012

Depreciation charge for the penod
Disposals

Reclassifications

At 31 December 2012

Carrying amount

At 31 December 2012
At 31 March 2012

At 1 Apnl 2011

Fixtures, fittings, Assets in the
Freehold plant and course of
bulldings equipment Vehicles construction Total
£000 £000 £000 £000 £000 |
618 9,566 1,399 - 11,583
- 3,150 - 264 3,414
- - (249) - (249)
- 3 - - 3
618 12,719 1,150 264 14,751
1 1,150 - 163 1,314
- (3,200) (528) (264) (3,992)
(294) 206 79 - (9)
325 10,875 701 163 12,064
(76) (2,301) (960) - (3,337)
(32) (2,028) (162) - (2,222)
- - 235 - 235
{2) 3 (4) - (3)
(110) (4,326) (891) - (5,327)
(9) (2,621) (80) - (2,710)
3,200 447 - 3,647
44 42 77 - 9
(75) (3,705) (601) - (4.381)
250 7.170 100 163 7,683
508 8,393 259 264 9,424
542 7.265 439 - 8,246
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)

for the period ended 31 December 2012

10 Investment in subsidiaries

The Company has invesiments in the following substdiary undertakings

Veolia Water Nevis Limited

Veolia Water Projects Limited

Stiring Water Seafield Holdings Limited
Veolia Water Capital Delivery Limited
Veolia Water Operational Services
{Highland) Limited

Veolia Water Operational Services (Moray)
Limited

Veoha Water Operational Services (Tay)
Lirmited

Vennsys Limited

Country of
incorporation or
pnncipal business
address

United Kingdom
United Kingdom
United Kingdom
United Kingdom

United Kingdom

United Kingdom

Uruted Kingdom

United Kingdom

Holding

Ordinary £1
Ordinary £1
Crdinary £1
Ordinary £1

Ordinary £1

Ordinary £1

Ordinary £1

Ordinary £1

Preference £1

%

100
100
100
100

100

100

100

51
100

Pnncipal activity

Water services
Water services
Waste water services

Water and waste water
services with investments
Waste water services
Waste water services

Waste water services

Meter installation and
reading

During the penod the Company disposed of its investment in Veolha Water Ireland Limited to the immediate Parent

undertaking

Cost
At 1 Apnl 2011
Additions

At 1 Apnl 2011 and 31 March 2012
Addittons
Disposals

At 31 December 2012
Net book value

At 31 December 2012
At 31 March 2012
At 1 Apnl 2011

Preference
Shares shares Total
£000 £000 £000
22,797 1,200 23,997
- 600 600
22,797 1,800 24,597
1,913 - 1,913
(1,942) - (1,942}
22,768 1,800 24,568
22,768 1,800 24,568
22,797 1,800 24,597
1.209 23,997

22,797
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Veolia Water Qutsourcing Limited

Notes to the financial statements (continued)

for the penod ended 31 December 2012

11 Investment in associates and joint ventures
The Company has investments in the following associates and entities

Glen Water {(Holdings} Limited
MUJV Limited

Veolia Water Organics Recycling
Limited

Thistle Water Limited

UUGM Limited (held indrectly
through Veolia Water Capital
Delivery Limited}

4Delivery Limited (held indirectly
through Veola Water Capital
Delivery limited)

Brighton and Hove 4Delivery
Limited {held indirectly through
Veola Water Caprtal Delivery
imited)

Stirling Water (2003} Limited

a Joint venture
$ associate

Cost and Net Book Value

Country of
incorporation

or principal business

address

United Kingdom
Urnited Kingdom
United Kingdom
United Kingdom

United Kingdom

Urnited Kingdom

United Kingdom

United Kingdom

At 1 Apnl 2011 31 March 2012 and 31 December 2012

Addittons
Disposals

At 31 December 2012

Holding
Ordinary £1
Ordinary £0 1
QOrdinary £1
Ordinary £1

Ordinary £1

Ordinary £1

Ordinary £1

Ordtnary £1

Y%

50

50

50

40

60

40

49

25

Prncipal activity

Waste water
services

Utilty infrastructure
management

Industrial waste
recycling

Water and waste
water services

Water and waste
water services

Water and waste
water services

Waste water
services

Water and waste
water services

Shares
£000

780

780
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

12 Inventories

Raw materials and consumables
Work-in-progress

31 December 31 March 1 Apnl
2012 212 2011
£000 £000 £000

3,215 2,860 1,030
195 2,112 1,572
3,410 4,972 2,602

inventones are valued at the lower of cost and net realisable value Cost s determined by the first-in first-out method

and comprises direct purchase costs and transportation expenses

The amount relating to wnte downs of inventories recognised as an expense i1s £nil (31 March 2012 £836) This s
included in the cost of sales line In the statement of other comprehensive iIncome
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

13 Trade and other receivables

31 December 31 March 1 Apnl

2012 2012 2011

Trade and other receivables due within one year £000 £000 £000

Trade receivables 6,684 13,505 11,194
Less Prowision for the impairment of recevables (2,579) {1,546) (1,792)

Trade receivables — net 4,105 11,959 9,402

Amounts due from group undertakings (note 25) 41,097 27,285 30,444

Loans due from group undertakings (note 25) 7,537 10,903 1,886

Prepayments and accrued income 3,488 2,902 3,476

Other receivables 5,485 7,672 10,055

61,712 60,721 55,263

Trade and other receivables due after one year £000 £000 £000

Loans due from group undertakings (note 25) 30,117 30,111 29,806

An allowance has been made for estimated irrecoverable amounts from customers, determined by reference to past
default experience All amounts that have not been provided for are expected to be recoverable The table below
shows the movement in the impairment allowance durnng the penod

31 December 31 March

2012 2012

£000 £000

At 1 Apnl 1,546 1,792
Charge for the period/year 1,033 -
Unused amounts reversed in the periodiyear - (246)
At 31 December (31 March} 2,579 1,546

25




Veolia Water Outsourcing Limited

Notes to the financial statements {continued)

for the penod ended 31 December 2012

13 Trade and other receivables (continued)

At 31 December the aged trade receivables analysis 1s as follows

31 December 2012
Trade receivables

31 March 2012
Trade receivables

1 Apnl 2011

Trade receivables

14 Cash and cash equivalents

Neither past due Overdue less Overdue Qverdue more

Total nor impaired than 3 months 3 to 6 months than 6 months
£000 £000 £000 £000 £000
6,684 520 1,204 1,090 3,870
13,5056 9,530 1,203 2N 2,481
11,194 3,685 1,782 1,066 4,661

Bank balances and cash compnse cash held by the Company and short-term bank deposits with an onginal matunty
of three months or less

15 Trade and other payables

Trade payables and accruals
Loans from parent and group undertakings (note 25)

Amounts owed to group undertakings {note 25)

Accruals and deferred income
Other tax and social secunty
Other payables

31 December 31 March 1 Apnl
2012 2012 2011
£000 £000 £000

1,317 649 2,193
81,481 75,830 49,457
6,586 9,403 12,531
26,479 22,893 19,683
384 2,430 1,096
385 916 862
116,632 112,121 85,822
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

16 Financial nsk management
The Company 1s exposed to the following financial nsks in the course of its operating and financing activities

« Interest-rate risk,
* Liquidity nsk, and
« Credit nsk

The Company s not exposed to significant amounts of foreign currency nsk as the Company operates principally 1n
the UK and at each reporting date the majonty of financial assets and financial labiities are denominated in Sterling
Financial liabilities held in foreign currencies at the year-end are matched by financial habiities of a matenally similar
value

The Company finances its operations through a mixture of retained profits, bank overdrafts and intra-group lcans The
Group's central treasury department manages liquidity, interest rate and foreign exchange nsk centrally within imits
set by the Chief Financial Officer

Interest rate risk

The financing structure of the Company exposes 1t naturally to the nsk of interest rate fiuctuations, as the Company
holds financial assets that are subject to both fixed and vanable rates of interest and financial lrabiites that are
subject to vanable rates of interest

Liquidity nsk
The Company 1s subject to the vanability of cash flow due to the biling cycle and the uncerfainty of timing of customer
and related party payments

Credit nsk
The Company 1s exposed to counterparty risk in various areas its operating activities and cash investment activities

Credit risk therefore anses primanly on the Company's operating financial assets and operating receivables

The carrying amount of trade and other receivables and cash and cash equivalents represents the Company’s
maximum exposure to crecht risk

The Company manages its credit nisk by ensunng that sufficient resources are allocated to credit management to
reduce the impact of the nsk and using reputable financial mstitutes to hold its cash balance
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Veolia Water Outsourcing Limited

Notes to the financial statements (continued)
for the pencd ended 31 Dacember 2012

47 Financial instruments

Categories of financial instruments

All of the Company's financial assets at 31 December 2012, 31 March 2012 and 1 Apnl 2011 are categonised as loans
and receivables and measured at amortised cost

All of the Company's financial liabiities at 31 December 2012, 31 March 2012 and 1 Apnl 2011 are categonsed as
other financial habilites and measured at amortised cost

Fair value

The Company does not hold any financial instruments at fair value However, set out below 1s a comparison of the
carrying amounts and fair value of the Company’s borrowings

31 December 2012 31 March 2012 1 April 2011
Carrying Carmying Carrying
amount Farr value amount Fair value amount Farr value
£000 £000 £000 £000 £000 £000
Financial Liabihties
Loans due to group undertakings 81,481 81,481 75,830 75,830 49,457 49,457

The carrying value of the remainder of the Company's financial instruments approximates their fair value at 31
December 2012, 31 March 2012 and 1 Apnl 2011

Liquidity risk

The contractual matunty of all of the Company’s financial iabilities at 31 December 2012, 31 March 2012 and 1 Apnil
2011 all fall due within one year

The following tables detall the Company’s expected matunity for its loans due from group undertakings The tables
have been drawn up based on the undiscounted contractual matunties of these financial assets The inclusion of
information on these financial assets s necessary to understand the Company's liquidity nsk management as iquidity
1s managed on a net asset and liability basis The remainder of the company’s financial assets are expected to be
recovered within one year

s

Included in the following table 1s a loan to Vennsys Ltd stated as due within one year, however a letter of comfort has
been provided to Vennsys Ltd stating that financial support will be provided for a penod of at least 12 months from the
balance sheet date, but only to the extent that the monies are not otherwise available to meet such habilities



Veolia Water Qutsourcing Limited

Notes to the financial statements {continued)
for the period ended 31 December 2012

17 Financial instruments (continued)

Loans due from group undertakings

At 31 December 2012
Veoha Water UK Limited

Vennsys Limited

Stiring Water Seafield Limited
{Snr subordinated debt)

Stiring Water Seafield Limited
{Jnr subordinated debt}

Glen Water Limited

At 31 March 2012
Veolia Water UK Limited
Vennsys Limited

Stirhing Water Seafteld Limited
{Snr subordinated debt)

Stiring Water Seafield Linited
(Jnr subordinated debt)

Glen Water Limited

At 1 April 2011
Vennsys Limited

Stirling Water Seafield Limited
{Snr subordinated debt)

Stiring Water Seafield Limited
{Jnr subcrdinated debt)

Glen Water Limited

Weighted
average
effective

interest rate

0 830
9 700

5772

12 000
9 000

9 700
5772

12 000

9 000

Timing of cash flows

Within cne  Betweenone  Between two  More than five
year andtwo years and five years years Total
£000 £000 £000 £000 £000
6,868 - - - 6,868
591 316 2,076 12,838 156,821
- - - 6,728 6,728
78 191 680 7,287 8,236
7,637 507 2,756 26,853 37,653
3,140 - - - 3,140
7,198 - - - 7,198
565 618 1,625 13,289 16,097
- - - 6,342 6,342
- 175 400 7,661 8,236
10,903 793 2,025 27,292 41,013
1,200 - - - 1,200
514 565 1,396 14,137 16,612
- - - 5,645 5,645
172 187 573 7,303 8,235
1,886 752 1,969 27,085 31,692
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Veolia Water Outsourcing Limited
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17 Financial instruments (continued)

Sensitivity analysis - Interest Rates

The sensitivity analyses below have been determined based on the exposure to floating interest rate instrumenis at
the end of the reporting period For floating rate liabilities, the analysts 1s prepared assuming the amount of the hability
outstanding at the end of the reporting period was outstanding for the whole year A 1% increase or decrease Is used
when reporting interest rate nsk internally to key management personnel and represents management's assessment
of the reasonably possible change in interest rates

If interest rates had been 1% higher and all other vanables were held constant, the Company's loss for the period
ended 31 December 2012 would increase by £462k (31 March 2012 £727k)

If interest rates had been 1% lower and ali other variables were held constant, the Company’s loss for the penod
ended 31 December 2012 would decrease by £462k (31 March 2012 £737k)

These movements are pnmarily dniven by the vanable rate interest on the loan from Veolia Water UK Plc of £68,854k
at the year end (31March 2012 £54,839k)

18 Provisions
Performance Restructure

deductions provisions Pain Share Other Total
£000 £000 £000 £000 £000
At 1 April 2011 1,186 716 - 447 2,349
Additional provision in the year
Utihsation of provision (203) {516) - (447) (1,166)
Release of provision (210} (200) - - {410)
At 31 March 2012 773 - - - 773
Additional provision in the peneod - - 2,925 - 2,925
Reclassification - 603 603
Utilisation of provision (773) - - (243) (1,016)
At 31 December 2012 - - 2,925 360 3,285

Performance deduction
Performance deduction provisions relate to operational contract deductions due to below target cash collection on a
customer services contract

Pain Share

Pain-share relates to the Company's recogmition of additional costs attnbutable to the Company on target cost
contracts with pain/gain mechanmisms, at the point at which they are forecasted Losses on such confracts, where they
occur, are recogmised by the Chient and Joint Venture partners in hne with the respective contractual agreements

Restructuring provision
Restructuring provision relates to employment termination costs

Other provision

Other provisions relate to chent terminal contract obligations inherited by the Company on the insolvency of one of its
delivery subcontractors and provision for accrued employee hotiday pay

30




Veolia Water Outsourcing Limited
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19 Deferred tax

The following are the major deferred tax assets and liabilities recognised by the Company and movements thereon
dunng the current and pnor reporting penod

Retirement
Capital benefit WIP Unpaid Losses
allowances obligatons Hobday Pay STTD Rem camed forward Total
£000 £000 £'000 £000 £000 £'000 £:000
As at 1 Apnil 2011 {2) 954 149 263 - 2,900 4,264
Charged to profit or loss 174 (214} 2 (209) - (394) (641)
Charged to other - (555) - - - - (555)
comprehensive Income
As at 31 March 2012 172 185 151 54 - 2,506 3,068
Charged to profit or loss 303 (326) (58) (52) 59 - (74)
Change of rate (20) 33 (2} (2) (3} (105} (99)
Charged to other
comprehensive income - {622) - - - - (622)
As at 31 December 2012 455 (730) 91 - 56 2,401 2,273

20 Retirement benefit schemes
Defined benefit schemes

Veolia UK Pension Plan (VUKPP)

The scheme was established as at 1 Apnl 1996, the Genérale des Eaux UK Retirement Benefits Scheme This scheme
was merged with the Générale des Eaux UK Pension Plan on 1 April 1988 to form the Veoha UK Pension Plan, which was
open to all new staff and exising members The scheme provides a selection of benefits based upon final pensionable

pay or money purchase according to the members’ wishes The final salary section was closed to new members on 30
September 2004

The scheme operates a dwisionalised structure within the overall plan The “DCCS” division was created on 29 November
2007

The latest formal valuation of the DCCS division of the VUKPP, determmed by an independent qualified actuary, was at 31

December 2011 The valuaton was made on the “attaned age” funding method The actuanal valuaton made the
following assumpticns

Rate of investment return 4 9% (pre-retirement), 4 9% {post-retirement)
Rate of increase in remuneration 4 2%
Rate of pension increase 32%

The valuation as at 31 December 2010 slated the market valuation of the plan to be £22 4m with a funding level of 74%

Contnbutions to the Vecha UK Pension Plan over the period ended 31 December 2012 were pad by members in
accordance with the rules of the plan and by the Company at 20 0% of pensionable salary

The contnbutions expected to be paid in the year from the balance sheet date are £1,664k (31 March 2012 £2,335k)
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Notes to the financial statements (continued)
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20 Retirement benefit schemes (continued)

Following the termination of the Welsh Water contract on 31 July 2012 active members of the DCCS division transferred
employment from Veolla Water Qutsourcing Limited back to Welsh Water and stopped accruing benefits in the Veoha UK
Pension Plan These members are now entiled to deferred benefits in the Division that are inked to CPI deferred
revaluation but also have the option of transfernng their benefits to Welsh Water's arrangements It has been confimed
that around 85% of the members have elected to transfer This results in a curtaiment gain for the DCCS division in the
year The curtaiment gan figure recognises the link to final salary being replaced by CPI deferred revaluation for those
electing to stay in the Dvision and an adjustment for the pensions expense allowing for around 85% of former active
members being transferred out

The following tables summanse the components of net benefit expense recognised In the statement of
comprehensive income and the funded stalus and amounts recognised In the statement of financial position for the
plan

The total charge for the peniod 1s recorded in full in operating iIncome, except for interest costs and the expected return
on plan assets which are recorded in net finance costs

12 Months Ended

31 December 31 March
2012 2012
£000 £000
Net benefit expense
Current service cost 302 857
Total service charge 302 857
Interest cost 854 1,216
Expected return on plan assets (840) (999)
Curtailment gain (656) -
Total (credit) (340) 1,074
Actual return on plan assets 2,085 2,702
Total actuanal gains and losses recognised in other comprehensive iIncome
Actuanal gain on scheme assets 1,245 1,703
Actuanal gain on scheme habilities 1,341 607
Total credit 2,586 2,310
31 December 31 March 1 Apnl
2042 2012 2011
Benefit asset / (hability) £000 £000 £000
Present value of defined obligations (22,246) (23,165) (21,665)
Fair value of plan assets 25,422 22,395 17,996
Net amount recognised 3,176 (770) (3,669)

32




Veolia Water Qutsourcing Limited

Notes to the financial statements (continued)
for the penod ended 31 December 2012

20 Retirement benefit schemes (continued)

Changes In the present value of the defined benefit obligation are as follows
Opening present value of obligations

Current service cost

Interest cost

Plan participants’ contributions

Actuanal gans on obligation

Benefits paid

Plan curtailments

Closing present value of obligations

Changes in the fair value of plan assets are as follows
Opening fair value of plan assets

Expected return on plan assets

Employers contnbutions

Plan participants’ contnbutions

Benefits paid

Actuarial gains on plan assets

Closing fair value of plan assets

31 December

12 Months Ended

The major categories of plan assets as a percentage of the fair value of total plan assets are as follows

Gilts and corporate bonds
Cash

The expected rates of return on each category of plan assets are as follows
Giits and corporate bonds
Cash

31 December 31 March
2012 2012
£000 £000

23,165 21,665
302 857
854 1,216

56 168
(1,341) (607)
(134) (134)

(656) -

22,246 23,165

31 December 31 March
2012 2012
£000 £000

22,395 17,996
840 999
1,020 1,663
56 168
{134) (134}
1,245 1,703
25,422 22,395
31 March 1 Apni
2012 201
79% 80%
21% 20%
53% 5 55%
3 4% 4 35%

The overall expected rate of return on assets 1s determined based on market pnces prevailing at that date, applicable

to the penod over which the obligation 1s to be settled
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Principal assumptions

The present value of pension obligation 1s estmated by discounting pension commitments, including salary growth, at an

AA corporate bond yield

The pnnaipal assumphions used In determining the pension obligabon are shown below

31 December 31 March

2012 2012

%

Discount rate 4 40% 4 95%
Future salary increases 3 85% 4 20%
Future pnce inflaton* 2 15% 2 50%
Future pensicn-n payment increases 2 85% 3 20%
Life expectancy for a male pensioner age 65 (yrs) 226 226
Life expectancy for a male non-pensioner age 65 (yrs} 242 247

1 Apnl
2011

%

5 5%
4 40%
290%
3 40%

226
2565

* The impact of statutory increases 1s now being linked to the movement in CPI rather than RPI based on legal advice

received by the Trustees for, as follows

¢«  VWSCPP - the change applies tc deferred revaluation and pension increases m payment
« VUKPP — the change applies to deferred revaluation only
e DCCS — the change applies to deferred revaluation cnly

Deferred pensions are revalued to retirement age In line with the CPI assumption of 2 15% per annum unless otherwise

prescnbed by statutory requirements or the plan rules

The assets of the above plans are held separately to those of the Company, being invested by independent fund

managers

Amounts for the current and prevtous four penods are as follows

31 December 31 March 31 March 31 March

2012 2012 2011 2010

£000 £000 £000 £000

Defined benefit obligation 22,248 23,165 21,665 19,662
Plan assets 25,422 22,395 17,996 15,390
Surplus/(Deftcit) 3,176 (770) (3,669) (4,172)
Experience adjustments on plan assets (5%) (8%) 1% 1%
Expenience adjustments on plan (9%) (7%) 0% 31%

habiities

31 March
2009

£000

11,538
11,162
(386)
22%
26%
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21 Share capital

31 December 31 March 1 Apnl
2012 2012 2011
£000 £000 £000

Authonsed, Allotted, called-up and fufly-paid
13,000,000 ordinary shares of £1 each 13,000 13,000 13,000
22,000,000 ordinary shares of £1 each 22,000 22,000 22,000
35,000 35,000 35,000

Capital management

The pnmary objective of the Company's capital management 1s to ensure that it maintains a strong credit rating and
healthy capifal rahos in order to support its business and maximise shareholder value The Company manages its
capital structure and makes adjustments to it, in hght of changes in economic conditions To maintain or adjust the
capital structure, the Company may adjust the dividend payment tc shareholders, return capital to shareholders or
iIssue new shares No changes were made in the objectives, policies or processes dunng the period ended 31
December 2012 or the year ended 31 March 2012

22 Operating lease arrangements

The Company as lessee

31 December 31 March 1 Apnil
2012 2012 2011
£000 £000 £000
Minim |
iImimum lease payments under operating leases charged to expense 083 1,008 810

for the year

At the reporting date the Company has outstanding commitments under non-cancellable operating leases, which fall
due as follows

31 December 31 March 1 Apnl

2012 2012 2011

£000 £000 £000

- Within one year 1,300 1,066 973
- In the second to fifth years inclusive 1,901 1,956 1,954
- After five years - - -
3.201 3,012 2,927

Operating lease payments represent rentals payable by the Company for motor vehicles and plant and machinery
The commercial vehicle leases have an average term from commencement until expiry of four years The lease
relating to plant and machinery expires in 2015
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23 Cash generated from operations

31 December 31 March

2012 2012

£000 £000
OPERATING ACTIVITIES
Loss before tax from continuing operations {5,701) (17,287)
Non-cash adjustments to reconcile profit before tax to net cash flows,
Investment income {15,242) (3,861}
Finance costs 1,024 1,960
Depreciation of property, plant & equipment 2,710 2,222
Amortisation & impairment of intangible asseis 17 23
Gain/{Loss)on disposal of property, plant & equipment (15) 2
Decrease in retirement benefit obligations (1,374) (806}
Increasef(decrease) In provisions 2,512 (1,576}
Working capital adjustments
Decrease/(increase) In inventories 1,562 (2,370}
Increase sn trade and other recevables (997) (5,763}
Decrease In trade and other payables (1,140) (76)

(16,644) (27,532)

Income taxes paid (41) 2,447
Interest paid (1,010) (1,743)
Net cash from operating activities (17,695) {26,828)

24 Events after the reporting period

The 9 months to December 2012 has seen the company focus on consolidation of its current portfolio of contracts along
with business rationalisation As part of the process the Company sold its interest in the Infrastructure Services business
unit by way of a Business Transfer Agreement on 1% January 2013 to a group subsidiary, Veolia Water Infrastructure
Limited for a consideration of £108 thousand and a profit on disposal of £35 thousand

25 Related party transactions

The immediate parent Company 18 Veolla Water Enterpnse Limited a company incorporated in the UK The ultimate
parent company 1s Veoha Environnement SA, a company incorporated in France Veolia Environnement SA 1s the
largest group and Veoha Water UK Limited 15 the smallest group which incledes the Company and for which
consolidated financial statements are prepared

Copies of the consolidated financial statements for Veolia Environnement SA are availlable from the Head Office at 36
— 38 Avenue Kléber, 75116 Pans, France
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25 Related party transactions (continued)

Loans
Dunng the penod, the Company held the following loans with related parties

Amounts owed by related parties Amounts owed to related parties
31 December 31 March 1 Apnl 31 December 31 March 1 Apnl
2012 2012 2011 2012 2012 2011
£000 £000 £000 £000 £000 £000
Current
Veolia Water UK Limited 3,141 - 68,854 54,839 39,488
Vennsys Limited 6,868 7,198 1,200 - - -
Stirling Water Seafield Limited
(senior debt) 591 565 5i4 - - -
Glen Water Limited 78 - 172 - - -
4Delivery Limited - - - 9,576 12,324 -
Brighton and Hove 4Delivery
Limited - - - 3,051 5,519 7.217
Veola Water Capital Delivery
Lirmited - - - - - 2,752
Veolia Water Operations Ireland
Limited - - - - 3,148 -
7,537 10,903 1,886 81,481 75,830 49,457
Non current
Stiring Water Seafield Limited
{senior debt) 15,230 15,5632 16,098 - - -
Glen Water Limited 8,159 8,237 8,063 - - -
Stirhing Water Seafield Limited
(junior debt) 6,728 6,342 5,645 - - -
30,117 30,111 29,806 - -

The loan from Veolia Water UK Limited 1s unsecured, repayable on demand and attracts interest at rates linked to LIBOR
The loan to Vennsys Limited has interest fixed at 9 7% and 1s repayable within one year

The senior debt to Stiling Water Seafield Limited attracts interest at 5 772% and i1s repayable in semi-annual instalments
The loan will be fully repaid by March 2027 The junior debt attracts interest at 12 000% The interest only i1s repayable in
semi-annual instalments and there are no fixed repayment terms Where the interest 1s not repaid this 1s then capitalised
into the overall loan balance

The loan to Glen Water Limited consists of debt which attracts interest at 9% and i1s repayable in semi-annual instalments
coemmencing at the end of December 2008 This loan will be fully repaid by December 2031

The loans from 4Delivery Limited and Bnghton and Hove 4Delivery Limited are deposit only loans, repayable on demand
and attracting interest rates hnked to LIBOR
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25 Related party transactions (continued)

Trading transactions

Dunng the penod, the Company entered into the following trading transactions with related parties

Parent company
Subsidianes
Associates

Joint ventures

Other related parhes

Sales of goods and services

31 December
2012
£000

14,020

14,070

28,090

12 Months Ended

31 March
2012
£000

2
1,665
257
20,308
3,447

25,669

Purchases of goods and services

12 Months Ended

31 December
2012
£000
184

2,816

645

3,645

31 March
2012
£000
971

4,494
19
107

5,501

Other related party transactions dunng the @ month penod include the purchase of the remaining 50% share of Veola
Water Ireland Ltd from OTV Birwelco Litd (a Veolia group entity) for £1,913k  The Company subsequently disposed of
Veolla Water Ireland Ltd to its parent company Vecla Water Enterpnse Ltd (VWEL) for proceeds of £13,900k,
resulting in an overall gain on disposal of £11,958k

Amounts owed by related parties

Amounts owed to related parties

31 December 31 March 1Apnl 31 December 31 March 1 April

2012 2012 201 2012 2012 2011

£000 £000 £000 £000 £000 £000

Parent company 504 324 559 3,038 1,091 2,918
Subsidianes 22,134 13,004 13,708 2,097 945 2,509
Joint ventures 18,152 12,439 15,5631 - 5,032 4,573
Associates 281 1,383 - 1,451 - -
Other related parttes 26 135 646 - 2,335 2,530
41,097 27,285 30,444 6,586 9,403 12,531

The ameounts outstanding are unsecured and are expected to be settled in cash No guarantees have been given or

received

26 Transition to IFRS

These are the Company's first financial statements prepared in accordance with IFRS, as adopted in the European
Union The Company's date of transition to IFRS 1s 1 Apnl 2011

An explanation of how the transitton from UK GAAP to IFRS has affected the Company's financial position, financial

performance and cash flows 1s set out below

IFRS 1 permits companies adopting IFRS for the first tme to take certain exemptions from retrospective application of
IFRS before the date of transition to IFRS No exemptions have been taken in preparnng these financial statements
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26 Transition to IFRS (continued)
Reconciliation of equity at 31 March 2012

UK GAAP Reclassifcation

£000 £000
ASSETS
Non-current assets
Intangible assets 3N -
Property, plant & equipment 9,424 -
Investments 25,377 -
Trade and other receivables - 30,111
Deferred tax asset - 2,863
35,192 32,974
Current assets
Inventones 5,189 -
Trade and other recevables 93,510 (32,789)
Current tax 8,076 -
Cash and cash equivalents 384 -
107,159 {32,789)
Total assets 142,351 185
LIABILITIES
Current liabilities
Trade and other payables (111.,518) -
Net current habilities (4,359) (32,789)
Non-current liabilities
Provisions (773) -
Retirement benefit ocbligation (585) (185)
(1.358) (185)
Total habilities {(112,876) (185)
Net assets 29,475 -
EQUITY
Share capital 35,000 -
Share premium 8,710 -
Retained earnings (14,235) -

Total equity 29,475 -

Adjustments IFRS

£000 £000

- 391

- 9,424

- 25,377

- 30,111

Note 1, 2 205 3,068
205 68,371

Note 1 (217) 4,972
- 60,721

- 8,076

- 384

(217) 74,153

(12) 142,524
Note 2 {603) (112,121)
(820) (37,968)
; (773)
- (770)
- (1.543)
(603) {(113,664)

(615} 28,860

- 35,000

- 8,710
Note 1, 2 {615) (14,850)
{615) 28,860
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26 Transition to IFRS (continued)
Reconciliation of equity at 1 April 2011

ASSETS

Non-current assets
Intangible assets

Property, plant & equipment
Investments

Trade and other receivables
Deferred tax asset

Current assets

Inventones

Trade and other receivables
Current tax

Cash and cash equivalents

Total assets

LIABILITIES
Current liabilities
Trade and other payables

Net current assets
Non-current liabilities

Provisions
Retirement benefit obhigation

Total liabilities
Net assets

EQUITY

Share capital
Share premium
Retained earnings

Total equity

UK GAAP  Reclassificaton

£000 £000
414 -
8,246 -
24,777 .
- 29,806

- 3,851
33,437 33,657
3,630 -
87,966 (32,703)
4,960 -
980 -
97,536 (32,703)
130,973 954
(85,248) -
12,288 (32,703)
(2,349) -
(2,715) (954)
(5,064) (954)
(90,312) (954)
40,661 .
35,000 .
8,710 -
(3,049) -
40,661 -

Adjustments IFRS
£000 £000
- 414
- 8,246
- 24 777
- 29,806
Note 1, 2 413 4,264
413 67,507
Note 1 (1,028) 2,602
- 55,263
- 4,960
- 980
(1,028) 63,805
(615) 131,312
Note 2 (574) (85,822)
(1,602) {(22,017)
- (2,349)
- (3,669}
- (6,018)
(574) (91,840)
(1,189) 39,472
- 35,000
- 8,710
Note 1, 2 (1,189) (4,238)
(1,189) 39,472
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26 Transition to IFRS (continued)
Reconciliation of profit for the year ended 31 March 2012

UK GAAP
£000

Continuing operations
Revenue 69,657
Cost of sales (76,455)
Gross loss (6,798}
Administrative expenses (13,172}
Operating loss (19,970}
Investment income 3,861
Finance costs {1,960)
Loss before tax from continuing operations (18,069)
Income tax {expense)/credit 5,128
Loss for the perniod / year (12,941)
Other comprehensive income
Actuarnal gains and losses on defined benefit plans 2,310
Deferred tax charge ansing thereon (555)
Total comprehensive income for the year net of tax
attributable to the owners of the Company (11,186)

Notes to the reconciliations

Note 1

Note 2

Note 1, 2

Adjustments IFRS
£000 £000
- 69,657
811 (75,644)
811 (5,987)
(29) {13,201)
782 (19,188)
- 3,861
- (1.960)
782 (17,287)
(208) 4,920
574 (12,367}
- 2310
- {555)
574 (10,612)

*» Note 1 The Company has reanalysed its service contracts under IAS 18 ‘Revenue’ This has resulted in the

de-recognition of contract work in progress and related deferred tax tmplcations

¢ Note 2 In accordance with IAS 19 ‘employee benefits’ an accrual has been created with respect to short
term compensated absences There Is a related deferred tax imphcation which has reversed in the current

accounting penod

Explanation of matenal adjustments to the cash fiow statement

There are no matenal differences between the statement of cash flows presented under IFRSs and the statement of

cash flows presented under previous GAAP
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