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Strategic report

The Directors present their Strategic report for Bazalgette Finance plc for the year ended 31 March
2020.

Business review

Bazalgette Finance plc (“the Company”) operates for the sole purpose of raising finance through a multi-
currency bond platform on behalf of the Company's sister company, Bazalgette Tunnel Limited, for the
purposes of Bazalgette Tunnel Limited's licenced activities as the infrastructure provider for the design,
construction, operation and maintenance of the Thames Tideway Tunnel (“TTT").

The Company is a wholly owned subsidiary of Bazalgette Holdings Limited. As at the 31 March 2020,
the Bazalgette Holdings Group (“the Group”) comprised the Company, Bazalgette Tunnel Limited and
Bazalgette Holdings Limited.

The proceeds from bonds issued under the multi-currency bond platform are on-lent to Bazalgette
Tunnel Limited through a series of back to back loans which have the same economic terms and
effectively pass the financing arrangements of the external debt held by the Company to Bazalgette
Tunnel Limited.

Some of the bonds issued by the Company are in a deferred format which means that the proceeds
from the bond are not received from the bond purchaser until a future settlement date so as to align
when funds are raised with the construction expenditure profile of the TTT project. The deferred
purchase bonds have remaining deferral periods of up to three years and maturities from 2032 to 2054.

The financing is innovative in applying the deferred purchase structure to a regulated utility company in
the sterling market. This structure enables the Group to de-risk its finance plan and secure attractive
borrowing terms, by locking in committed debt funding at current market rates and managing negative
carry costs associated with pre-funding.

In the year ended 31 March 2020, the Company issued a £75m deferred purchase index-linked bond.
The current year issuance is in addition to the £1.4bn of bonds issued by the Company in prior years
and takes the overall total of bonds issued by the Company to £1.5bn. As at the 31 March 2020, a total
of £958m of bond proceeds had been settled by bond purchasers (2019: £725m).

The £75m of bonds issued in the year were done under the Company’s ‘Green Bond Framework’ and
takes the total issuance of green bonds to £850m. All seven green bonds issued to date are listed on
the London Stock Exchange Green segment. Green bonds are debt instruments whose proceeds are
used to fund projects with environmental benefits, such as the Thames Tideway Tunnel. The Green
Bond Framework, which is aligned with the International Capital Markets Association (ICMA) Green
Bond Principles, the Loan Market Association Green Loan Principles, as well as with the Loan Market
Association Sustainability Linked Loan Principles, was published in 2017/18 and is available to view at
www.tideway.london. We have aligned our legacy commitments to the UN Sustainable Development
Goals (SDG). Fees and costs associated with the issue of the bonds were borne by Bazalgette Tunnel
Limited.

As the Company acts solely for the purpose of raising finance for Bazalgette Tunnel Limited, for the
purpose of its activities as infrastructure provider for the Thames Tideway Tunnel, further information
on the performance of the Thames Tideway Tunnel project can be found in the Bazalgette Tunnel
Limited Annual Report (available at www.tideway.london). This includes information on development,
performance and position and the impact of activities in the areas of environmental matters, employees
of the Group, social matters, respect for human rights, anti-corruption and anti-bribery.

Results and performance

The Company has recorded a £nil result for the year ended 31 March 2020 (2019: £0.1m loss). The
Company’s net liabilities were £0.1m (2019: £0.1m).

Principal risks and uncertainties

The Company acts with the sole purpose of raising finance under a multi-currency bond programme and
then on-lends the proceeds to Bazalgette Tunnel Limited. The execution of this strategy exposes the
Company to a number of risks, the principal risks being credit risk, liquidity risk and inflation risk.
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Strategic report (continued)
Credit risk

Credit risk exists in relation to the Company’s financing activities. The Company has entered into a
number of agreements with Deferred Bond Purchasers, under which there are long deferral periods for
the purchase dates. The Company is therefore exposed to the credit risk of such counterparties on
whom it relies to provide funds on the pre-agreed dates. The Company evaluates counterparty risk prior
to entering into such transactions and manages concentration risk in respect of deferred funding
commitments. As part of its risk management, the Company has agreed information requirements and
covenants with the Deferred Bond Purchasers, and the Company monitors on an ongoing basis the
Deferred Bond Purchasers' ability to honour their obligations, allowing it to assess any potential liquidity
exposure in advance of settlement dates, and to make alternative funding arrangements if necessary.

Liquidity risk

As part of its financing arrangements to on-lend the proceeds of the deferred bonds, the Company has
entered into back to back loans with Bazalgette Tunnel Limited. The Company’s obligations to repay
principal and interest on its borrowings are intended to be met primarily from the payment of principal
and interest by Bazalgette Tunnel Limited under these loans. The Company therefore has liquidity risk

with regards to not being able to service the debt commitments to the Bond Purchasers should
Bazalgette Tunnel Limited fail to honour its obligations under the loans.

The Company has limited capitalisation and is therefore reliant on the support of the Group to meet
any liabilities as they fall due. The risk is partially mitigated by the Company’s requirement to hold
sufficient liquidity to cover its financial obligations for a 12-month period into a designated debt service
reserve account.

Inflation risk

The finance costs of the Company’s index-linked debt instruments vary with changes in RPI (Retail Price
Index) and CPI (Consumer Price Index) rather than interest rates. The principal aim of funding under
index-linked rates is to appropriately address the economic risks in Bazalgette Tunnel Limited, whose
Regulatory Capital Value (RCV) and revenues are exposed to RPI fluctuations. The Group’s financing
strategy has involved issuing RPI and CPI linked debt to ensure that reductions in revenue due to low
inflation will be partially offset by reductions in interest costs.

The Company has recognized Ofwat’s proposals to transition from RPI to CPIH as the underlying
measure of inflation for price control periods. It also understands the risk that CPI could diverge from
RPI in a way that the correlation between RCV and nominal debt weakens. As a result, the Company
continues to issue long date index-linked bonds in both formats.

Inflation risk is monitored and reported monthly to the Executive Funding and Financing Committee and
subsequently to the Group’s Audit and Finance Committee.

Covid-19 risk

The Covid-19 pandemic had begun to take effect towards the end of the financial year. The impact of
Covid-19 is minimal on this Company, as the Company operates for the sole purpose of raising finance
on behalf of Bazalgette Tunnel Limited. The current situation continues to be monitored; however, the
Company does not anticipate Covid-19 will have any significant impact on the Company’s ability to
access debt finance and/or its ability to meet debt obligations in the future. Details of the Covid-19 impact
on operational activities and the tunnel project can be found in the Bazalgette Tunnel Limited Annual
Report.

Future outlook

The Company is expected to continue to act on behalf of the Company’s sister company Bazalgette
Tunnel Limited for the purpose of providing finance.

This Strategic report was approved by the board of Directors on 25 June 2020 and signed on its behalf
by:

Valmai Barclay
Company Secretary
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Directors' report

The Directors present their report and the audited financial statements for year ended 31 March 2020.
The registered company number is 09698014.

Results and dividend

During the year ended 31 March 2020 the Company reported a £nil result (2019: £0.1m loss). The
Company did not pay any dividends in the year (2019: £nil).

Directors

The Directors serving during the year, and thereafter, are as follows:

Andrew Cox

Javier Falero (Appointed 6 November 2019)
Alistair Ray

Angela Roshier (Resigned 6 November 2019)
Gavin Tait

Directors’ indemnities

Subject to the conditions set out in Section 234 of the Companies Act 2006, the Company has made
qualifying third-party indemnity provisions for the benefit of its Directors, the Company Secretary and
the General Counsel and these remain in force at the date of this report. The Bazalgette Holdings Group
of which the Company is a subsidiary operates a director’s and officer’s insurance.

Employees

The Company has no employees (2019: none). Employees of Bazalgette Tunnel Limited carry out all
the activities of the Company and there is no specific recharge to the Company.

Financial risk management

Credit risk, Liquidity risk and Inflation risk are considered to be the principal financial risks the Company
is exposed to. Details and management of these risks can be found in the Strategic Report in the
‘Principal risks and uncertainties’ section.

Charitable and political contributions

The Company made no charitable donations during the year (2019: £nil). The Company made no
political donations nor incurred any political expenditure during the year (2019: £nil).

Events occurring after the reporting period

No material events have occurred between the year-end date and the signing of these financial
statements that would require the Company to adjust the financial statements or require disclosure in
these financial statements.

Disclosure of information to auditor

The Directors who held office at the date of approval of this Directors’ report confirm that, so far as they
are each aware, there is no relevant audit information of which the company’s auditor is unaware; and
each director has taken all the steps that they ought to have taken as a director to make themselves
aware of any relevant audit information and to establish that the company’s auditor is aware of that
information.

Auditor

In accordance with Section 489 of the Companies Act 2006, a resolution for the re-appointment of KPMG
LLP as auditor of the company is to be proposed at the forthcoming Annual General Meeting.
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Statement of Directors’ responsibilities in respect of the Strategic report, the
Directors’ report and the financial statements

The Directors are responsible for preparing the Annual Report and the Company financial statements
in accordance with applicable law and regulations.

Company law requires the Directors to prepare Company financial statements for each financial year.
Under that law they are required to prepare the Group financial statements in accordance with
International Financial Reporting Standards as adopted by the European Union (IFRSs as adopted by
the EU) and applicable law and have elected to prepare the parent Company financial statements on
the same basis.

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 affairs of the Company and of their profit or loss for that
period. In preparing the Company financial statements, the Directors are required to:

e select suitable accounting policies and then apply them consistently;
¢ make judgements and estimates that are reasonable, relevant, reliable and prudent;
e state whether they have been prepared in accordance with IFRSs as adopted by the EU;

e assess the Company’s ability to continue as a going concern, disclosing, as applicable, matters
related to going concern; and

e use the going concern basis of accounting unless they either intend to liquidate the Company or to
cease operations or have no realistic alternative but to do so.

The Directors are responsible for keeping adequate accounting records that are sufficient to show and
explain the parent company’s transactions and disclose with reasonable accuracy at any time the
financial position of the parent Company and enable them to ensure that its financial statements comply
with the Companies Act 2006. They are responsible for such internal control as they determine is
necessary to enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error, and have general responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the group and to prevent and detect fraud and other
irregularities.

Under applicable law and regulations, the Directors are also responsible for preparing a Strategic
Report, Directors’ Report, and Corporate Governance Statement that complies with that law and those
regulations.

The Directors are responsible for the maintenance and integrity of the corporate and financial
information included on the company’s website. Legislation in the UK governing the preparation and
dissemination of financial statements may differ from legislation in other jurisdictions.

Responsibility statement of the Directors in respect of the annual financial report
We confirm that to the best of our knowledge:

e the financial statements, prepared in accordance with the applicable set of accounting standards,
give a true and fair view of the assets, liabilities, financial position and profit or loss of the Company;
and

e the strategic report and Directors’ report include a fair review of the development and performance
of the business and the position of the issuer together with a description of the principal risks and
uncertainties that it faces.

The Directors consider the annual report and accounts, taken as a whole, is fair, balanced and
understandable and provides the information necessary for shareholders to assess the group’s
position and performance, business model and strategy.

This responsibility statement has been approved and is signed by order of the Board by:

Valmai Barclay
Company Secretary

25 June 2020



K

Independent
auditor’s

report

to the members of Bazalgette Finance plc

1. Dwr opinion k unmodified

W have avdited the finandal statements of Bazalgette
Fimanoe Plo i "the Compamny ™) Tor the year ended 31
sarch 2020 which comprise the Inpome Statemenit,
sratement of Other Comprehensive Income, Statement
af Finanidal Pasition, Statement of Chianges in Equity.
Cash Flow Statement and the related rabes, including
the accaunting policles inonobe 1.

i owr apindan the finamdal statements:

—  ghee 3 true and Eair view of the state of Company's
affairs as at 31 March 2020 and of its result faor the
year then ended;

— have been properly prepared in accordance with
Internaticnal Financial Reparting Stancands as
adopted by the European Unlon; and

— have besn prepared inaccordance with the
requirements of the Companies Act 2006

dasis for opinicn

We concucked owr audit in accordance with
nternational Standards on Audibing [OK) {5 (U]
and apglicabde las. Dur responsibiities ane described
below. We believe that the audit evidenoe we have
abtained is a sufficlent and appropriate basis for aur
apindon. Qur acdit opinion & consistent with our repart
o the auchit conmitiee

We were first appointed as awditor by shareholders an
19 August 2015, The pericd af total uninternupted
engagement is for the fee finandal years ended 31
Sarch 202D We have Tultillec our ethdcal
responsibilities under, and #¢ remain independent

of the Company in accordande with, UK ethical requiremenits
Inluding the FRC Ethical Standard as appliec to pulblic
Imterest entitkes. Mo non-audit servioss pronibited by that
stamdard were pravided.

Matarialty EF.om {301%:E6.7m|
i |
iranda D% {2019: 0.5%) of Tatal Assots
stabements a5 a
whinle
Key awdit matters v 2013
Recurring risks Recoverability of intra 4 =
group receivables
balance



2. Keyaudit matters: inchuding cur assessmant of risks of material misstatement

Key audit matters are those matters that, in our professional jJudgment, were of mest significance in the audit of the financial statements
and incude the mest significant assessed risks of matenal misstatement (whether or not due ta fraud) identified by us, including thase
which hac the greatest effect on: the overall audit strategy; the allocabion of resources in the audit; and directing the effarts of the
engagement team. We summarise below the key audit matbers, in arriving at our audit opindan abave, together with our key audit
procedures to address thiose matters and, as required far puhlh: imterest entities, our reswlts from thase procedures. These matters were
adoressed, and our results are based on procedwres undertaken, inthe context of. and salely for the purpose of, our audit of the financial
statements as a whole, ang in lﬁrmlrg our cpinkon therean, and consequently are incidental to that opinicn, and we do not prowide a
separate opindon on these matters. In amiving at our audit opinicn aboee, the key audit matters, were as follows.

Our identification of key audit matters remains unchanged from 2015 with the following exceptions. We have remowved the key audit
matters related to the Impact of uncertainties dee to the U -:E-ll:lngl:he furopean Union and Soing Cnncnrn_.‘lnllwmg a reassessment of
the risks which cansidered the risk of cost averrun and available liguicity ef the Company.

Tha risk OLIT NS P

Recowerability of intra-group Low risk, high valse Qur procedunes induded:
receivables balance from Bazalgetts

Thee carrying amaunt af the intra-grou Tests of detall
Tumnal Limited . r:; B i 1‘:: P
gehtor balance represen of the
Aszp 100% of ink debit b ideritif
[£581.8 million; 2015: £736 3m Company’s total assets. £ recoverability is seing o nira-group cesior i ormtiy,
with reference to the relevant debtor's draft
millian) et at a high risk of significant misstatement
balance sheet, whether they hawe a positive net
or subject ta significant judgement. asset walue and therefare coverage of the debt
Rejer to page 20 {floarcial However, due to its materiality in the d age
disclaswres). cantexat af the Company's financial )
statements, this is considered to be the area Assessing Bazalgette Tunnel Limited's abiity 1o
that had the greatest effect an cur averall repay the recelvable

campany audit.
Aszessing the ability of Bazalgeite Tunnel Limited ta

obtain liguld funds and therefore the ability to fund
the repayment of the recevable through reviewing
fazalgette Tunnel Limited's ability to generate
returns through its licence agreement and
considering sencitivity analysis on cast overTuns on
the regulatary capital value (ROCW].

Our resutts

‘Wi consider the Company's assessment of the
recoswerability of intra-group receivables balance in
the Company's balance sheet bo be acceptable
(2009 acoepiable).

3. Owrapplication of materiality and an overview of the Total Assets Materiality
scope of our asdit £8582 5m (2015 £736.0m| £7.5m {2009 EB.Tm)

rateriality for the finandcial statements as a whale was
sef at £7.5m {2019: £6.7m|, determined with reference
ta a benchmark of tatal assets, of which it represents
L85 (2015: 0.9%). The benchmark hias not changed
frcsm periar year.

£0.5m
‘Whale Snancial
Al i m et raly

{ D 9: £6.Tm)

‘Wi agreed to report to the fudit Committes any
morrected or uncormected |dentified misstate ments
exceading £0037m {2009: £0.33m], in acdition to ather
identified misstatements that warranted reparting on
qualitative growncs.

Our audit of the Company was underaken to the
materiality level specified abowe and was all performed
virmually in conjunction with the Company's hiead office

£0.5Fm
it remits resortad) te tha
it earmmittas (DOR9: £0.33m)

In Landom.

WTemul At B Materialy

Kkeme



4. Wa have nothing to report on golng concern

The Directors hawe prepared the financial statements on the
paing concern basis as they de rat intend ta liguidate the
Company or to cease their cperations, and as they have
concluded that the Company’s financial pasition means that this
is realistic. They have also conduded that there are no material
uncertainties that could have cast significant coubt over its
ahility to conbinue as a going concern for at beast a year fram the
date of appraval of the financal statements |“the going concem
paricd” |

Ourresponsibility is to conclede on the appropriateness of the
Directors’ conclusicns and, had there been a matenal uncertainty
related to going concern, to make reference ta that in this audit
report. Sawever, as we cannot predict all fubure events or
onditions and as suhsequent events may result in outcomes that
are inconsistent with judgements that were reasonable at the
time thery wiere made, the abzence of reference to a material
undertainty in this auditer's report s not a guarantes that the
Company will continwe in cperatian.

In cur evaluation af the Directors’ concdusicns, we considered the
Inheerent risks to the Comparny’s business mode] and analysed
how those rishs mighit affect the Company's financial rescurces or
ahility to conbinue aperations ower the gaing concem period. The
risk that we considensd mast likely to adversely affect the
Company's avallable financial rescurces over this perice was
significant cost cwernuns on tunnel constructicn.

&g these wiere nisks that could pobentially cast significant doubt
on the Company's ability to continue as a going condeim, we
monsidered sensitivities over the bevel of avallable financial
resouroes incicabed by the Company’s financial forecasts taking
account of reasonably possible (but not unrealistic) adverse
effects that could arise fram thiese risks indidcually and
cedbectively and evaluated the achievabdity of the actions the
Directors consicer they sauld take 1o improve the pasition
shaould the risks matenalise. We also considered less predictable
bt realistic second arder impacts swch as the impact of Brexit.

Based on this work, we are reguired to report bo vow if we have
concluded that the vse of the going concern basis of accounting
is inappropriate or there (s an uncisdosed material uncertainty
that may cast significant doubt ower the use af that basis fara
pericd of at least a year from the date of approval of the finandal
statements.

Wiz have nu1h|ng ta repart in thiese respects, anc we did not
ideritify gaing contern as a key awdit matter.

KPmG

Wa hawve nothing to report on the strateglc report and the
directors’ report

The directars are respansible for the strategic report and the
girectors’ report. Curapinion an the finandal statements does
redik cower thease reports and we do net express an audit opindan
therean.

Dur respansibility is to read the strategic report and the
dineciors’ neport and, in doing so, consider whether, based an
our fimancial saterments audit work, the information therein is
raterially misstated ar inconsistent with the financial statements
or aur audit knawlecge. Based sclely an that work:

we have not identified matenial misstatements in those reEparts;
in owr opinlan the information glven in the strategic repart and

the directors’ repart for the financial year is consistent with the
finarscial skatements; and

in owr apinian thaose reports. have been prepared in acconcance
with the Companies Act 2005,

Wa hawae nothing to report on the other matters on which we
are required to report by esception

Under the Companies Act 2006, we are required to report bo you

If, in our apinicn

— adeguate accounting reconds hawe not been kept by the
Compary, or reburns adeguate for our audit have not been
receives from branches not visited by us; ar

— ithe financial statements are not In agreement with the
accounting reconds and returns; ar

— certain disclosures of directors” remuneration specfied by
I are not made; or

— vk hiawe not received all the information and explnations
wie require for our audit.

Wie have nothing to report In theze respeois.

Respactive responsiilities
Wrectors” responsibiities

As eaplained mone fully in their statement set out on page & the
Direchars are responsible for the preparation of the financial
statements induding being satisfied that they give a true and fair
wlew; such internal cantrod as they determing s necessary ta
enable the preparation of finandal statements that are free from
material misstabement, whether due to fraud or emmar; assessing
the Company's ability to continue as a going carcern, disclosing,
as applicable, matters related to going concern; and using the
going concern basis of accounting undess they sither intend ta
liguidate the Company ar to cease aperations, or have no
realistic alternative but ta do so.



Avditar's responsibilities

Cur objectives are to abtain reasonable sssurance about whether
the financial statements as awhaole are free from material
misstatement, whether due ta fraud or ather irregularities (ses
belaw), ar errar, and to iswue aur opinian in an auditar’s report.
Reasonable assurance is a high level of assurance, but does not
guarantee that an audit conducted in accaordance with Bas (LK)
will always detect a material misstatemeant when it exists,
Misstatements can arise from fraud, ather irregularities or error
and are considered material if, individually orin aggregate, they
could reasonably be expected to influence the economic
decisians of users taken an the basis of the financial statements.

A fuller description of our responsibilities is provided on the

FRCS wehsite at www fre.org ukfauditocsres ponsibilities.

Irregiiarities — obility to detact 8.

We identified areas of laws and regulatians that could reasonably
be expected to have a material effect an the financial statements
from our general commercial and sectar experience, through
discussion with the directors and aother management {as reguired
by auditing standards|, and from inspection of the Company’s
regulatory and legal correspondence and discussed with the
directors and ather management the palicies and procedures
regarding compliance with Faws and regulations. We
cammunicated identified lyws and regulations throughout our
team and remained alert to any indications of non-compliance
throughout the audit.

The potential effect of these laws and regulations on the financial
statements varies considerably.

Firstly, the Company is subject to laws and regulations that
directly affect the financial statements induding financial
reparting legiskation {inclueding related companies legislation],
distributable profits legislation and taxation legislation and we
asseised the extent of compliance with these laws and
regulations as part of aur procedures an the related financial
statement items.

Secondly, the Company is subject to many other laws and
regulations where the consequences of non-complianos cauld
hawe a material effect on amaunts ar disclosures in the financial
statements, for instance through the im position of fines or
litigatiaon ar the loss of Baralgette Tunnel Limited's licence to
operate. We identified the following areas as those moast likely to
hawe such an effect: health and safety, anti-bribery, employ ment
lawy, regulatory capital and liguidity and certain aspects of
company legislation recognising the financial and regulated
mature of the Company's activities. Auditing standards limit the
required audit procedures ta identify nan-com pliance with these
laws and regulations to enguiry of the directors and inspection of
regulatary and legal correspondence, if any. These limited
procedures did not identify actual or suspected nan-compliance.

Onwiing ko the inherent limitations of an audit, thers is an
unavoidable risk that we may not have detected some material
misstatements in the financial statements, even though we have
propery planned and performed aur audit in accordance with
auditing standards. For example, the further removed non-
campliance with laws and regulations {irregularities) is from the
avants and transactions reflacted in the financial statements, the
lesg likely the inherently imited procedures required by auditing
standards would identify it. In addition, as with any audit, there
remained a higher risk of non-detection of irregularities, as thece
miy inwolve collusion, forgery, intentional omissians,
misrepresentations, or the averride of internal cantrols, We are
nat respansible far preventing non-com pliance and cannaot be
expected ta detect non-campliance with all laws and regulations.

The purpose of our audit work and to whom we owe our
responsibilities

This report is made salely to the Company's members, ai a bady,
in accordance with Chapter 3 of Part 16 of the Companies Act
2006, Our audit wark has been undertaken so that we might
state to the Company’s members those matters we are required
o state to them in an auditor’s repart and for no ather purpose.
To the fullest extent permitted by law, we do not accept ar
assurme respansibility to anyone other than the Company and the
Company's members, as a bady, for aur audit work, For this
repart, ar For Ehe apinions we have Formed.

John Luke

{Fenior Statutory Auditor]

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accauntants

15 Canada Sguare

Landan

[14 5GL

26 June 2020
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Income Statement
For the year ended 31 March 2020

Note
Net operating costs 2,3
Operating result
Interest income 4
Interest expense 4
Result/(loss) before tax
Taxation 5

Result/(loss) for the year

Statement of Other Comprehensive Income
For the year ended 31 March 2020

Result/(loss) for the year

Other comprehensive income for the year

Total comprehensive income for the year

The notes 1 to 13 form an integral part of these financial statements.

Bazaloette Finance nlc

2020
£m

22.1
(22.1)

2019
£m

17.7
(17.8)

(0.1)

(0.1)

11



Statement of Financial Position
As at 31 March 2020

Non-current assets
Loans to Intra-Group Company

Current assets
Trade and other receivables
Cash and cash equivalents

Total assets

Current liabilities
Trade and other payables

Non-current liabilities
Borrowings

Total liabilities

Net liabilities

Total equity
Share capital
Retained earnings

Bazalgette Finance plc

Annual report and financial statements 2020

Note

11

Registered number: 09698014

2020 2019
£m £m
978.6 733.4
978.6 733.4
3.2 2.9
10.7 9.7
13.9 12.6
992.5 746.0
(3.2 (2.9)
3.2) (2.9)
(989.4) (743.2)
(992.6) (746.1)
(0.1) (0.1)
(0.1) (0.1)
(0.1) (0.1)

These financial statements were approved by the board of Directors on 25 June 2020 and were signed

on its behalf by:

Andrew Cox
Director
Company registered number: 09698014

The notes 1 to 13 form an integral part of these financial statements.
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Statement of Changes in Equity

Balance at 1 April 2018

Loss for the year
Total comprehensive income for the year
Total contributions by and distributions to owners

Balance at 31 March 2019

Balance at 1 April 2019

Result for the year
Total comprehensive income for the year
Total contributions by and distributions to owners

Balance at 31 March 2020

The notes 1 to 13 form an integral part of these financial statements.

Share
capital
£m

Retained Total
earnings equity
£m £m

(0.1) (0.1)
(0.1) (0.1)
(0.1) (0.1)
(0.1) (0.1)
(0.1) (0.1)
(0.1) (0.1)
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Cash Flow Statement
For the year ended 31 March 2020

Note 2020 2019
£m £m
Result/(loss) before income tax - (0.2)
Changes in working capital
Increase in trade and other receivables (0.3) (0.3)
Increase in trade and other payables 0.3 0.3
Net cash used in operating activities - (0.1)
Cash flows used in investing activities
Loans to intra-group company (233.1) (200.0)
Interest received 9.7 8.5
Net cash used in investing activities (223.4) (191.5)
Cash flows from financing activities
Proceeds from new borrowings 233.1 200.0
Proceeds from intra-group loans 9 1.0 1.7
Interest paid (9.7) (8.5)
Net cash from financing activities 224.4 193.2
Net increase in cash and cash equivalents during the year 1.0 1.6
Cash and cash equivalents at the beginning of the year 9.7 8.1
Cash and cash equivalents at the end of the year 7 10.7 9.7

The notes 1 to 13 form an integral part of these financial statements.
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Notes to the financial statements
1 Significant accounting policies
Basis of preparation

Bazalgette Finance plc (“the Company”) is a private company domiciled in the UK. The Company’s
registered address is Cottons Centre, Cottons Lane, London, SE1 2QG. The accounting policies set out
below have been applied consistently to all periods presented in these financial statements.

These financial statements were prepared in accordance with International Financial Reporting
Standards as adopted by the EU (“Adopted IFRSs”). Where items are sufficiently significant by virtue of
their size or nature, they are disclosed separately in the financial statements in order to aid the reader’s
understanding of the Company’s financial position.

In the process of applying the Company’s accounting policies to the financial statements, the Directors
are required to make certain judgements, estimates and assumptions that it believes are reasonable
based on the information available. The Directors do not believe there are any areas involving a high
degree of judgement or complexity, or areas where assumptions and estimates are significant to the
financial statements.

The Company’s parent undertaking Bazalgette Holdings Limited includes the company in its
consolidated financial statements. The consolidated financial statements of Bazalgette Holdings Limited
are prepared in accordance with International Financial Reporting Standards and are available to the
public and may be obtained from the address disclosed in note 13.

Measurement convention
The financial statements are prepared in accordance with the historical cost accounting convention.
Going concern

Notwithstanding net liabilities of £0.1m as at 31 March 2020 and a loss for the year ended of £nil, the
financial statements have been prepared on a going concern basis which the Directors consider to be
appropriate for the following reasons.

The Directors have prepared cash flow forecasts for a period of 12 months from the date of approval of
these financial statements which indicate that, taking account of reasonably possible downsides, the
company will have sufficient funds to meet its liabilities as they fall due for that period.

Those forecasts are dependent on the company’s fellow subsidiary company, Bazalgette Tunnel Limited
not seeking repayment of the amounts currently due, which at 31 March 2020 amounted to £10.9m,
including interest payable. Bazalgette Tunnel Limited has indicated that it does not intend to seek
repayment of these amounts for the period covered by the forecasts. Further the directors note that
there is no reason to believe that Bazalgette Tunnel Limited cannot honour its commitments to
Bazalgette Finance plc under its lending agreements. As with any company placing reliance on other
group entities for financial support, the Directors acknowledge that there can be no certainty that this
support will continue although, at the date of approval of these financial statements, they have no reason
to believe that it will not do so.

Consequently, the Directors are confident that the company will have sufficient funds to continue to meet
its liabilities as they fall due for at least 12 months from the date of approval of the financial statements
and therefore have prepared the financial statements on a going concern basis.

New accounting standards

With effect from 1 April 2019, the Company has adopted IFRS 16 Leases. IFRS 16 replaces IAS 17
(Leases) and eliminates the classification of leases as either operating or finance leases and introduced
a single recognition model for lessees.

The Company did not have any operating leases applicable on adoption of this standard and the
Company has not entered into any leases which would be considered within scope of IFRS 16 at 31
March 2020.
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1 Significant accounting policies (continued)
Financial instruments

The Company determines the classification of financial instruments at initial recognition and re-evaluates
this designation at each financial year end. The initial and subsequent measurement of financial
instruments depends on their classification as follows:

Trade and other receivables:

Trade and other receivables that do not have a significant financing component are classified as
amortised cost under IFRS 9; initially recognised at their transaction price, rather than at fair value.
Subsequent to initial recognition they are measured at amortised cost and any expected credit loss
impairments or reversals are recognised through profit or loss.

Trade and other payables:

Trade and other payables are recognised initially at fair value. Subsequent to initial recognition they are
measured at amortised cost.

Cash and cash equivalents:

Cash and cash equivalents comprise cash at bank and in hand balances and deposits with a maturity
at acquisition of three months or less. Cash equivalents are readily convertible to a known amount of
cash and subject to an insignificant risk of change in value.

Short term cash deposits disclosed in the Statement of Financial Position comprise cash deposited with
a maturity of greater than three months on acquisition, a fixed interest rate and which do not constitute
cash equivalents under IAS 7 ‘Statement of cash flows’.

Borrowings:

Borrowings are recognised initially at fair value less attributable transaction costs. Subsequent to initial
recognition, borrowings are stated at amortised cost. Any difference between the proceeds received
(net of transaction costs) and the redemption value is recognised in the Income Statement over the
period of the borrowings using the effective interest method.

Deferred purchase bonds:

No financial asset or liability is recorded on the initial issue date. The commitment for the bond proceeds
to be received from the bond purchaser on the future settlement date is accounted for as a loan
commitment. As a result, there is no Income Statement impact from any movements in the fair value
between the initial issue date and the deferred settlement date.

Impairment

For non-financial assets, the Company reviews the individual carrying amount of those assets to
determine whether there is any indication of impairment in those assets. If any such impairment exists,
the recoverable amount of the asset is calculated in order to determine the extent of any impairment
loss.

Financial assets under IFRS 9 are assessed under the forward looking ‘expected loss model’ at each
reporting date to determine whether there are impairment losses.

Any impairment losses are recognised in the Income Statement.
Taxation

Tax on the profit or loss for the year comprises the current tax charge or credit for the year. Tax is
recognised in the profit and loss account except to the extent that it relates to items recognised directly
in equity or in 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. Deferred tax is measured at
the tax rates that are expected to be applied to temporary differences when they reverse using tax rates
enacted or substantively enacted at the reporting date.
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1 Significant accounting policies (continued)

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be
available against which the temporary difference can be utilised. Deferred tax assets and liabilities are
disclosed net to the extent that they relate to taxes levied by the same tax authority and the Company
has the right of set off.

Recently issued accounting standards

At the date of authorisation of these financial statements, the Company has not applied the following
new or revised IFRS’s that have been issued but are not yet effective for the Company as at 31 March
2020 and in some cases are subject still to endorsement by the EU.

e |AS 1 amendments on Classifications

e Definition of Material (Amendments to IAS 1 and IAS 8)

e Definition of a Business (Amendments to IFRS 3)

e Interest Rate benchmark Reform (Amendments to IFRS 9, IAS 39 and IFRS 7)
e |IFRS 17 Insurance Contracts

e |FRIC 23 Uncertainty over Income Tax Treatments

e |AS 28 Long-term Interests in Associates and Joint Ventures

2 Auditor’s remuneration

The auditor’s remuneration for the audit of these financial statements was £5,400 (2019: £5,200) and
was borne wholly by Bazalgette Tunnel Limited.

3 Remuneration of Directors

The Directors of Bazalgette Finance plc did not receive any payments for their services during the year
as they have not performed any qualifying services (2019: £nil).

4 Net finance costs

2020 2019
£m £m
Interest expense
Interest on external borrowings (9.9) (8.7)
Intra-group interest (0.2) (0.2)
Other financial liabilities measured at amortised cost (12.0) (9.0)
Interest income
Bank interest 0.1 0.1
Intra-group interest 22.0 17.7
Net finance costs - (0.2)

The Company has a back to back arrangement with Bazalgette Tunnel Limited whereby all third-party
borrowings are replicated via loans to Bazalgette Tunnel Limited on identical economic terms, resulting
in a neutral impact in the Income Statement.

Interest expense on other financial liabilities measured at amortised cost during the year represents
the accretion element of the Company’s external index-linked borrowings.
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5 Taxation

2020 2019
£m £m
Total current tax - -
Total Income Statement tax expense - -
Reconciliation of effective tax rate
2020 2019
£m £m
Result/(loss) before tax - (0.1)
Expected tax charge/credit using UK corporation tax rate of 19% (2019: 19%) - -
Total Income Statement tax expense - -
6 Trade and other receivables
2020 2019
£m £m
Intra-group loans (see note 12) 955.8 722.5
Interest receivable from intra-group companies (see note 12) 26.0 13.8
981.8 736.3
Non-current assets 978.6 733.4
Current assets 3.2 2.9

Intra-group loans represent the proceeds from borrowings that have been passed onto the Company’s
sister company Bazalgette Tunnel Limited via back to back loans.

Interest receivable from intra-group companies represents the coupon interest on these loans payable
by Bazalgette Tunnel Limited. Interest receivable also includes amounts equivalent to the accretion in
value of the index-linked borrowings. The coupon interest terms are identical to the interest terms on
the Company’s external borrowings.

7 Cash and cash equivalents

2020 2019

£m £m

Cash and bank balances 10.7 9.7
Cash and cash equivalents per cash flow statement 10.7 9.7

Restricted Cash

The Company holds a Debt Service Reserve Account to maintain committed liquidity facilities with
regards to the prospective financing cost payments for a period of 12 months from the Statement of
Financial Position date. The restricted cash value in the Debt Service Reserve Account was £10.7m at
31 March 2020 (2019: £9.7m).
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8 Trade and other payables

2020 2019

£m £m

Accrued expenses 3.1 2.8
Intra-group accrued expenses (see note 12) 0.1 0.1
3.2 2.9

Non-current liabilities - -
Current liabilities 3.2 2.9

Accrued expenses represent interest payable on outstanding borrowings.

9 Borrowings

The Company operates for the sole purpose of raising finance through a multi-currency bond platform
on behalf of the Company's sister company, Bazalgette Tunnel Limited, for the purposes of Bazalgette
Tunnel Limited's licenced activities as the infrastructure provider for the design and construction of the
TTT project.

The proceeds from bonds issued under this platform are on-lent to Bazalgette Tunnel Limited through a
series of back to back loans which have the same economic terms and effectively pass the financing
arrangements of the external debt held by the Company to Bazalgette Tunnel Limited.

Some of the bonds issued by the Company are in a deferred format which means that the proceeds
from the bond are not received from the bond purchaser until a future settlement date so as to align
when funds are raised with the construction expenditure profile of the TTT project.

This note provides information about the Company’s borrowings, which are measured at amortised cost.
Debt issue costs have been borne by Bazalgette Tunnel Limited.

2020 2019
£m £m

Third party borrowings
£250m 2.375% fixed rate bond 2027 247.7 2475
£75m 0.828% index-linked bond 2047 &P 78.9 77.9
£200m 0.740% index-linked bond 2042 & ¢ 208.7 205.4
£100m 0.688% index-linked bond 2050 2 104.5 102.2
£100m 0.755% Index-linked bond 2051 @ 101.5 -
£100m 0.249% index-linked bond 2040 2 ¢ 102.7 100.4
£125m bond number 0.192% Index-linked bond 2049 2.¢ 134.6 -
978.6 733.4

Intra-group borrowings
Floating rate loan from Bazalgette Tunnel Limited (see note 12) 10.8 9.8
Total borrowings 989.4 743.2

Current liabilities - -

Non-current liabilities 989.4 743.2

a) The value of the capital and interest elements of these index-linked bonds are linked to movements in either the Consumer Price Index (CPI) or Retail Price
Index (RPI)

b) This debt amortises (requires repayment of debt accretion) from 2038.
¢) This debt amortises from 2033 and contains a collar mechanism that limits total accretion repayment within a predetermined range.
d) This debt amortises from 2036

e) This debt amortises from 2045
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9 Borrowings (continued)

Deferred purchase bonds

The Company placed £75m of deferred purchase bonds during the year ended 31 March 2020 (2019:
£325m). In total, the Company has issued £1.5bn (2019: £1.4bn) of deferred bonds to a range of
investors. Bond proceeds of £233.1m were drawn down during the period and a further £550m will be
drawn down over the next three years. The maturities of these issued deferred purchase bonds range
from 2032 to 2054.

10 Financial Instruments

The carrying values of the financial assets and liabilities of the Company are as follows:

Financial assets

2020 2019

£m £m

Trade and other receivables 981.8 736.3
Cash and cash equivalents 10.7 9.7
992.5 746.0

Trade and other receivables above exclude prepayments. Trade and other receivables are classified
and measured as amortised costs under IFRS 9. Impairment of these assets as assessed under the
12-months expected credit loss model was immaterial and therefore not recognised within the period.

Financial liabilities

2020 2019

£m £m

Trade and other payables 3.2 29
Borrowings 989.4 743.2
992.6 746.1

Fair value measurements

The Fair value of financial instruments represents the price that would be received to sell an asset or
paid to transfer a liability between informed and willing parties, other than in a forced or liquidation sale
at the measurement date.

The fair values of financial instruments and a comparison to their carrying value is shown in the table
below. The Company has not disclosed the fair values for cash and cash equivalents, short-term
deposits, trade receivables and trade payables as their carrying amounts are a reasonable
approximation of the fair value.

31 March 31 March 31 March 31 March

2020 2020 2019 2019
Book Fair Book Fair
value value value value
£m £m £m £m

Financial liabilities at amortised cost

Non-current

Borrowings - bonds 978.6 1,145.3 733.4 833.7
Borrowings - loans 10.8 104 9.8 9.5
Total 989.4 1,155.7 743.2 843.2
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10 Financial Instruments (continued)

Financial liabilities at amortised cost

The fair value of borrowings is determined using observable quoted market prices where this is
available or by discounting the expected future cashflows using appropriate available market data and
a credit risk adjustment representative of the Company.

Capital risk management

The Company manages capital in line with the overall Group’s objectives which are:

e To finance Bazalgette Tunnel Limited while minimising risk. The Company will adopt a low risk
financing strategy and will maintain at all times a robust investment grade credit rating;

¢ Minimise financing risk through pre-funding, management of maturities and interest rate risk;

e Financing will be a mix of some or all of commercial bank debt, bonds (public and private), EIB
loans, lease financing and other instruments. Financing could be raised on a real and/or nominal
basis;

e The Group’s weighted average cost of capital will be minimised by reducing risk, including interest
rate, inflation, credit spread, maturity risk, liquidity and currency risk;

e Hedging and pre-financing may be used to reduce risk. The Group will not engage in speculative
treasury activity; and

e The Group will manage its financing activities in compliance with the constraints imposed by the
Government Support Package, financing documents and the Licence.

The Company seeks to maintain a low risk financing position by preserving its investment grade
corporate family credit rating of Baa1(Moody’s). The credit rating was unchanged in the year.

Management of financial risk

The Treasury team, which reports directly to the CFO, substantially manages the financing, including
debt, cash management and interest costs for the Company on a day to day basis. The Audit & Finance
Committee which includes the Directors of the Company, meets periodically to review and report on
treasury policy, treasury strategies and financial strategy. The Company also has an executive level

Funding and Financing Committee, chaired by the CFO, which considers treasury and regulatory
matters in detail on a monthly basis.

The Company’s funding to date has been achieved with a mix of indexed and fixed rates to appropriately
address the risks in Bazalgette Tunnel Limited.

The Company’s management of specific financial risks is dealt with as follows:

Liquidity risk

Details of the nature and management of the Company’s liquidity risk is provided in the Strategic report.

The table below analyses the Company’s interest-bearing borrowings into relevant maturity groupings
based on the remaining period at the Statement of Financial position date. The amounts disclosed in
the table are the contractual undiscounted cash flows including interest payable.

2020 2019

£m £m

Within one year (10.2) (9.0)
Between one and two years (10.3) (9.2)
Between two and five years (42.2) (27.7)
After more than 5 years (1,795.4) (1,227.5)
Total (1,858.1) (1,273.4)
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10 Financial Instruments (continued)

Credit risk
Details of the nature and management of the Company’s credit risk is provided in the Strategic report.

The Company’s maximum exposure to credit risk is the carrying amount of financial assets and therefore
the maximum exposure at 31 March 2020 was £992.5m (2019: £746.0m). Analysis of this amount can
be found in the financial assets section of this note.

As these assets relate largely to intra-group debt owed by a regulated water company which is
characterised by stable and predictable cash flows and which has significant liquidity, the credit risk is
considered low.

Market risk - Inflation risk
Details of the nature and management of the Company’s inflation risk is provided in the Strategic report.

As the Company’s borrowings are on-lent to Bazalgette Tunnel Limited on identical economic terms, the
Company is itself not sensitive to fluctuations in inflation, as any increase in interest costs is offset by
interest income on the back to back loans.

11 Called-up share capital

Ordinary Ordinary

Allotted, called-up and fully paid ordinary shares of £1 each shares shares
2020 2019

No. No.

At the beginning of the year 50,000 50,000
Issued for cash - -
At the end of the year 50,000 50,000

Each share ranks equally for voting purposes for any dividend declared and distribution rights on a
winding up.

12 Related party transactions

The Company was established for the sole purpose of raising finance on behalf of the Company's sister
company, Bazalgette Tunnel Limited, for the purposes of Bazalgette Tunnel Limited's licenced activities
and functions as the infrastructure provider for the design and construction of the Thames Tideway
Tunnel. Loans receivable from related parties represent cumulative financing proceeds that have been
lent to Bazalgette Tunnel Limited.

Amounts outstanding on loans made to Bazalgette Tunnel Limited are £955.8m (2019: £722.5m) and
interest outstanding of £26.0m (2019: £13.8m).

During the year ended 31 March 2020, the Company accrued £21.9m (2019: £17.7m) of interest income
and received £9.7m (2019: £8.5m) from Bazalgette Tunnel Limited with regards to interest payments
under the back to back loans.

Amounts outstanding on borrowings with Bazalgette Tunnel Limited are £10.8m (2019: £9.8m). The
loan carries a floating charge based on Libor plus 85bp and a maturity of 2024. Interest payable on the
loan at 31 March 2020 totalled £0.1m (2019: £0.1m).

Key management personnel

Key management personnel comprise the Directors of the Company. The remuneration of the Directors
is disclosed in note 3.
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13 Immediate and ultimate parent company of a larger group

The Company is a wholly owned subsidiary of Bazalgette Holdings Limited (incorporated in the United
Kingdom).

The Directors consider Bazalgette Equity Limited, (incorporated in the United Kingdom) to be the
ultimate parent company. The smallest group in which the Company is incorporated is Bazalgette
Holdings Limited. The largest group in which the results of the Company are consolidated is that headed
by Bazalgette Equity Limited. No other group financial statements include the results of the Company.

Copies of consolidated financial statements of Bazalgette Equity Limited can be obtained from the
Company Secretary, Bazalgette Equity Limited, The Cottons Centre, Cottons Lane, London, SE1 2QG.
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