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When I joined the business in 2017, 
I was keen to separate dealing 
with our legacy issues from the 
need and ambition to undertake 
a rapid transition of the business 
to enable us to deliver a new 
Business Plan 2020–25 and to 
create a resilient water future for 
customers in the South East.

In last year’s report I talked about how we had 
made progress in terms of our customer service 
performance and the strengthening of processes 
and reporting procedures and accountability.  
We were, and still are, focused on becoming 
brilliant at the basics and providing high-quality 
services at a price that’s affordable to all of our 
customers while protecting our environment  
and preparing ourselves to meet the challenges 
of an uncertain future.

We are now two years into an ongoing 
programme of transformation. A lot has 
happened over that time and we have achieved  
a number of successes we can be proud of,  
while of course recognising there is still 
more to do to build trust with our customers, 
stakeholders and regulators. 

We have built new systems, developed new 
processes, are establishing values-based  
ethical business practices and, most importantly, 
we have brought in the right people to deliver 
that step change, with new skills and talent 
acquired at Board, Executive and Senior 
Management level, as well as throughout the  
rest of the organisation.

In consultation with our regulators and partners, 
we have developed a stronger governance 
structure, with detailed plans, which we are 
aligning to our risk process. These plans are 
monitored regularly by the Executive Leadership 
Team, Board, our Customer Challenge Group 
and our regulators.

As our Acting Chairman has already outlined,  
in a number of areas our historic performance 
has not been as good as our peers and we  
are working hard to make improvements.  
We have also been addressing historic 
challenges from our regulators Ofwat, the 
Drinking Water Inspectorate and Environment 
Agency. 

The investigations by the Drinking Water 
Inspectorate (noted further on page 66)  
and Environment Agency (noted further on  
page 26) are ongoing. 

Since June 2017, our wastewater treatment 
compliance has been under investigation by 
Ofwat due to breaches of our licence conditions 
and statutory obligations during the period from 
2010 to 2017. We have fully supported these 
investigations and completed our own internal 
review, which has highlighted failures of people, 
processes and systems during that time. 

I was brought into the company in 2017 to drive 
change and transformation. Since then we have 
been working hard to understand past failings 
and implement the changes required to ensure 
we better deliver for our customers and meet the 
standards they deserve. 

We are deeply sorry for what has happened. 
There are no excuses for the failings that 
occurred between 2010 and 2017 outlined 
in Ofwat’s report. We have clearly fallen far 
short of the expectations and trust placed in 
us by our wastewater customers and the wider 
communities we serve. 

We are fully committed to continuing the fast 
pace of change delivered since 2017. There is a 
lot more work to do but we are pleased to have 
agreed with Ofwat a package of reparations that 
enable us to fully make amends to our customers 
and regain their trust as quickly as possible. 

For full details of the Ofwat investigation,  
read page 26 or visit southernwater.co.uk/
ofwat-investigation.

Transforming together  
for a more resilient future

Chief Executive’s summary

Ian McAulay
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A strong set of values and  
a clear purpose will help us  
meet future challenges

A good company delivers great performance 
results, while making sure it can continue to do 
so tomorrow and into the future. It must also have 
an ambition, a sense of purpose and a clear set 
of actionable values. How we do things is just as 
important as what we deliver. 

This is why we have reviewed our vision, 
purpose and values to align them clearly with 
our business strategy and commitments to our 
customers. By succeeding together, doing the 
right thing and always improving we will be 
better placed to meet the challenges we, and the 
rest of the industry, are facing.

When Sir James Bevan, Chief Executive of the 
Environment Agency, spoke about the ‘jaws 
of death’ in March 2019 and how our country 
could run out of water in less than 25 years, 
he crystallised what for many is the defining 
challenge facing our industry.

Climate change and population growth are no 
longer distant spectres haunting our future, they 
have become our present reality. We face this 
challenge at a time of exceptional uncertainty at 
the social and political level, when our industry 
is firmly under the microscope. But we cannot 
succeed alone.

There has never been a better opportunity 
to change our society’s perception of the 
value of water and the benefits it brings to our 
communities and economy, and the part we all 
play in securing our future.

I am proud to lead Southern Water as we 
transform our relationships with our customers, 
our environment and the communities we serve.

A brief look back on our 
performance during 2018–19

Southern Water faced a number of key 
challenges and risks during 2018–19. We met 
these head on by working closely with our 
regulators and stakeholders to develop and start 
implementing our transformation plans.

Our leakage performance for this year has been 
worse than expected, at 102 Ml/d (2018: 89 
Ml/d), following the unusual Freeze/Thaw event 
in March 2018 and the hot, dry summer. This 
means we will not achieve our year-end target. 
This performance is disappointing against the 
backdrop of having one of the best leakage 

performances in the sector and we have invested 
significant resources to bring our leakage figures 
down. We have taken action and now have 30 
new teams dedicated to finding and fixing leaks 
and changed the way we work with our partners. 
As a result we are fixing more than ever before – 
approximately 36,000 during 2018–19 alone. 

The Secretary of State has now signed new 
abstraction licences for our western region, which 
reduces the amount of water we can take from 
the River Test and River Itchen in Hampshire. 
The licence reductions aim to secure the health 
of these rivers while reducing the amount of 
water we can take from them during drought. 
The changes mean a shortfall of some 135 million 
litres of water a day during a drought – about  
80% of the amount needed to supply our 
customers in south Hampshire, which will likely 
mean putting in place water restrictions for some 
of our customers right through to 2027.

We have until 2027 to meet the new conditions 
and plan to invest more than £800 million to make 
up the deficit, while ensuring water resources 
continue to be resilient and environmentally 
sustainable. Our wide-ranging plans, some of 
which will need Ofwat and Environment Agency 
approval, include desalination, new pipelines 
from neighbouring water companies, reducing 
leakage and improving water efficiency. 

Following the Freeze/Thaw incident last winter 
and subsequent summer heatwave we have 
made further improvements in how we prepare 
for and manage incidents. We invited directly 
affected customers to take part in a two-week 
community exercise to get their views on how we 
can manage events more efficiently. This is part of 
an ongoing programme of work, which includes 
further action groups to ensure an ongoing 
dialogue with customers.

Pollution performance has deteriorated 
during 2018, including three more serious 
pollution incidents than in 2017. To address and 
understand root causes we have put in place 
a Pollution Reduction Plan, including both the 
development of a dedicated Pollution Task Force 
as part of our Environment+ programme.  
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Our Environment+ and Water First transformation 
programmes have been developed to refocus 
core activities on quality and compliance.* 

Our Risk and Compliance directorate is leading 
improvements in our business processes and 
systems, governance and controls as well 
as data integrity and planning, scheduling, 
monitoring and performance reporting for our 
regulators. Further information can be found 
in our Final Assurance Plan 2018 and our Data 
Assurance Summary 2019, which are available 
at: southernwater.co.uk/our-reports.

Brexit, and its consequences, are top of our 
customers’ minds right now, and its wider 
implications have the potential to create a 
significant impact on our sector over time, with 
many of the chemicals used in water treatment 
historically imported from the European Union. 
We made sure that plans were in place for 
all scenarios to ensure our supply chain was 
secured such that we can continue to deliver on 
our promises to customers and we have supplied 
a list of these chemicals to be included in the 
British Chambers of Commerce risk register.

While we have been focused on addressing 
these and other challenges, we have also 
delivered some significant achievements as 
part of our ongoing transformation programme 
during 2018–19. These have included:

•  Improvement in our bathing waters:  
a further nine bathing waters were classed  
as ‘excellent’ in 2018, taking our total to  
62 (2017: 53 ‘excellent’, 2016: 51 ‘excellent’) 
with none ‘poor’.

•  A steady performance in terms of our Service 
Incentive Mechanism (SIM) or customer 
satisfaction score of 80 (2018: 79) moving 
us from 15th in the industry league table 
to 13th position. This is a significant step 
forward, although we recognise there are 
still improvements to be made. (See page 
44) for more detail on our customer service 
performance.)

•  In 2018 we celebrated receiving our 20th 
consecutive Order of Distinction from the 
Royal Society for the Prevention of Accidents. 

•  External recognition for the marked 
improvements we have already made from 
Ofwat, the Drinking Water Inspectorate and, 
most recently, the Consumer Council for 
Water (CCWater). 

•  A Blue Star award for innovation or stand out 
ambition in environmental commitment, for 
our Target 100 programme, awarded by the 
environmental coalition Blueprint for Water. 
We were one of only six companies to receive 
this accolade.

•  A renewed focus on catchments to improve 
how we collaborate with key stakeholders 
in the water quality chain. (Read more about 
our Catchment First approach in ‘A constant 
supply of high-quality drinking water’ on 
page 62.)

•  The appointment of a dedicated Wellbeing 
and Health Manager and a team of wellbeing 
champions across the business with a 
roadmap in place, helping us achieve both 
the Workplace Wellbeing Charter and 
Time To Change (mental health awareness) 
standards. For the charter, documentary 
evidence, interviews and site tours are used 
to assess our performance in eight wellbeing-
related fields. During 2018–19 we met the 
minimum commitments in all eight areas and 
exceeded these standards in six – achieving 
‘excellence’ in the field for health and safety. 
We are really proud of this recognition and 
believe this accreditation demonstrates our 
commitment to improving the lives of those 
who work at Southern Water. 

•  The roll-out of our Operational Excellence 
(OE) programme to more than half of our 
operational teams, improving collaboration, 
compliance and resilience. OE will continue 
to be embedded across our remaining water 
and wastewater teams in 2019–20.

* You can read more about our Pollution Task Force activities, Water First and Environment+ in the ‘Constant supply of high-quality drinking 

water’ and ‘Looking after the environment’ chapters on pages 62 and 74 respectively.
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Our financial performance 

As described above, 2018–19 has been a 
busy year in which we have continued our 
transformation journey and prepared our 
Business Plan 2020–25. The associated costs 
are reflected in our operating profit for the 
year (excluding the impact of the regulatory 
settlement) which fell by £6.9 million to  
£256.4 million.

In particular, as part of the transformation 
programme, we have spent an additional  
£5.9 million, redesigning processes and  
systems as well as the structure and culture  
of the business, to ensure that we are ready to 
deliver our Business Plan for 2020–25. 

I am pleased that the first year of our 
transformation programme is already delivering 
benefits and, having made improvements to the 
structure of our Customer Services department 
and contracts, we realised efficiency savings of 
£5.1 million in the year. In addition, improvements 
to our debt collection processes resulted in a 
further cost reduction of £1.7 million. These will 
all help us to reduce bills to our customers in the 
coming years.

In order to achieve the targets set by Ofwat  
for what we spend on serving customers, 
together with an overall water bill reduction  
for householders of more than 5% over the next 
five years, we need to keep on improving.  
To meet these challenges we are making further 
changes in Customer Services and are creating 
a centralised delivery model with specialist 
partners establishing a new Retail team to  
lead and deliver our customer strategy.

As I mentioned earlier, we have committed 
additional resources to tackle the increased 
level of leakage experienced and this resulted in 
additional investment of £1.7 million in the year.

During the year we submitted our business 
plan to Ofwat and responded to Ofwat’s Intial 
Assessment of our plan. This work, which 
included consultations with customers and 
stakeholders, increased our operating costs in 
the year by £2.7 million.

Following its investigation into our wastewater 
treatment works compliance reporting, Ofwat 
has confirmed its intention to impose a penalty 
under Section 22A of the Water Industry Act. 
This penalty comprises a fine of £3.0 million 
together with a reduction to future revenues 
of £122.9 million (at 2017–18 prices) which will 
be made by way of a rebate to wastewater 
customers over the period from 2020 to 2025. 
We have provided for these in full in the financial 
statements for 2018–19 resulting in a reduction 
to operating profit of £138.5 million (at outturn 
prices). As a result operating profit after the 
regulatory settlement was £117.9 million.  
For more information please see page 26 
of this report or visit southernwater.co.uk/ 
ofwat-investigation.

In 2018–19, our capital investment programme 
continued at pace as we completed the fourth 
year of our current business plan. In total, 
we spent over £440 million investing in our 
assets during the year. This included a scheme 
designed to improve the quality of bathing 
waters at seven sites to an excellent standard  
(as defined by the EA), the ongoing 
redevelopment of our Woolston wastewater 
treatment works, work to upgrade our Millbrook 
wastewater treatment works and improvements 
to our sewer network in Thanet.

As our Acting Chairman stated in his 
introduction, the water industry has been 
the focus of considerable scrutiny during the 
year, not least in relation to how the industry 
is financed. We have responded to this by 
refinancing to reduce our gearing and are in 
the process of closing our Cayman Islands 
registered subsidiary. 

Any changes we make to our financial structure, 
along with the continued capital investment in 
our assets and transformation activities, will be 
focused on ensuring we have a stable financial 
base to deliver on the commitments made in  
our current and future business plans.

 I am pleased that the first year 

of our transformation programme 

is already delivering benefits 
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We must act on what we hear  
from customers in order to  
meet their expectations

We exist as a business to provide high-
quality water to our customers and take their 
wastewater away efficiently. This is an accurate 
description of what we do, but it understates our 
wider social responsibilities, which is why we 
have now broadened our outlook.

Through consultation with customers, 
employees and key stakeholders, we have 
arrived at a much more compelling purpose 
statement: to provide water for life to enhance 
health and wellbeing, protect and improve the 
environment and sustain the economy.

However, I think even this still underestimates 
our potential and ability to influence a much 
larger conversation with our customers, our 
peers and government about the value or wider 
societal and economic benefits of water. 

Our customers’ expectations are changing and 
people’s perceptions of big businesses, like ours, 
is that they do not always work for the optimal 
benefit of society. We want to change that and be 
seen to take the lead in areas like protecting the 
environment and developing young talent in our 
communities.

With this in mind, I have recently been involved 
in a Water UK group, which came together 
to develop a series of sector pledges with 
like-minded chief executives from across the 
UK water industry. In practice, this will mean 
water companies: working together to pool 
resources; offering education, incentives and 
support to local communities; and working to 
reduce leakage, secure additional supplies 
and lobby for changes in key areas such 
as housing development, metering 
and water labelling. In turn, this would 
give all companies more credibility in 
conversations with customers and 
community partners about actively 
reducing water use. In my position 
as Chair of the Greater Brighton 
Infrastructure Panel, I have already seen 
examples of this collaboration in action;  
our Water Plan, supporting water 
usage reduction targets in the city and 
surrounding area, is just one example.

However, the social 
contract goes beyond 
industry collaboration. Our 
customers want to be active 
participants but, to get 
there, they need help from 
us and our partners in the 
community. Our Target 100 
programme, to drive down individual customer 
water consumption, is fundamentally a modern 
social contract, perhaps the first of its kind in the 
industry. It embodies our commitment to, and 
agreement with, our customers and consumers 
to manage water resources wisely. We will help 
customers to contribute through providing 
education at all levels, incentivising reduction 
through community reward schemes and more 
direct support through many thousands of  
water-saving home visits. We know that 
customers associate water efficiency with 
leakage and there is, rightly, an expectation  
that we fulfil our side of the bargain as a 
water utility provider by playing our part and 
substantially reducing leakage. 

Putting all of this together, for me, is what 
enshrines Target 100 as a social contract.  
It is the right thing to do but we cannot do this 
alone. To achieve greater efficiency more action 
is needed by water companies, government, 
regulators, non-government organisations  
and citizens across all our communities. 



Page 24 Chief Executive’s summary

Preparing to deliver  
our business plan

As I have already mentioned, a number of 
changes are taking place across the business,  
as part of our transformation programme, to 
make sure we can deliver the cost efficiencies 
asked of us by our regulators and are ready to 
deliver our Business Plan 2020–25. 

During 2019–20 these changes will include:

•  a renewed focus on a set of clearly defined 
performance indicators to encourage 
employees to shift their focus to achieving 
our targets in critical areas

•  further development of our Water First, 
Environment+ and Operational Excellence 
programmes, promoting cross-team 
collaboration, a focus on compliance and cost 
efficiency

•  a halt on projects that are adding least value 
so resources can be redirected to more 
critical tasks

•  the promotion of our innovation lab bluewave 
as a problem-solving resource for the 
business

•  a new cost-management system to integrate 
key capital project scope, cost, schedule and 
risk data

•  implementation of a new buyer/supplier 
portal allowing costs to be controlled more 
efficiently

•  further embedding our revised company 
values to drive culture change within the 
business

•  investment in our IT infrastructure to bring 
services back in-house. 

Our Business Plan 2020–25,  
co-created with our customers

In September 2018, we submitted our most 
ambitious five-year business plan yet following 
a comprehensive consultation with customers 
and stakeholders. It outlined our proposed plan 
to achieve our vision to create a resilient water 
future for customers in the South East. 

That consultation involved us broadening 
the conversations we were already having 
with customers. This included capturing their 
views on a range of new topics via a series of 
workshops, interviews and surveys. To increase 
our level of insight, we used new techniques, 
such as choice experiments, apps and online 
polls. All of this rich insight we gathered helped 
us create our Business Plan and will continue to 
help us better tailor our services to customers’ 
needs but, more importantly, ensure our plans 
for the future reflect their priorities.

In January 2019, we received Ofwat’s Initial 
Assessment of our Plan, placing us in the 
‘significant scrutiny’ category. This means 
greater regulatory oversight to protect 
customers’ interests. While Ofwat recognised 
our recent progress and highlighted some  
high-quality elements, it continued to have some 
concerns around our past performance as well 
as around specific areas of our plan including the 
areas of cost efficiency, long-term resilience and 
our track record in delivering for our customers.

Our Board and ELT recognised the significant 
challenges Ofwat made to our Business Plan.  
In our updated submission in April 2019, 
although we accepted a number of challenges, 
we also presented new evidence and analysis 
to provide greater confidence that we will 
efficiently deliver our environmental and 
customer responsibilities. We also made a 
clear commitment to continuous improvement, 
efficiency and long-term resilience. 

 Every day affords  

opportunity to turn Southern 

Water into a better company 
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In headline terms, we have:

•  reduced the forecasted costs of delivering 
our plan 

•  provided evidence, analysis and argument in 
support of the remaining difference between 
our forecasted costs and Ofwat’s assessment 
of the efficient costs to deliver our plan

•  committed to delivering business 
improvement plans for past performance, 
incident management and operational 
resilience, with our delivery of these plans 
independently assured and reported 
regularly to our Board, Ofwat, the CCG, and 
other key stakeholders. These new ways of 
working are actioned through a number of 
groups:

 –  Opcom – led by me and focused on 
the management of Business as Usual 
performance and compliance, delivery 
of targets and customer commitments. 
Opcom is made up of all operational 
directors.

 –  Transcom – focused on all the 
transformation activities needed to  
deliver on our Business Plan 2020–25.  
It is accountable to the new role of 
Managing Director.

 –  Excom – delivers liaison with the Board 
and Shareholders and is accountable  
for enterprise-level risk management  
and reporting.

•  accepted the challenges on our Outcome 
Delivery Incentives in all but two areas, 
where we have assessed the targets to be 
undeliverable in the proposed timeframes

•  committed to closer collaboration with  
other water companies to explore alternate 
strategic water resources to meet the supply 
deficit in our western region.

The actions outlined in this response are  
intended to reassure our regulators, customers 
and stakeholders that we will meet our 
regulatory, environmental and societal 
obligations and deliver on the promises we 
made, while reducing customers’ bills by 5%. 

We are improving and have a clear plan to  
achieve our goals. We fully understand the 
historical failings and we are urgently driving 
change across all areas of the business. 

We have well established, structured,  
governed and detailed plans for our 
transformation. We understand what we  
need to do to be efficient for the next five-year 
period and our plans reflect that.

Our plans are driven through strong governance 
and application of risk management processes  
to ensure we are building an efficient and 
resilient organisation now and in the future.

With challenge comes opportunity

Changing the way we do things is hard and it will 
take time, effort and a lot of determination. It is a 
fact that, in spite of the progress we make every 
day, we are still dealing with legacy issues of the 
past. They are an unpleasant and difficult reality, 
especially where we let our customers down. 
The changes we have implemented over the past 
two years have delivered much improvement 
and we commit to driving relentlessly forward. 

In doing so, we will make sure we continue 
to be open, transparent and honest, and co-
operate with our regulators, key stakeholders 
and partners. We have introduced a new Code 
of Ethics in the organisation, asking our people 
to ‘do the right thing’ in everything they do 
which will help to build a culture that will, in time, 
engender trust and confidence. 

As a business, we also recognise that our 
company is not yet as good as it could be, and we 
still have a way to go to improve. We are working 
very hard on transforming to enable us to deliver 
our Business Plan 2020–25. We have put in 
place a solid foundation to support that business 
strategy in arriving at an authentic purpose, set 
of values and an ethical business framework on 
which to base all future decision-making. 

Every day affords opportunity to turn Southern 
Water into a better company and make it 
somewhere people want to work, a partner 
others want to do business with, a company at 
the heart of its communities and an organisation 
committed to continuous improvement for our 
customers, employees and partners, and for the 
environment.

Ian McAulay
Chief Executive Officer
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In June 2017, our regulator Ofwat 
started an investigation into 
possible breaches of licence 
conditions and our statutory 
reporting obligations relating to 
the management and operation 
of our wastewater treatment 
works between 2010 and 2017. 

We had already started our own internal review 
of these issues and as the review deepened we 
discovered a problem with sampling processes 
at some of our sites meaning that we needed 
to restate our wastewater performance for the 
period 2010–17. The findings of our own review 
were shared with our regulators at every stage.

The Ofwat investigation has since resulted in it 
giving notice that it intends to take enforcement 
action against us. To reflect the seriousness 
of the breaches identified, Ofwat has issued a 
Notice stating a proposal to impose a financial 
penalty of £3.0 million, details of which were 
published in June 2019. 

In addition, we have agreed to make significant 
customer bill rebates, totalling £122.9 million 
(in 2017–18 prices), between 2020–25, 
in recognition of our failure to meet the 
expectations of our customers and wider 
stakeholders, as well as our regulators. This total 
will be made up of a rebate of £111.7 million, to be 
broken down and shared in equal amounts with 
wastewater customers over the next five years, 
from 2020 to 2025, together with a wastewater 
customer bill rebate of £11.2 million (in 2017–18 
prices), which will be made during 2020–21.  
A provision of £138.5 million (in outturn prices) 
has been made in these financial statements for 
2018–19, referred to throughout this document 
as the “regulatory settlement”.

We know that a number of failures of people, 
processes and systems allowed these breaches 
to occur and we are deeply sorry for what has 
happened. Over the past few years, we have 
acted promptly and decisively to make sure that 
all of the issues identified in the investigation are 
being addressed. 

This has involved making fundamental changes 
to the way we operate. Over the past two years 
these changes have included a full company 
restructure, a new executive team and a 
strengthened Board. We have also put new 
systems in place to safeguard our services, 
our whistle-blowing procedures have been 
enhanced, and a revised set of company values 
are being embedded. These actions, along with 
a Modern Compliance Framework, are already 
changing the culture in Southern Water.

For more information, please visit 
southernwater.co.uk/ofwat-investigation.

We are also under investigation by the 
Environment Agency regarding the historic 
performance of certain wastewater treatment 
sites and the reporting of relevant compliance 
information. We are seeking to work proactively 
with them to resolve these investigations 
which are still evolving. At this time, there is no 
clarity of the findings of these investigations or 
further action or associated financial impact, if 
any. As a result no provision has been made in 
the financial statements for 2018–19. We have 
disclosed further details of this contingent 
liability in note 32 to the financial statements.   

Ofwat and Environment Agency 
investigations
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