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Following the retirement of 
our Chairman, Bill Tame at the 
end of March 2019, I agreed 
to act as Chairman pending a 
permanent successor being 
appointed, and I am pleased to 
introduce our Annual Report and 
Financial Statements 2018–19.

It has been another testing year for the water 
industry, with companies facing challenges 
to long-term resilience and preparedness for 
extreme weather events, and further calls to 
tackle issues of trust and transparency. Potential 
changes in the political landscape, such as  
Brexit or a change in government, also present 
their own challenges and risks for the water 
sector. Throughout, Southern Water has 
continued to supply essential services to its 
many different customers across the South East 
to a high standard. At the same time, we have 
been focused on transforming the business 
to answer these challenges, addressing very 
serious failings from the past which I refer to 
below, while also preparing to deliver  
our ambitious Business Plan 2020–25.  
Many improvements have already been  
made but there is still a lot to do.

Our Chief Executive Ian McAulay will address 
these changes, the progress made over the 
past two years of our transformation plan 
and the work that still needs to be done to 
continue the transformation of the business 
into the next five-year period. The rest of the 
Strategic Report (pages 26 to 117) then details 
our performance against the Business Plan 
2015–20 commitments, highlighting areas where 
improvements have already started to deliver 
better results for all our customers, but also areas 
where performance is still below expectations 
and more work needs to be done.

A second year of transformation 
against a challenging backdrop

Our duty of care

Southern Water currently supplies water and/
or wastewater services to around 4.7 million 
people. The majority of our customers do not 
have the option to switch supplier and therefore 
it is right that we are held to account for our 
performance. 

At the heart of our ‘Water for Life’ philosophy 
lies the understanding that we rely on water for 
everything we do, and it recognises everyone’s 
right to have access to a clean and safe supply  
of water and acceptable standards of sanitation.  
As such, the water industry is rightly one of the 
most strictly regulated sectors and we accept 
that the highest standards should be expected. 

Rebuilding trust and confidence

As reported in recent years, where we have 
fallen short of meeting standards required  
by our regulators, customers and ourselves  
– for example, compliance or data reporting  
and assurance – we have been working to 
materially improve our business systems and 
processes, including corporate governance 
processes underpinned by values-based ethical 
business practices to ensure the mistakes of the 
past are not repeated. We are also continuously 
engaging with our customers and other 
stakeholders in this process. 

Since June 2017, we have been assisting Ofwat 
and, prior to that date, the Environment Agency 
with their investigations into historic issues 
relating to wastewater compliance between 
2010 and 2017. The results of the Ofwat 
investigation have recently been made public 
and we have agreed a package of customer 
rebates totalling £122.9 million (at 2017–18 prices) 
that will benefit our wastewater customers over 
the five years to 2025, details of which can be 
found in the ‘Ofwat investigation’ section of this 
report on page26 and at southernwater.co.uk/
ofwat-investigation. 

Acting Chairman’s statement

Paul Sheffield

 The majority of our customers 

do not have the option to switch 

supplier and therefore it is right 

that we are held to account for  

our performance 



Page 16 Acting Chairman’s statement

Ofwat has indicated its intention to fine us  
£3 million for our failure to identify and prevent 
the activity that led to the licence breaches. The 
Environment Agency investigations are ongoing.

Details of our failings can be found later in this 
report and both I and the Board apologise on 
behalf of Southern Water for the actions that led 
to the manipulation of wastewater flows through 
that period and for misreporting data to our 
regulators. Those actions resulted in us being 
overpaid for the service we delivered and the 
reparations now being made are intended to put 
that right. We must also now work hard to regain 
the trust of our regulators and customers.  
We started the overhauling of our business 
practices as soon as these failings came to light 
two years ago. In order to start that process 
of regaining trust we have agreed that we will 
provide external independent audit of our 
processes for the next five years.

A comprehensive transformation programme, 
led by our Executive Leadership Team, has 
already started to deliver change across the 
entire business. It is aimed at improving the 
efficiency of our operations while at the same 
time delivering the level of service our customers 
expect, in a way that engenders trust and 
confidence in all that we say and do. 

More information on our assurance processes  
for reporting data is available in our Statement 
of Risks, Strengths and Weaknesses (November 
2018), the Final Assurance Plan (March 2019)  
and Data Assurance Summary (July 2019),  
which can be downloaded at: southernwater.
co.uk/our-reports.

Financial governance

In our Annual Report for 2017–18, we committed 
to close our Cayman Islands financing company 
in order to make our structure more transparent 
and this work is nearing completion. As reported 
in our Interim Report in November, we also 
committed to reduce the company’s gearing 
to maintain strong financial resilience, and I am 
pleased that this refinancing was concluded 
during 2018–19. Please refer to pages 96 to 97 
for further details. In October 2018, Southern 
Water agreed a deficit recovery plan with The 
Pensions Regulator and the trustees of the 
Southern Water Pension Scheme, following the 
2016 valuation (please refer to note 23 to the 
financial statements for further information). 

We feel the significant progress made on these 
three financial governance issues over the year 
strengthens the business and aligns it more 
closely with our customers’ expectations.  

Our year on the Board

With our Business Plan 2020–25 needing to be 
submitted to Ofwat in September 2018, the first 
half of the year saw the Board very focused on 
ensuring we had the best possible plan, which 
delivered resilience across our operations 
and the best outcomes for customers and the 
environment. We submitted an ambitious plan 
in September 2018 and, while Ofwat recognised 
this, it also set us some tough challenges in its 
initial response. We have responded to these, 
submitting our revised proposals in April  
2019, the highlights of which our Chief Executive 
will discuss in his summary on page 19.  
We are now awaiting the outcome of Ofwat’s 
Draft Determination, which will be released in 
July 2019. 

Our five-year business plan to 2025 proposes  
a significant increase in our investment from  
£3.2 billion in 2015–20 to £4 billion, while at the 
same time reducing bills by more than 5% in real 
terms for water and wastewater customers.

Securing confidence and assurance

We fully support the expectations outlined in 
Ofwat’s publication ‘Putting the sector back 
in balance’. In our Business Plan 2020–25 we 
embraced Ofwat’s executive pay and dividend 
policy expectations. 

Our revised remuneration policy clearly 
demonstrates how executive pay is linked to 
overall and individual performance and, together 
with annual bonus targets, how these are linked 
to delivering for our customers, stakeholders 
and communities. The policy and executive pay 
will continue to be closely monitored by our 
Remuneration Committee. 

We have revised our dividend policy to align 
it with Ofwat’s expectations. Our policy is 
published annually, alongside a transparent 
explanation of how it has been applied, 
highlighting how any payments continue 
to reflect our promises, obligations and 
commitments to customers. Rather than a 
complex set of rules, we share a simple set of 
principles, which embody our commitment to 
ensuring a fair deal for all, in line with ethical 
business practices. 

We also support Ofwat’s revised Board, 
Leadership, Transparency and Governance 
Principles, which applied from 1 April 2019.  
We have adapted our governance to ensure we 
comply with the Principles, and will continue 
to do so. Our Board approved our revised 
governance terms of reference in February 2019. 
This can be seen at: southernwater.co.uk/board-
committee-terms-of-reference.
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Strengthening our leadership

In last year’s report our then Chairman,  
Bill Tame, reported that the Board had  
presided over some key changes to Southern 
Water’s Executive Leadership Team (ELT).  
These were interim adjustments to support  
rapid business change. However, further 
evolution of the ELT has come about during 
2018–19, with a new governance structure 
established and further supporting roles  
created to ensure the company’s  
transformation can continue at pace.  
Our Chief Executive will outline this  
structure in more detail in his summary  
(pages 19 to 25).

My thanks go to my fellow Board members 
for their level of commitment to providing 
that stable base on which Southern Water 
can continue its journey to becoming a better 
business. In particular, I would like to thank 
Bill Tame for steering the company through a 
time of significant change and transformation. 
Recognising the need for continuity through the 
rest of the five-year period, he resigned to allow 
a new chairman to lead the company in 2019–20 
and beyond. Our search is well advanced and we 
hope to announce a new chairman shortly. 

We also welcome Gillian Guy to the Board.  
Gillian joined in November 2018 and has brought 
a rigorous focus on governance and business 
performance, as well as on customer insight 
and transformational change management. 
We are also recruiting two more independent 
non-executive directors to support our 
transformation. 

We were pleased to appoint Sebastiaan Boelen 
to the position of Interim Chief Financial Officer  
in December 2018, replacing William Lambe.  
I would like to thank William for his contribution  
to the company.

Thanks are also due to the members of our 
Customer Challenge Group (CCG), which 
continues to be chaired by Anna Bradley, for 
providing an independent and critical eye, 
from a customer perspective on both Southern 
Water’s ongoing performance, but chiefly on the 
development of its plans for the future. The CCG 
members provided a lot of support and insight  
as we prepared our Business Plan submission.

A better place to work

To continue to provide essential services to 
customers, Southern Water needs to recruit 
and retain skilled employees, and to do this we 
need to ensure all employees are treated fairly 
and respectfully. Over the past two years, we 
have conducted a Gallup feedback survey and 
are pleased to see that we are rapidly improving 
our engagement rating among our employees. 
We are also working hard to embed an ethical 
culture of ‘doing the right thing’.

The company’s Gender Pay Gap report 
published in March 2019 stated its median gap 
for 2018 was 7.5% (2017: 9.0). This reduction is 
largely due to talented female candidates being 
appointed to some of our key roles through 
external applications and internal promotion. 

We know there is more to do. This year, the 
company has taken active steps to ensure its 
talent pipeline has strong female representation. 
These include a development event designed 
solely for female employees, alongside a 
programme of visits to local schools and colleges 
to encourage young people to consider science, 
technology, engineering and mathematics 
(STEM) careers, and think about working for 
Southern Water when they leave education.

A full report on Southern Water’s management 
of its gender pay gap can be found at: 
southernwater.co.uk/gender-pay-gap. 
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A new sense of purpose

To live and breathe the new purpose that sits 
at the heart of our ‘Water for Life’ brand – to 
enhance health and wellbeing, protect and 
improve the environment and sustain the 
economy – everyone who works for and on 
behalf of Southern Water needs to pull in the 
same direction. This is why a huge amount 
of time and effort has been invested during 
2018–19 to define this sense of purpose and 
galvanise the passion and dedication felt for 
our communities within three new values: 
succeeding together, doing the right thing and 
always improving. These values, alongside a 
renewed focus on ethical business practice at 
the same time, form the foundations supporting 
real and lasting cultural change within the 
business so mistakes made in the past are 
prevented from happening again. 

By working these values into our decision-
making, our employees – and, indeed, our 
customers, stakeholders, shareholders and 
regulators – can be sure that Southern Water 
is working hard, every day to become a better 
business; a business everyone can trust and 
have confidence in.  

On behalf of the Board, I would like to take 
this opportunity to thank all Southern Water 
employees, partners and contractors for their 
continuing hard work, especially during this 
period of transformation and rapid change 
within the business. Adjusting to change can be 
hard, but with change comes the opportunity 
to innovate and improve, something that is 
encapsulated in the company’s new values. 

A look ahead

Southern Water has a long-term transformation 
strategy in place to ensure it can deliver on 
its commitments to customers, stakeholders, 
shareholders and regulators efficiently and 
cost-effectively. Our plans are set out clearly in 
our Business Plan 2020–25, Water Resources 
Management Plan (which looks 50 years into 
the future) and Drought Plan (which is reviewed 
regularly to reflect changes in weather patterns).

Those plans for 2020–25, and beyond, include:

•  building further resilience into our water 
supply network by continuing to help our 
customers reduce consumption, increasing 
our water reuse and renewing our efforts to 
drive down leakage

•  working with stakeholders to keep rivers, 
lakes and coasts clean and healthy

•  investing to improve the resilience of our 
wastewater network

•  investing more than £800 million to meet 
the demands of the Water Industry National 
Environment Programme 

•  creating sustainable communities by working 
with local partners

•  making the most of our most valuable natural 
assets to boost the economy of the South 
East

•  delivering on plans to create new water 
resources to counter a number of new 
restrictions in water supply that we face,  
for example, on the Rivers Test and Itchen in 
Hampshire.

The coming year will present many challenges 
for the business as we enter the final year of 
delivery of our Business Plan 2015–20 and 
ready ourselves to deliver our Business Plan 
2020–25 (southernwater.co.uk/our-business-
plan-2020-25). Extreme weather incidents, 
climate change and a growing population will 
continue to put a strain on our existing assets.  
As we continue with our transformation 
programme, we see big opportunities to harness 
innovation, technology, IT and data to make us a 
more efficient and forward-thinking organisation.

Our leadership team has a plan to achieve 
this and the Board and I are confident we can 
do what is required to reinforce a cycle of 
continuous improvement into the next delivery 
period and beyond. 

Paul Sheffield 
Acting Chairman
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