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Revenue before the proposed regulatory 
settlement increased to £876.3 million (2018: 
£857.7 million). This increase results from 
changes to our inflation-linked water and 
wastewater tariffs, in part offset by a reduction 
in the revenue now recognised under IFRS 15 for 
developer-related activities, most notably sewer 
adoptions, of £17.9 million. A detailed analysis 
of revenue is provided in note 5 to the financial 
statements.

Overall, operating costs before the regulatory 
settlement increased by £13.3 million to £349.3 
million (2018: £336.0 million); removing the 
impact of  inflation of £11.6 million, would result 
in operating costs being broadly in line with the 
prior year. The major movements are described 
below and in Table 2 (on page 89).

As described in our Strategic Report, 2018–19 
has seen the continuation of our transformation 

journey. We have been improving systems and 
processes, as well as changing the structure  
and culture of the business, to ensure we are 
ready to deliver our Business Plan 2020–25.  
This transformation programme incurred 
additional costs of £2.8 million in the year 
together with IT transformation costs of 
£3.1 million incurred developing new systems, 
processes and investing in the right people as 
we insourced our IT support.

This transformation programme is already 
delivering efficiencies and improvements to 
our Customer Services delivery. Over the past 
12 months we have successfully moved all 
our offshore billing and payment operations 
and customer correspondence work from 
a number of service partners to Capita’s 
office in Bangalore. This transition along with 
organisational changes made during 2017–18 
have led to efficiency savings of £5.1 million.

Financial performance

Table 1 – Income statement years ended 31 March

2019
£m

2018
£m

Revenue before regulatory settlement 876.3 857.7

Other operating income 1.2 1.1

Operating costs before regulatory settlement (349.3) (336.0)

Depreciation, net of amortisation (271.8) (259.5)

Operating profit before regulatory settlement 256.4 263.3

Regulatory settlement (138.5) -

Operating profit after regulatory settlement 117.9 263.3

Other income 0.2 11.2

Profit on disposal of fixed assets 0.7 0.8

Profit before interest and tax 118.8 275.3

Net finance costs (155.8) (118.7)

Fair value (losses)/gains on derivative financial instruments (216.6) 46.3

(Loss)/Profit before tax (253.6) 202.9

Tax 20.7 (32.2)

(Loss)/Profit for the financial year (232.9) 170.7

Accounting policies

The accounting policies of the company are set out on pages 169 to 176 and include details of the 
impact of new standards, IFRS 15 ‘Revenue from Contracts with Customers’ and IFRS 9 ‘Financial 
Instruments’ which became effective for periods beginning 1 January 2018. 
 

Income statement

Our income statement is summarised in Table 1 below.

* The prior year has been restated for the transition to IFRS 15 as explained in note 3 to the financial 
statements.
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In addition, by improving the effectiveness of our 
collection and debt management process and 
utilising segmentation to provide a more tailored 
customer experience, we have also been able to 
target our debt recovery action more effectively 
leading to reduced debt collection costs of  
£1.7 million.

As reported in the Strategic Report on page 64,  
we have experienced higher levels of water leakage 
this year and we are working hard to reduce this. 
We have therefore increased the size of our leakage 
team, changed the way we incentivise our partners 
to find and fix leaks and we are fixing more than  
ever before. This resulted in additional costs of   
£1.7 million.

The finalisation of the 2016 pension scheme 
valuation and agreement of a deficit recovery plan 
with the Trustees and The Pensions Regulator 
has resulted in a reduction in associated pension 
advisory costs of £2.7 million in the year. These 
savings have been partially offset by a one-off past 
service cost of £1.8 million following the ruling made 
in October 2018 by the High Court that guaranteed 
minimum pensions should be equalised between 
men and women.

During the year we submitted our Business Plan for 
2020–25 to Ofwat. The preparatory work, including 
consultations with customers and stakeholders, 
required to develop this plan as well as responding  
to the challenge and queries raised by Ofwat 
resulted in additional costs of £2.7 million this year.

In addition to these movements in operating 
costs, depreciation increased to £271.8 million 
(2018: £259.5 million) as a result of our significant 
capital investment programme. New schemes 
commissioned during the year added £9.7 million  
to the depreciation charge.

As a result of the factors set out above, operating 
profit (before regulatory settlement) for 2018–19 
decreased to £256.4 million (2018: £263.3 million),  
a 2.6% reduction.

As reported on page 26, following its 
investigation into our historical 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 forecast outturn prices). 
As a result, operating profit after the proposed 
regulatory settlement was £117.9 million (2018: 
£263.3 million). An investigation being conducted 
by the Environment Agency is also disclosed on 
page 26 and is ongoing.

The fall in other income to £0.2 million (2018: £11.2 
million) was due to the one-off profit, recorded in 
2017–18, from the sale of our non-household retail 
business. 

The profit on disposal of fixed assets of £0.7 
million (2018: £0.8 million) mainly relates to 
the sale of surplus vehicles and the release of 
deferred revenue from the historical sale of 
income rights relating to aerial masts.

Net finance costs increased by £37.1 million 
to £155.8 million (2018: £118.7 million). During 
the year we refinanced our business in order 
to reduce our gearing and this is described in 
detail on pages 96 to 97. As a result we incurred 
additional financing one-off costs of £27.9 million 
for repaying our Class B loan early as well as 
costs of £8.4 million relating to the refinancing in 
general and the ongoing project to restructure 
our finances by closing our Cayman Islands 
subsidiary company, Southern Water Services 
(Finance) (SWSF). 

As part of the refinancing, Southern Water 
Services Group (SWSG) repaid £682.3 million 
of an inter-company loan. This resulted in a 

Table 2 – Year-on-year increase/(decrease) in operating costs before the proposed regulatory settlement

£m

Inflation 11.6

Transformation programme costs 2.8

IT transformation costs 3.1

Customer Services efficiencies (5.1)

Reduction in debt collection charges (1.7)

Increase in leakage activity 1.7

Reduction in pension costs (2.7)

Guaranteed Minimum Pensions equalisation costs 1.8

Business Plan 2020–25 2.7

Other (0.9)

Movement in operating costs 13.3
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reduction in interest receivable of £13.9 million. 
The reduction in interest receivable was offset 
by an increase in the amount of capitalised 
interest of £6.5 million, and by lower indexation 
and preference share interest which fell by £4.1 
million and £2.2 million respectively. 

The fair value loss on our derivative financial 
instruments amounted to £216.6 million (2018: 
gain £46.3 million). To calculate the fair value 
of our derivative instruments we discount their 
forecast future cash flows using UK Government 
bond yields. These future forecast cash flows 
are predictable and match the future forecast 
movement in our revenues and ‘Regulatory 
Capital Value’, but government gilt yields are 
constantly moving, with the result that the 
valuation of our derivative instruments can be 
volatile. The changes in value that are recorded 
during the lives of derivatives do not represent 
cash flows.

We have recognised a total tax credit to the 
income statement of £20.7 million (2018: £32.2 

million tax charge). This differs from the credit 
that may be expected of £48.2 million, based 
on the loss before tax of £253.6 million and the 
current period tax rate of 19%, as described 
in note 10. The difference is primarily due 
to not having reduced our taxable profits 
for the regulatory settlement provision, and 
the company receiving group relief losses 
surrendered by other companies in the Southern 
Water group for nil payment. 

The loss after taxation for the year amounted to 
£232.9 million (2018: £170.7 million profit). 

Cash flow statement – summary

Overall, cash and cash equivalents increased in 
2018–19 by £207.6 million (2018: £120.9 million 
decrease). This movement of £328.5 million 
principally results from the refinancing activities 
that we undertook during the year, described  
on page 96 to 97. Further details of the 
significant year-on-year movements are 
provided in Table 3 below.

Table 3 – Cash flow statement years ended 31 March

2019
£m

2018
£m

Movement Explanation

Movement in 
loan to SWSG

682.3 – 682.3
In 2018–19 (FY19) SWS received a repayment of £682.3 
million from SWSG of an inter-company loan as part of the 
refinancing exercise.

Net interest 
related 
transactions

(152.2) (85.6) (66.6)

The increase in financing charges payable was largely the 
result of our refinancing exercise.

In FY19 we incurred additional costs of £27.9 million relating 
to early repayment of our Class B loan together with the 
payment of interest accrued on the loan of £10.0 million.

In addition following the partial repayment of an inter-group 
loan by SWSG, interest receivable fell by £13.9 million and 
we incurred one-off charges relating to the refinancing 
exercise and the closing of our Caymans company of £8.4 
million. 

Net movement 
on borrowings

(255.1) – (255.1)

This movement mainly results from a repayment of our 
Class B loan of £247.6 million and preference shares of 
£22.7 million, offset by an increase in our credit facility of 
£20.0 million.

Payments on 
restructure 
of derivative 
instruments

(122.5) – (122.5)

As part of the refinancing exercise we incurred costs of 
£113.6 million extending the mandatory breaks on our 
swap agreements, together with the net cost for the early 
termination of swaps of £8.9 million. 

Equity dividends 
paid

(34.8) (117.3) 82.5

In FY19 our dividends to SWSG fell by £11.2 million due 
to the refinancing exercise. Other interim dividends also 
reduced to nil in FY19 from £8.0 million in the prior year.

In the prior year we paid the final dividend of £63.2 million 
declared in March 2017 in relation to 2016–17. 

Other 89.9 82.0 7.9
The net cash movement from operating activities and our 
capital investment programme.

207.6 (120.9) 328.5
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Statement of financial position  
– summary

Our statement of financial position is summarised 
in Table 4 above.

At the end of the year to 31 March 2019, we had 
non-current assets of £6,302.1 million (2018: 
£6,768.2 million), a decrease of £466.1 million 
from March 2018. This decrease results from 
the partial repayment of an inter-company 
loan by SWSG, as mentioned in the cash-flow 
movements, of £682.3 million offset by our 
ongoing capital investment programme which 
increased the value of property plant and 
equipment and intangible assets by  
£170.3 million and an increase in the value of  
our non-current financial derivative assets of  
£45.9 million.

Current assets increased to £337.2 million (2018: 
£329.9 million) principally as a result of the 
increase in net trade receivables. These have 
been impacted by the changes to our tariffs and 
improvements to our debt recovery processes 
which have improved the likely collection of 
certain outstanding balances and reduced the 
bad debt provision required for them. 

Current liabilities increased to £871.0 million 
(2018: £710.0 million). This increase is mainly 
caused by the new credit facility of £170.0 million, 
which was part of the refinancing exercise 
undertaken this year, and classified within 
current liabilities as it will be repaid in 2019–20.

At 31 March 2019 non-current liabilities totalled 
£5,302.6 million (2018: £5,427.0 million). This 
decrease of £124.4 million was principally the 
result of a net reduction in long-term borrowings 
of £380.7 million, as a result of the refinancing 
exercise, partially offset by an increase in the 

derivative financial instruments liability of £136.0 
million as described in note 21 and the provision 
for the reduction in future revenues as part of the 
regulatory settlement of £135.5 million

The fall in borrowings largely related to the 
repayment of the Class B loan of £247.6million, 
the Class B facility of £150.0 million and the 
preference shares of £22.7 million offset by 
indexation on loans of £34.7 million.

Overall, net assets decreased from £1,125.5 
million to £899.7 million.

Dividend policy

Our dividend policy is formulated to ensure 
a fair balance of reward between customers 
and investors. To deliver on our vision for the 
successful delivery of our Business Plan for 
2020–25 all stakeholders must share in success: 
customers benefitting through enhanced service 
and lower bills and shareholders earning a fair 
return on the near £2 billion of equity invested. 

When proposing payment of a dividend the 
directors of Southern Water Services Limited, 
acting independently in accordance with their 
directors’ duties and in accordance with the 
company’s licence, will apply the following 
principles:  

1.  Determination of a base level of dividend, 
based on an equity return consistent with 
our most recent Final Determination and our 
actual level of gearing. This recognises our 
management of economic risks and capital 
employed.

2.  In assessing any adjustment to the base 
level of dividend, we will take into account 

Table 4 – Statement of financial position years ended 31 March

2019
£m

2018 
£m

Non-current assets 6,302.1 6,768.2

Current assets (excluding cash) 337.2 329.9

Cash and cash equivalents 372.0 164.4

Total assets 7,011.3 7,262.5

Current liabilities (871.0) (710.0)

Non-current liabilities (5,302.6) (5,427.0)

Total liabilities (6,173.6) (6,137.0)

Total net assets 837.7 1,125.5

Total equity 837.7 1,125.5

* The prior year has been restated for the transition to IFRS 15 as explained in note 3 to the financial 
statements.
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our financial and non-financial performance. 
This would reflect our overall financial 
performance as compared to the final 
Business Plan for 2020–25 as agreed 
by Ofwat and would explicitly consider a 
qualitative assessment of customer service 
levels and how customers share in our 
successes.   

3.   We will consider our financial resilience 
ahead of any dividend decision, and whether 
any financial outperformance should be 
re-invested to benefit our customers. This 
consideration will also include taking into 
account the interests of our employees, other 
stakeholders, and our pension schemes. 

  Our dividend policy is intended to support 
the financial resilience and investment grade 
credit ratings of the business and ensure 
continued access to diversified sources of 
finance. As part of step three we carry out an 
assessment of: 

 a) headroom under debt covenants

 b) the impact on the company’s credit rating

 c)  the liquidity position and ability to fulfil 
licence conditions

 d) key areas of business risk. 

4.   We will be transparent in the payment of 
dividends and will clearly justify the payment 
in relation to the factors outlined above. 

5.  We will publish our Dividend Policy annually 
(as part of the Annual Report) and highlight 
any changes. 

These tests are not applied to the interim 
dividends of £34.8 million paid in 2018–19 to 
Southern Water Services Group (SWSG), as 
this dividend payment is instantly offset by a 
corresponding interest receipt from SWSG and is 
therefore immediately repaid to the company in a 
‘dividend loop’ (see page 100).

Having undertaken its assessment for 2018–19 
the Board has decided not to declare an ordinary 
share dividend for 2018–19 (2018: £8.0 million). 
The potential level of base dividend was 
calculated as £65.7 million. In addition the Board 
approved preference share dividend payments 
of £5.9 million in 2018–19 (2018: £13.1 million) and 
a further £5.0 million was accrued at 31 March 
2019. Of this accrual a dividend of £4.4 million 
was approved and paid in June 2019.

This potential level of base dividend is calculated 
as per step 1 of our Dividend Policy. In discussing 
this potential base dividend and taking into 

account the remainder of our dividend policy it 
was decided that we would not make a dividend 
payment at this time. This decision is a result of 
a combination of issues that will resolve over 
the next three to six months with a particular 
emphasis on our continued preparations for 
the Business Plan 2020–25, legacy wastewater 
compliance issues and ongoing financial 
resilience.

Further details are shown in note 11 to the  
financial statements.

Taxation strategy

We have a low risk approach to our management 
of tax. The foundation of our tax strategy is to 
comply fully with tax legislation, to focus upon 
maintaining a strong tax compliance culture and 
to manage our tax affairs in the best interest of our 
customers and stakeholders.

Our Tax Policy

Our Tax Policy is consistent with the overall 
values and corporate strategy of the company 
and considers financial risk, reputational risk, 
and social responsibilities. Our approach to tax 
planning is to align to business decisions made in 
the best interests of customers and stakeholders, 
rather than use tax planning to drive or determine 
business decisions. Our focus is therefore on 
compliance, and our tax planning is always 
aligned with our commercial and economic 
activity.

Our approach to tax management is to be fully 
compliant with tax laws, rules, regulations and 
reporting requirements in all of its operations. 
This extends to following both the letter of the 
law as well as the spirit of the law. We also use the 
expertise of professional tax advisors to ensure 
we maintain best practice in our approach to 
compliance and in circumstances when additional 
advice is deemed appropriate.

We are open and transparent and we do not use 
tax avoidance schemes or take an aggressive 
stance on our interpretation of tax legislation 
when tax planning.

Our management of tax risk

As stated above in our Tax Policy, we adopt 
a conservative approach to tax risk, our tax 
management focus is on compliance and our tax 
planning is always aligned with our commercial 
and economic activity. All companies within the 
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Southern Water group are subject to UK tax, and 
all companies are UK tax resident irrespective of 
their place of incorporation, ensuring that each 
company is subject to UK tax.

Tax risk primarily emanates from the evolution 
and complexity of the Southern Water business 
along with the ever changing regulatory and 
legislative environment. We manage this risk 
by having an experienced tax team dedicated 
to tax compliance and the identification of tax 
risks in our business. Our Tax team works with 
the wider business to ensure there are sufficient 
processes and controls in place and to determine 
what level of risk is acceptable. We also have 
a support network of industry tax experts who 
provide specialist tax services, check what we 
are doing and provide advice and guidance on 
new tax compliance challenges. Our Internal 
Audit team also carries out assurance on the 
control environment relating to the transactional 
processes underpinning our payments to the 
Exchequer and our collection of taxes on behalf 
of the Exchequer. 

Our relationship with Her Majesty’s 
Revenue and Customs (HMRC)

A key factor in our management of our tax affairs 
is our relationship with HMRC.

We meet all statutory and legislative 
requirements and we manage our tax affairs in 
an open and transparent way. This extends to 
us sharing information with HMRC which goes 
beyond the normal filing of statutory returns, 
such as the sharing of internal audit findings 
so that we can be open and transparent in our 
approach to managing tax risk. HMRC share our 
view of our low risk approach to the management 
of our tax affairs with an HMRC assessment of us 
as a ‘low-risk’ company.

Maintaining public trust

As previously stated, we are committed to 
complying fully with tax legislation and on 
maintaining a strong culture of compliance 
as well as having open and constructive 
relationships with tax authorities.

We apply government and fiscal authority tax 
incentives and exemptions, where they exist.  
For example, the UK tax system recognises 
the benefit to the economy of investment in 
infrastructure and environmental protection 
through the availability of capital allowances 
which reduce the corporation tax Southern 

Water pays. Any benefits of this are passed to 
our customers.

Southern Water and all Southern Water group 
companies pay taxes in the UK and have never 
used offshore companies to avoid tax or levies. 
We have a Cayman Islands registered subsidiary 
company which was set up to issue debt in 
the UK, see page 99 for more information. Its 
Cayman Island registration does not have any 
impact on the tax due by the group. However, 
we know that this company has contributed to 
misconceptions about our business practices 
which is why we are working towards closing it. 
We hope to complete this process shortly.

Understanding our taxable profits 
and our corporation tax

Our taxable profits are generally different to our 
accounting profits for the following reasons:

•  Capital allowances and depreciation – we 
have a large capital expenditure programme 
and this is deducted against taxable profits 
as capital allowances. Capital allowances 
are applied at different rates than the 
depreciation charged against profits in the 
financial statements. As a result, there is a 
timing difference between deductions made 
against our taxable profits and those made 
against our accounting profits. Due to the 
scale of our capital expenditure programme 
and the level of capital allowances utilised, 
our taxable profits are significantly reduced.

•   The treatment of interest costs – we borrow 
money to finance our capital expenditure 
programme. The interest associated with 
this borrowing is recognised as both an 
accounting and tax expense, so reducing 
profit and the amount of tax we pay. There are 
however, differences between the amounts 
of interest recognised for accounting profits 
and for taxable profits. Examples are that 
movements on the fair value of our financial 
derivatives are not recognised in our taxable 
profits, and interest that is capitalised in 
our financial statements is deducted in 
calculating our taxable profits.

•   Group relief – Southern Water is part of the 
Greensands Holdings group of companies 
as set out on page 97. All of these companies 
are taxable as UK companies and profits or 
losses of these companies within the group 
can be set-off against one another in the 
financial year. 
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The net debt to RCV ratio is calculated as short 
and long-term senior borrowings, less cash 
and short-term deposits to the RCV (all values 
taken from our Regulatory Accounts). The 
RCV is set by Ofwat at each five-year periodic 
review and reflects our initial market value plus 
subsequent capital investment and inflation. 
The RCV is adjusted at each periodic review for 
relevant changes to the level of expenditure or 
performance during the five-year period.

Senior adjusted cash interest cover (measured 
as the ratio of net cash inflow from operating 
activities less RCV depreciation to senior debt 
interest) is targeted to be maintained above  
1.1 times to meet covenanted levels.

During the year we repaid our Class B debt out 
of the proceeds of a capital injection to Southern 
Water (see pages 96 to 97). Following the 
announcement by Ofwat of the outcome of its 
investigation into our wastewater performance, 
the credit rating agencies each reviewed their 
assessment of the credit ratings for Southern 
Water. The credit ratings are shown in the table 
above and the outlooks of Standard and Poor’s 
is Negative Outlook, Fitch have a Stable Outlook 
and the credit ratings for Moody’s are on a 
review for a downgrade. 

•  Changes to future tax rates – The financial 
statements carry the temporary differences 
between our taxable profits and our 
accounting profits as a deferred tax balance 
on the statement of financial position. 
Changes to the future rate of corporation tax 
revise the carrying value of these differences.

Our tax charge is reduced by our large capital 
expenditure programme and the interest we are 
charged on borrowings. The benefit of this is 
passed to our customers through reduced bills. 
There is no corporation tax allowance within 
our customer bills for the regulatory period from 
April 2015 to March 2020.

Details of our tax charge for the current financial 
year are disclosed in note 10 to the financial 
statements and the current year charge to the 
Income Statement is also explained further on 
page 90.

Our other tax contributions

Our other contributions to the Exchequer 
amounted to £72.0 million. These are explained 
below:

•  Business rates of £27.2 million paid to 
local authorities (2018: £26.8 million) and 
payments to the Environment Agency of  
£9.0 million (2018: £8.5 million) for abstraction 
licences and discharge consents, which 
reduce profits chargeable to corporation tax. 

•  Employment taxes of £33.6 million  
(2018: £31.3 million) paid to the Exchequer 
under PAYE (Pay As You Earn) and National 
Insurance contributions.

•  Carbon Reduction Commitment of  
£2.2 million (2018: £3.1 million) levied on 
our power costs, which reduces profits 
chargeable to corporation tax.

Payments have also been made to other 
group companies of £8.2 million for tax losses 
surrendered to the company. These were paid 
to SWSG allowing SWSG to make interest 
payments back to Southern Water. Overall, 
Southern Water pays 9.3 pence in the pound for 
losses surrendered from group companies.  
As a result of capital allowances and interest 
charges, no corporation tax was paid by the 
company to HMRC in 2018–19.

Financial KPIs 

Within our financial debt structure is a 
comprehensive set of covenanted financial 
ratios. Of these, there are two key ratios, namely 
the ratio of net debt to Regulatory Capital Value 
(RCV) and the ratio of adjusted net cash income 
to net interest cost.  

Net debt/RCV

%

2015–16 performance 79

2016–17 performance 77

2017–18 performance 77

2018–19 performance 66

Covenanted lock-up level (to 2017–18) <85

Covenanted lock-up level (to 2018–19) <75

Senior adjusted cash interest cover

Times

2015–16 performance 1.9

2016–17 performance 1.9

2017–18 performance 1.8

2018–19 performance 1.5

Minimum target trigger level (to 2017–18) 1.1

Minimum target trigger level (to 2018–19) 1.3

Credit rating as at 31 March 2019

Standard & Poor’s Class A debt: BBB+

Fitch Class A debt: BBB+

Moody’s Class A debt: Baa2

The covenanted lock-up level/trigger level refers to debt 
covenants where payment of dividends by Southern Water 
are not permitted. These are structural buffers to protect 
against a default covenant e.g. the covenanted default net 
debt to RCV level is at 95%.
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Capital structure

Where
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3%
Profit

13%

Maturing
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Why Southern Water raises finance

Significant capital investment has been a feature 
of our business since privatisation in 1989.  
We have invested in both maintaining our 
existing asset base and constructing new assets 
in order to improve the environmental quality of 
wastewater, improve the quality of drinking water 
and accommodate population growth in our area 
of operation. As an example, before privatisation, 
350,000 cubic metres of wastewater per day was 
discharged into our coastal waters untreated, 
but the completion of our £300 million Cleaner 
Seas for Sussex scheme in 2013 marked the 
conclusion of a programme of capital investment 
to fully treat wastewater of the coastal towns 
and cities from Kent to Hampshire and the Isle of 
Wight. A further example is a current £93 million 
construction project at Woolston which will 
improve the quality of effluent discharged into 
the River Itchen as well as reduce odours.

We raise finance to pay for the construction 
of new assets and to repay loans taken out in 
previous years. In addition we are partly financed 
by shareholder equity, sufficient in size to absorb 
financial risk and to contribute to the financing of 
the construction of new assets. 

The level of customer bills is calculated to cover 
our operating expenditure, our annual financing 
costs (including any equity return to our 
shareholders) and the amount required to invest 
in and maintain our assets, such as water pipes, 
sewers, pumping stations and treatment works. 

The charts below illustrate the sources and 
uses of expected cash flows for the current 
Business Plan 2015–20, and demonstrate our 
requirement to raise finance to fund our capital 
investment programme. The data is based upon 
the regulatory price determination for 2015–20, 
which sets out both our performance obligations 
and the limits on customer bills for this current 
five-year price period.

Day-to-day running costs includes 
wages, power, chemicals, materials 
and bad debt* costs.
*Bad debt = the cost of providing for unpaid 
customer charges. 

Maintaining our existing assets  
includes our pipe network, 
treatment works and capitalised 
employee costs. 

 
 
 

Interest on debt interest on money 
we have borrowed to finance 
improvements to the business  
over the long term. 

Building new assets contributes 
to projects to enhance treatment 
standards and cater for growth. 

Profit is the residual return earned  
on shareholders’ investment in  
the business. 

Tax, rates and licences includes 
corporate taxes, business rates on 
buildings, wastewater treatment and 
water supply works and Environment 
Agency licences.

Ofwat/regulator adjustments applied 
by Ofwat for the period 2010–15, 
relating to customer satisfaction,  
cost-savings and revenue collection.
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How we are structured

Southern Water Services Limited (SWS) is a 
privately owned company and is the principal 
subsidiary of Greensands Holdings Limited 
(GSH). All companies in the group are UK tax 
resident and liable for tax in the UK.

Ownership

GSH is owned by a consortium of long-term 
investors representing infrastructure investment 
funds, pension funds and private equity and  
no single shareholder has majority control  
(see below). 

GSH Board

The GSH Board comprises five directors.  
Three of those members, including the Chair, are 
appointed by institutional investors advised by 
JP Morgan Asset Management; one director is 
appointed by shareholders represented by UBS 
Asset Management; and one is appointed by 
shareholders represented by Hermes. Another 
shareholder is entitled to appoint an observer to 
attend and take part, but not vote, at GSH Board 
meetings. No independent members of the 
Southern Water Board sit on the Board of GSH.

GSH
ownership

21.92%

21%

9.5%

39.83%
7.75%

UBS Asset Management

Institutional investors advised by JPMAM

Whitehelm Capital

Hermes Infrastructure funds

Other

UBS Asset Management a large-scale global 
asset manager, offering investment capabilities 
across all major traditional and alternative asset 
classes

JP Morgan Asset Managment (JPMAM)  
a large-scale global asset manager advising 
institutional investors 

Whitehelm Capital Shareholding managed 
by Whitehelm Capital on behalf of Motor 
Trades Association of Australia and Prime 
superannuation funds

Hermes Infrastructure funds Hermes 
Infrastructure is part of Hermes Investment 
Management and is a specialist infrastructure 
manager operating a diversified, well-
established, UK-focused shared investment 
platform. With £4.1 billion of assets under 
management, Hermes Infrastructure is one of 
the UK’s largest direct investors

Other minor shareholdings held by infrastructure 
investment companies

The purpose of GSH is to act as a single-purpose 
entity as the ultimate holding company for 
Southern Water and the other companies within 
the group. The GSH Board complements and 
supports the aims of Southern Water for its 
long-term success. Whilst certain matters are 
reserved to the GSH Board and/or shareholders, 
these matters do not impact the day-to-day 
operations of Southern Water and nor do 
they materially affect Southern Water’s ability 
to function as an independent company in 
providing an essential public service.

Group structure 

In September 2007, the Greensands group of 
companies was established for the purpose of 
the acquisition of 100% of the share capital of 
Southern Water Capital Limited, the then ultimate 
parent company of Southern Water, from the 
Royal Bank of Scotland (investing £1.9 billion of 
equity and debt to finance the acquisition).

During 2018–19 additional Greensands financing 
companies were added to the group structure 
as part of a financing plan to improve financial 
resilience of Southern Water ahead of the PR19 
price review period starting April 2020. These 
new companies form the ‘Midco’ financing 
companies in the holding company structure 
diagram on page 97. 
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The fi nancial restructure was completed in 
March 2019 and comprised: 

•   £450 million new borrowings raised by new 
Greensands fi nancing companies formed as 
a ‘Midco’ fi nancing structure

•  £250 million new borrowing raised by 
existing Greensands fi nancing companies 
(‘Holdco’ fi nancing structure)

•   £700 million of new fi nance was invested 
into Southern Water, net of £12 million costs, 
by a repayment of inter-company liabilities 
totalling £687.3 million

•   These proceeds were used by Southern 
Water to repay £400 million of outstanding 
Class B debt, provide £150 million towards 
repayment of the £300 million Class A bond 
repaid 1 April 2019, £113.6 million was used 
toward reducing the interest cost of our 
infl ation linked derivatives for the period 
2021 to 2031, and the remaining £37.0 million 
was used to pay costs associated with 
repaying the Class B debt and terminating 
a derivative associated with the Class B debt.

The Greensands fi nancing companies also 
maintain liquidity facilities which can provide 
a short-term source of fi nance. 

Southern Water ownership structure summary

Shareholders

Greensands Holdings

Greensands Europe

Greensands fi nancing companies

‘Holdco’

Greensands fi nancing companies

‘Midco’

Southern Water Capital

Southern Water Services Group

SWS Group Holdings

SWS Holdings

Southern Water Services (SWS)

 Southern Water Services (Finance)               Pension trustee companies

Greensands Holdings

Greensands Europe

Greensands fi nancing companies

‘Holdco’

Southern Water Capital

Southern Water Services Group

S
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Greensands fi nancing companies

‘Midco’

The holding company structure for SWS is shown in the diagram below and this is followed by an 
explanation of the principal companies in the structure. 
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Greensands Holdings (GSH) – The ultimate 
parent company within the group. GSH was 
established in 2007 for the acquisition of the 
Southern Water Capital group, from RBS, by the 
shareholders. The company is Jersey registered, 
but it is UK tax resident and, as such, is liable for 
tax in the UK. The company was incorporated in 
Jersey because Jersey law allows greater choice 
than the UK as to the way distributions can be 
made to shareholders. GSH holds 100% of the 
share capital of Greensands Europe and has no 
direct holdings in any other entities.

Further details can be found in the GSH Annual 
Report and Financial Statements which are 
published at southernwater.co.uk/greensands-
ownership-of-southern-water.

Greensands Europe (GSE) – A subsidiary of 
GSH incorporated in England and Wales and 
resident for tax in the UK. GSE was established 
to issue bonds as part of the financing for the 
acquisition of the Southern Water Capital group 
in 2007. GSE has issued debt, Eurobonds, which 
are held by our shareholders in proportion to 
their respective shareholdings. This bond debt 
meets the eligibility requirements of the ‘quoted 
Eurobond exemption’ for tax purposes. The 
Eurobonds are listed on the International Stock 
Exchange in the Channel Islands which is a 
recognised stock exchange for the purposes of 
the quoted Eurobond exemption by HMRC. The 
bonds were issued on this stock exchange for 
ease of administration, as they are issued to the 
shareholders of the group and are not traded. 

Greensands financing companies ‘Holdco’– 
A number of companies, all incorporated in 
England and Wales and resident for tax in the 
UK, were established to provide additional 
external financing for the acquisition of the 
Southern Water Capital group in 2007. Security 
granted to the lenders of this financing is limited 
to the share capital of Greensands Holdings Ltd. 
There are no debt guarantees in place between 
the Greensands financing companies and the 
Southern Water Financing Group, with the result 
that SWS is fully protected, and fully isolated, from 
a default at any Greensands company.

Greensands financing companies ‘Midco’–  
The Greensands Midco group of financing 
companies was incorporated in 2018 as part 
of a financial restructuring exercise to improve 
financial resilience of Southern Water. The 
objective of the restructure was to reduce 
the total leverage within the Southern Water 
Financing Group and to reduce interest payments 
at Southern Water to help manage financial 
covenants. The debt issued  by Midco companies 
is senior to that issued by the Greensands Holdco 
group of financing companies.

Southern Water Capital (SWC) – Was the 
previous holding company for the Southern 
Water group established as part of the sale of 
Southern Water by ScottishPower in 2002. SWC is 

incorporated in England and Wales and resident 
in the UK for tax. It does not trade and holds 
preference shares in SWS from which it receives 
dividends. 

Southern Water Services Group (SWSG) – The 
immediate parent company of the securitised 
group which acts as a holding company for this 
group following the financial restructuring in 
2003. SWSG is incorporated in England and 
Wales and resident in the UK for tax.

Southern Water Financing Group – Southern 
Water established a financing structure, known 
as a Whole Business Securitisation (WBS), 
in 2003 following its sale by ScottishPower. 
The WBS sets strict rules which demonstrate 
to investors that Southern Water is a safe 
and reliable business in which to invest. This 
structure helps to reduce our financing costs 
and improves access to long-term and secure 
sources of finance. Reducing financing costs 
ultimately benefits customers in the form of 
lower bills.

The WBS works by creating a ring-fence around 
the Southern Water business in the form of a 
financing group. The financing group, whose 
immediate parent is SWSG, provides security 
to finance providers in the form of a charge 
over the share capital of SWS Group Holdings 
(SWSGH). No security is provided over our 
individual regulated operating assets. This 
structure ensures that, in the unlikely event that 
either Southern Water or SWSF were to default 
on their debt obligations, Southern Water would 
continue to operate as usual. Debt providers are 
not permitted to either break up or interrupt the 
business and can therefore only look to a new 
owner of the financing group to recover their 
debt in the unlikely event of serious default.

In 2003, a Common Terms Agreement (CTA) 
between the members of the financing group  
and its debt investors was established. The 
CTA sets out arrangements for the ongoing 
management of the debt issuance programme  
as well as a number of operating arrangements  
in order to minimise our financial risk and adhere 
to good industry practice.

One of the CTA arrangements is a limit on the 
indebtedness of Southern Water and SWSF.  
This includes precautionary ‘early warning’ limits 
which prevent the payment of dividends if a limit 
is breached. We ensure that we operate with 
sufficient financial headroom against these limits 
and have not breached a limit at any time since 
the implementation of the financing framework 
in 2003.

SWS Group Holdings – An intermediate holding 
company forming part of the securitised group. 
The company is incorporated in England and 
Wales and resident for tax in the UK.

SWS Holdings – The immediate holding 
company for Southern Water, forming part of the 
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securitised group. The company is incorporated 
in England and Wales and resident for tax in the 
UK.

Southern Water Services – This is the only 
operating company within the group, providing 
water and wastewater services to customers 
across Kent, Sussex, Hampshire and the Isle 
of Wight. Southern Water is incorporated in 
England and Wales and resident for tax in the 
UK. It is the company that this Annual Report and 
Financial Statements relates to.

Southern Water Services (Finance) (SWSF) –  
Our financing subsidiary, SWSF, was established 
for the express purpose of raising debt finance 
on our behalf under the securitisation in 2003. 

Due to administrative reasons applicable at the 
time of the WBS it was necessary for SWSF to 
be registered in the Cayman Islands in order to 
raise debt listed on bond markets. This original 
requirement for it to be registered in the Cayman 
Islands is no longer necessary and we are in the 
process of closing this company. 

SWSF is wholly and exclusively resident for tax 
in the UK and files tax returns only with HMRC. 
This means that any profit or loss made by this 
company is subject only to UK tax. 

How we finance the business 

In note 20 to the financial statements, we 
provide an analysis of our outstanding debt at 
31 March 2019 and 31 March 2018. Our loans 
comprise sterling bonds, issued by our financing 
subsidiary SWSF, and listed on the UK Stock 
Exchange, other loans including loans from US 
insurance companies, bank loans, and a loan 
from the European Investment Bank. 

The regulatory framework, under which 
revenues and the RCV are indexed, exposes us 
to inflation risk. This risk is managed through 
the use of inflation-linked loans and derivatives 
within the overall debt portfolio. We do not 
intend to access future inflation-linked debt 
through the use of derivatives but will instead 
seek such debt from natural sources, such 
as public and private bond markets. As a 
consequence, we expect the proportion of  
the RCV and debt that is currently linked to 
inflation through the use of derivatives will 
decrease over time. 

We are not restricted to issuing only sterling 
debt but will ensure any other currency loans 
are fully hedged back to sterling. We also 
hedge our exposure to interest rate volatility by 
ensuring that at least 85% of our outstanding 
debt liabilities (in respect of Class A and Class B 
debt) is either inflation-linked or fixed rate for the 
current five-year regulatory period and at least 
70% in the next period (on a rolling basis).

We also consider refinancing risk by ensuring 
that loan maturities are not concentrated in any 

single year or regulatory period. When issuing 
new loans, we test that refinancing obligations 
are less than 20% of RCV in any two consecutive 
years and 40% of RCV within any five-year 
regulatory period. The maturity profile of loans 
extends to March 2056, which ensures we 
comfortably meet this test. Although not formally 
required, we ensure that inflation-linked swap 
accretion payments are included within our 
maturity analysis. 

We ensure that sufficient liquidity (cash and 
committed bank facilities) is in place to fund 
the business for at least the next 12 months 
(including loan and inflation-linked swap 
accretion maturities), an important consideration 
given that we have negative cash flow 
generation in the majority of years as a result of 
our continuing capital investment programme. 

As a result of our prudent liquidity policy, we can 
at times have large cash balances. We reduce 
the risk of losing cash on deposit, from bank or 
fund failure, by setting maximum limits on cash 
deposits and minimum credit ratings for each 
bank or fund. Banks must have, as a minimum, 
a credit rating of P1 (Moody’s), A1 (Standard & 
Poor’s) or F1 (Fitch). Funds must have the most 
secure rating of AAA rated.

In addition to our loans as analysed in note 20, 
we have in issue a loan with SWSG which was put 
in place as part of the refinancing in 2003 (note 
14). The original value of this loan was £812.3 
million and as part of the financial restructuring 
undertaken during the year £682.3 million was 
repaid, reducing the balance to £130.0 million.

We received £43.0 million interest on this loan 
from SWSG during 2018–19. In order to enable 
SWSG to make this payment, it received dividend 
and tax payments from us. For the year ended  
31 March 2019, the dividend was £34.8 million  
and the tax payment, in respect of the taxable 
losses incurred by SWSG, amounted to £8.2 
million. This loan provides no tax benefit to  
either us or the Greensands Group, with the tax 
payment we make to SWSG simply negating any 
tax effect of this loan. This is illustrated in figure 1 
of the diagram on page 100.

The Greensands companies also have their 
own loans: a UK-listed bond which was repaid 
in April 2019 and loans issued by Southern 
Water (Greensands) Financing Plc (SWGF) 
represented in the diagram below as part of the 
‘Holdco’ financing companies, loans issued by 
Greensands Finance Limited and Greensands 
Financing Plc represented in the diagram below 
as part of the ‘Midco’ financing companies and 
Eurobonds issued by Greensands Europe.

The Greensands financing companies also 
maintain liquidity facilities (£100 million at 
Greensands Midco financing companies and 
£40 million at Greensands Holdco financing 
companies) which can provide a source of  
finance to pay interest on loans. 
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Greensands Holdings

Greensands Europe

Southern Water Capital

SWSG

j) Dividends to investors (£nil)  

Net interest (£nil)

Net interest (£nil)

i) External loan interest 
(£17.9m)

Eurobond loan interest (£nil)

SWS

SWS

SWSG

External interest payments
and receipts on derivatives 

External interest payments

d) Debt
service
payments

f) Preference
dividend (£5.9m) 
repayment of 
preference shares 
(£22.7m)

a) Interest
(£43.0m) on
£130.0m loan

£130.0m loan from SWS to SWSG

b) Dividend
(£34.8m)

e) Equity dividend (£nil)

Net interest (£nil)

e) Equity dividend (£nil)

SWSF

Fig. 1 Fig. 2

c) Group
tax relief
(£8.2m)

Southern Water Financing Group

Greensands financing
companies ‘Holdco’

Footnote:

a) During the year SWSG repaid £682.3m of its loan with SWS, reducing the balance from £812.3m 
 to £130.0m. Interest paid on this loan amounted to £43.0m in the year.

b) Dividend paid by SWS to SWSG to facilitate the interest payment on the £130.0m loan.

c) Payment of group tax relief by SWS for the taxable losses at SWSG.

d) Interest payments from SWS to SWSF on the loans taken out by SWSF on behalf of SWS. 
 This is then used by SWSF to pay the interest on these external loans.

e) There were no ordinary dividends paid in the year.

f) Dividend payments on the preference shares issued by SWS and repayment of preference share capital.

g) Interest payable on inter-company loans from Southern Water Capital to Greensands Investments.

h) External interest paid by GSF Ltd, funded from interest receivable and cash held in the ‘Midco’.

i) External interest paid by SWGF, funded from interest receivable and cash held in the ‘Holdco’.

j) Dividends paid to investors.

Interest and dividend payments 2018–19

In summary, SWS has paid £5.9m to internal companies. Greensands companies have paid
external loan interest payments of £18.0m. No interest or dividends have been paid to investors.

The Greensands financing companies comprise:

Holdco:

Greensands UK Limited (GSUK)

Greensands Junior Finance Limited (GSJF)

Southern Water (Greensands) Finance Plc (SWGF)

Greensands Senior Finance Limited (GSSF)

Greensands Investments Limited (GSI)

Midco:

Greensands Finance Holdings Limited (GSFH)

Greensands Finance Limited (GSF Ltd) 

Greensands Financing Plc (GSF plc)

h)  External loan interest 
(£0.1m)

Equity dividend (£nil)
g) Interest (£9.2m)

Greensands financing
companies ‘Midco’

Interest and dividend payments 2018–19
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Viability statement

Details of the Southern Water Code of Board 
leadership, transparency and governance are 
set out in the ‘Corporate governance’ section of 
the Annual Report on page 120. In developing 
our code we drew on the appropriate principles 
of the UK Corporate Governance Code (UK 
Code). In accordance with provision C.2.2 of 
the UK Code and Ofwat’s Information Notice IN 
19/07, the Board has assessed the prospects 
of the company over a longer period than the 
12 months required by the ‘Going Concern’ 
provision. The Board has selected to conduct 
this review to March 2030 for the following 
reasons:

i.  The company benefits from a rolling 25-year 
operating licence which it is assumed will not 
be revoked.

ii.  The wholesale and retail price controls set 
by Ofwat provide a high degree of certainty 
over cash flows through to the end of the 
current regulatory period, March 2020. 

iii.  We have also prepared our next Business 
Plan for the period through to 2025 which 
we shared with Ofwat in April 2019 and 
we expect to have this plan finalised in 
December 2019.

iv.  Our Business Plan submission in 2018 and 
the subsequent resubmission following 
Ofwat’s Initial Assessment of our Plan in 
2019 was subject to a range of assurance 
which provided directors with sufficient 
confidence that our plans are deliverable 
and financeable.

v.  As part of our business planning process, 
we prepared a high-level plan to 2030 in 
addition to our detailed plan to 2025. This 
was also submitted to Ofwat but is not 
subject to the same level of challenge or 
scrutiny  
from them.

vi.  We considered the long-term financing of 
the business, including the maturity profile of 
existing debt, bearing in mind foreseeability 
of revenues reflecting the five-year price 
review, including the refinancing activity 
we carried out during 2018–19 in order to 
support long-term financial viability.

vii.  Additional protection is afforded between 
price controls by Ofwat’s primary legal 
duty to ensure that water and wastewater 
companies can finance their functions.

viii.  Under the Water Act 2014 Ofwat has a 
further primary duty to ensure that water and 
wastewater companies have the long-term 
resilience to meet the needs of customers.

In assessing the viability of Southern Water  
over the period to March 2030, the directors 
have taken into account current performance 
and the financial and operational impacts, in 
severe but plausible and reasonable scenarios, 
of the principal risks documented in the  
Strategic Report on page 103. These include the 
impacts of:

•    incidents, for example severe weather, 
cyber security or a major operational event, 
resulting in additional operating costs and/or 
remedial capital investment

•    exceptional items, for example regulatory 
fines or legal claims based on historical 
instances in the sector

•    potential Outcome Delivery Incentive 
(ODI) penalties associated with our current 
business plan performance commitments

•    activities of any other group companies

•    the funding position of the defined benefit 
pension scheme.

The principal risks have been monetised with 
reference to our risk weighting of likelihood and 
financial impact.

We have also tested specific business risk 
scenarios across the period to 2030 relating 
to higher or lower inflation than assumed in 
our forecasts, higher interest rates, higher 
expenditure and additional regulatory penalties. 
We have tested these scenarios separately and 
in combination against our business planning 
period to 2030. We have also considered 
measures to mitigate financial risk.

We have assessed a range of financial risk 
equivalent to at least 7% of total expenditure 
over the period to 2025 and at least 5% of total 
expenditure over the remaining period to 2030. 
We have also considered the opportunity to 
mitigate financial risk by measures such as 
restricting non-contractual payments and 
any further opportunities to support financial 
resilience by use of financial instruments. In 
addition we have assessed scenarios where 
interest rates are higher than our expectations 
for each year of the period to 2030 and inflation 
is either higher or lower for each year to 2030. 
We have recently agreed a funding plan for 
the defined benefit pension scheme and this is 
included within our Business Plan assumptions. 
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The result of the unmitigated financial risk 
scenarios is an increase in leverage of Southern 
Water and pressure on credit rating agency 
financial metrics during the period to 2025. 
Southern Water does not, however, breach any 
of its debt covenant ratios, including the ‘early 
warning’ distribution lock-up ratios and credit 
rating agency financial metrics are in line with 
an investment grade credit rating. All financial 
metrics recover by 2030.

Credit ratings are also affected by operational 
performance and the regulatory environment. 
For operational performance we have tested a 
level of ODI penalty consistent with that forecast 
for the current regulatory period (excluding 
the Ofwat regulatory settlement) and we have 
assumed a stable regulatory environment.

The other companies in the wider Greensands 
group are principally in place to support the 
overall financing of the group. None of these 
companies trade. In assessing the viability 
of Southern Water the Board has taken into 
consideration the activities of the other group 
companies, as described on page 97, and the 
overall group structure.

The directors concluded the viability of Southern 
Water was not compromised by the individual or 
combined scenarios over the assessment period. 
When arriving at this conclusion the directors 
anticipate the ability to efficiently raise new 
finance and a stable and supportive regulatory 
environment.

In making their assessment, the directors have 
made the following key assumptions:

•    Funding for the significant ongoing capital 
investment programme will continue to be 
available in all plausible market conditions. 

•    There is no material unforeseen change to 
our plan for the period to 2025, there are no 
more changes to the regulatory parameters 
already announced for the period to 2025, 
and that the weighted average cost of 
capital (WACC) for the Business Plan period 
commencing April 2025, will be sufficient to 
enable us to finance our functions. 

•    Capital markets will be available for the 
refinancing of debt, credit facilities and 
financial derivative maturities when they 
fall due (see note 20 for details of our 
borrowings), given our sector and historical 
performance.

Based on this assessment the directors have 
a reasonable expectation that the company 
will be able to continue in operation and meet 
its liabilities as they fall due over the period to 
March 2030.

In arriving at their opinion the directors have 
taken into account the following:

•    The certainty of wholesale and household 
retail price controls to March 2020 provided 
by the 2014 Final Determination by Ofwat.

•    The financial strength of the company at the 
balance sheet date and the fact that it has 
arranged £330 million of five-year committed 
bank facilities as back-up liquidity (maturing 
in 2024). 

•    The company’s annual budget and business 
plan projections, including stress testing 
reflecting plausible but severe combinations 
of the principal risks of the business.

•    The company’s formal risk and governance 
arrangements which are monitored by the 
Risk Committee, Audit Committee and Board.

•    The company’s ability to manage the timing 
of capital programme and associated 
expenditure.

•    The company’s track record in being able to 
raise new forms of finance in most market 
conditions, see above.

•    Ofwat’s Initial Assessment of our Plan  
for 2020–25 which was published on  
31 January 2019.

The results of the review were assessed by 
the Audit Committee in June 2019 as part of 
the process of recommending the accounts for 
approval. In addition, to support the Board in its 
assessment, third-party assurance was obtained 
over the supporting calculations and sensitivities 
applied to the financial projections for the 
‘Viability statement’.
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Risks

Risk management is a core component 
of our wider governance and internal 
control framework, which provides  
the overarching structure through 
which the company is managed  
to achieve its objectives. 

The most significant risks facing us are referred 
to as ‘principal risks’. The principal risks are 
the greatest risks to the company’s business 
objectives, both those inherent to the nature of its 
operations and company-specific circumstances. 
We therefore consider principal risks to be those 
with the capacity to have the greatest impact on 
our business, which arise as a result of our core 
activities operating as a water and wastewater 
treatment company. Risk assessments are based 
on outputs from ‘top down’ and ‘bottom up’ risk 
reviews and ongoing monitoring processes. 

As part of delivering better outcomes for our 
customers and regulators, and becoming a 
more resilient organisation, we are undergoing a 
transformation programme. We have recognised 
where we have fallen short of meeting standards 
required by our regulators and ourselves – for 
example, asset compliance, or data reporting and 
assurance – we are working to materially improve 
processes and systems to ensure the mistakes of 
the past are not revisited. 

Details of the Ofwat investigation into historic 
issues relating to wastewater compliance from 
2010–17 and the proposed regulatory settlement 
can be found in the ‘Ofwat investigation’ section of 

this report on page 26 and at 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.

Through a comprehensive, and ongoing 
transformation process, the business is completely 
committed to delivering the level of service our 
customers, and all of our stakeholders, expect  
and deserve. The degree of transformation in  
itself brings with it both some risk and significant 
opportunity which will be closely monitored and 
reflected in the relevant principal risks reported  
in this and future reports.

As part of our transformation, we have recognised 
the need to improve our approach to risk and 
resilience management. In particular we have 
created a specific Risk Committee of our Board,  
a new Risk and Compliance Directorate  
and are implementing a risk and resilience 
enhancement programme. Our risk management 
methodologies are still evolving and our next stage 
of improvements in risk and resilience management 
is in progress. In 2019–20 we will be extensively 
reviewing our current processes. The aim will be  
to identify key areas where we can learn from 
our past failures, deliver improvements and work 
towards embedding Enterprise Risk Management, 
in order to enable a more resilient service for our 
customers and stakeholders.

Changes to principal risks

Principal risk 
in 2017–18

Principal risk  
in 2018–19

Rationale for change

Price Review 
(PR19) and 
regulatory 
reform

Political and 
regulatory reform, 
and Price Review 
(PR19)

The scope of the Price Review (PR19) and regulatory reform risk has been expanded to include the 
potential impacts from ‘political reform’. This has been done to capture the risks relating to political 
matters that may impact us, such as Brexit, renationalisation of the water sector, increased political 
focus, and legitimacy.

Information 
security and 
governance

Information security 
and governance, 
and information 
technology systems

 As our services are considered ‘Critical National Infrastructure’, our ongoing ability to continue to 
provide those services is of utmost importance, and hence those systems directly supporting them. 
Therefore the resilience of our operational and enterprise IT systems is now included within the 
scope of this principal risk.

(Not applicable 
– new risk in 
2018–19)

Transformation 
and organisational 
change

We have established this as a Principal risk, due to:

•  the scale of work we wish to undertake to improve our organisation over the short time window 
to 2020, and further to 2025

• the commitment we are dedicating to undertake this, and

•  our recognition that failure to mitigate this risk effectively may impact our wider strategic 
objectives.
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•    take action to manage the risks we do not want to be 
exposed to, ensuring our resources are effectively 
and efficiently prioritised and used

•    monitor and report the risks we are taking against our 
desired strategic objectives.

Every employee is responsible for helping us to 
effectively manage our exposure to these risks and 
for making us a more resilient organisation, able to 
successfully respond to our changing environment.

We seek to ensure controls are in place so we can 
reduce the likelihood of risks occurring, or take action 
to minimise their impact. To do this, risks are managed 
through a central database where they are ranked and 
assigned to senior managers who are responsible for 
implementing mitigation plans. Risks are reviewed each 
month and those considered most critical are escalated 
to our Executive Leadership Team, the Board and the Risk 
Committee. Any new risks added to the database with a 
high score are passed to an Executive Leadership Team 
member and the Chief Executive Officer for immediate 
review. We recognise there have been past failures in  
our control framework, which have led to the 
materialisation of risks that had not been identified.  
Our transformation project will review and improve  
how we monitor our control framework, how it impacts 
our risks and how we respond.

Risk appetite

The amount of risk the Board is willing to take to 
achieve our strategic objectives is referred to as the risk 
appetite. We have developed a risk appetite for each 
of our principal risks, which forms a key element of our 
governance and reporting framework and is reviewed 
annually by the Board.

We operate a complex infrastructure of water and 
wastewater assets, from pipelines to processing sites, 
over a broad geographical area and we recognise that 
extreme weather conditions and failure of our assets can 
have a negative impact on our customers. As a result we 
have clearly defined operating processes, procedures 
and control frameworks, including incident management, 
to mitigate our compliance and operating risks. In doing 
so we acknowledge that we also have to prepare for the 
unexpected and, where some risk emerges that was not 
anticipated, deal with it accordingly.

Our aim is to employ risk management principles, 
transparent decision-making, and effective 
communication to prioritise risk. We aim to minimise our 
exposure to compliance, operational and regulatory 
risk, while accepting and encouraging more risk in 
pursuit of our mission and objectives. Our acceptance 
of risks is subject to ensuring that potential benefits 
and risks are fully understood before developments are 
authorised, and that sensible measures to mitigate risk 
are established.

This means we will not seek to intervene in all situations; 
rather our approach is based on judgment and the 
circumstances of each potential intervention and an 
assessment of its impact. We prioritise our actions in 
terms of risk, cost and perceived benefits in a consistent 
and transparent way, choosing the most appropriate 
course of action.

Figure 1: Southern Water Risk management process
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Changes to principal risks

Throughout the year, we make an assessment of how the 
regulatory and physical environment has changed, and 
what impact it has had on our principal risks. This year we 
have made the following changes to the principal risks 
from 2017–18 – see table on page 103.

Our Board is responsible for determining the nature and 
extent of the principal risks it is willing to take in order to 
achieve the strategic objectives of the company.

Our strategy for risk management is that all principal 
risks are identified, assessed and managed to within 
acceptable levels. To achieve this, the Board and senior 
management seek to promote a culture that encourages 
a routine consideration of principal risks in decision 
making and supports the integration of risk management 
within our critical processes and ways of working. 

Corporate risk management is monitored by a dedicated 
Risk Committee on behalf of our Board, though the Board 
retains ultimate responsibility for risk management, 
and for approving the overall report. Duties of the Risk 
Committee cover the review of our current risk exposure 
against the overall corporate risk appetite, tolerance 
and strategy, and advising the Board on the current risk 
exposures of the company and future risk strategy. These 
duties were transferred from the Audit and Risk Review 
Committee to the new Risk Committee, which was formed 
in February 2019. The new Risk Committee was formed 
to further improve our corporate risk management, and 
enable more in depth risk oversight and challenge. 

The purpose of our approach to risk management 
is to support better decisions through an improved 
understanding of risk.

The objectives of our risk management strategy are to:

•    identify and understand all the principal risks that  
we face

•    select and proactively adopt those risks that deliver 
the right returns, and understand their potential 
impact on the company
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Industry and Southern Water specific risk:

Compliance with regulations and legislation

Outcomes affected: Risk change in year:

Risk is high as a result of certain regulatory 
compliance issues, which have been raised  
by our regulators.

Description: Mitigation activities:

We are a highly regulated business with three main 
regulators: Ofwat, the Drinking Water Inspectorate (DWI) 
and the Environment Agency (EA) and high standards of 
compliance are expected.

Risk:  Inadequate culture, structure, capability, governance 
and assurance could result in failure to meet these 
high standards consistently. The consequences can be 
regulatory enforcement, fines, legal action and, in the  
worst case, the loss of our appointment as a water and 
wastewater company. As with all companies we are also 
required to comply with legislation for example  
Competition Law and the Bribery Act. 

As reported last year, this risk remains high as a result of 
certain regulatory compliance issues, which have been 
raised by our regulators. We have recognised that we need 
to improve our culture, capability and performance in this 
area and improvement programmes are in place. 

We have two DWI enforcement orders in place, which are 
referred to in the Risk and Compliance section of our  
Annual Performance Report 2018–19 which is available on 
our website southernwater.co.uk/our-reports.

We are currently assisting the Environment Agency with 
its investigations into legacy issues relating to wastewater 
compliance. Further detail on these and the recent Ofwat 
investigation can be found on page 26 and in our Annual 
Performance Report.

•  A compliance framework, and internal monitoring and 
assurance is undertaken.

•  Dedicated Risk and Compliance function.

•  Subject matter experts and compliance related training.

•  Values and ethical business practices being rolled out  
and develop a behavioural competency framework for 
our employees – three-year programme started this year.

•  Enhancements have been made to our regulatory 
reporting.

•  Annual reporting is externally verified by financial 
and technical auditors to provide assurance on our 
compliance with our obligations. 

•  Internal assurance capabilities around reporting 
processes to our regulators, in particular: Ofwat, 
the Environment Agency and the Drinking Water 
Inspectorate.

•  Code of Ethics is being refreshed.

Additionally we have: 

•  Reinforced the ‘three lines of defence’ framework for our 
reporting governance and assurance activity. 

•  Internal controls and processes to mitigate the risk of 
supplying incorrect or inaccurate regulatory information. 

•  Awareness training is provided throughout our company 
for non-technical compliance issues, such as the Bribery 
Act and Competition Law. 

•  Compliance with company procedures is reviewed 
through self-assessment every six months.

•  Transformation programmes to improve compliance and 
performance.

•  Projects to develop an ethical compliance framework.

Strategy and regulation

Principal risks and uncertainties

Cross reference:

Our commitments to customers (page 40)

A constant supply of high-quality drinking water (pages 62 
to 69)

Removing wastewater effectively (pages 70 to 73)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)

Further information on our improvement programmes  
can be found in our Final Assurance Plan 2019, which  
is available at southernwater.co.uk/our-reports.

Having a firm
financial footing
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Southern Water specific risk:

Delivery of our capital investment programme

Outcomes affected: Risk change in year:

We accelerated our programme in the final years  
of the 2015–20 period to recover an initial accrued 
shortfall.

Description: Mitigation activities:

We have a capital investment programme of £1.8 billion 
between 2015 and 2020. We have plans in place to ensure 
we will deliver this and we are working hard to ensure our 
focus is maintained to complete all works on time.

Risk:  If we are unable to deliver significant parts of  
the programme on schedule, our ability to provide an 
excellent service to our customers could be compromised. 
Any failure to deliver would also prevent us from fulfilling  
the promises that we have made in our Business Plan and 
lead to possible action by the Environment Agency,  
Drinking Water Inspectorate or Ofwat.

 We are bringing significant investment capability in 
house (over the course of the current capital investment 
programme) including: 

•  an in-house engineering function. 

• a specialist programme management function.

• asset planning systems, processes and capabilities.

Additionally we have: 

•  An Investment Committee which oversees progress in 
our capital programme. 

•  Our monthly reporting procedures ensure the delivery 
of the business plan is given the greatest level of focus 
within the company. 

•  We work closely with our regulators and other interested 
parties to resolve issues as they arise.

Strategy and regulation

Cross reference:

A constant supply of high-quality drinking water  
(pages 62 to 69)

Removing wastewater effectively (pages 70 to 73)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)

Having a firm
financial footing
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Southern Water specific risk:

Transformation and business change

Outcomes affected: Risk change in year:

Risk increasing due to scale of changes required in 
readiness for the 2020–25 period.

Description: Mitigation activities:

Through a comprehensive, and ongoing transformation 
programme, the business is completely committed to 
delivering the level of service our customers, and all 
of our stakeholders, expect and deserve. The degree 
of transformation in itself brings with it both risks and 
significant opportunities, which we will closely monitor.

Risk:  The business might be unable to deliver the 
significant volume of change required to transform the 
business in readiness for the 2020–25 period whilst 
maintaining focus on delivery of performance objectives 
and deliver shareholder value in the final year of this 
regulatory period. This could be due to restraints in  
capacity or capability to effectively coordinate the  
required changes, which might result in the possible  
failure to deliver some Customer Promises including 
financial targets and ODI’s.

 •  Programme to improve our approach to risk and 
resilience management. 

 •  Extensive review of our current processes in 2019–20 to 
identify key improvement areas and develop enterprise 
risk management.

 •  Programme to address both the organisational 
capability needs and to improve our resilience baseline 
understanding of financial, corporate and operational 
activities.

 •  All initiatives are developed using standard processes 
and business cases, ranked in order of priority, 
resources and wider BAU business impact.

Additionally we have: 

•  Transformation portfolio, office, and governance forums 
established. 

•  Ongoing monitoring and review occurring monthly / 
quarterly from ELT and Board sub-committee. Scope 
includes initiatives in the transformation portfolio and 
portfolio dashboard, risk registers, benefit monitoring 
framework, resources, capacity and capability to 
mitigate the risk.

•  External partner support to provide capacity and 
capability where required.

•  Programmes to reduce our underlying internal costs and 
the costs of delivering service improvements.

•  Programmes to improve our water and waste treatment 
operational processes and performance (Water First, 
and Environment+).

Strategy and regulation

Cross reference:

Link to how we’re achieving our strategy pages 19 to 25.

Link to our values (page 27).

Having a firm
financial footing

Looking after
our assets



Industry risk:

Political and regulatory reform and Price Review (PR19)

Outcomes affected: Risk change in year:

Risk increased due to Ofwat response to our 
Business Plan 2020–25, classified 'as needing 
significant scrutiny'. Also increased due to the level 
of political focus on the sector.

Description: Mitigation activities:

During recent years, there has been a significant focus 
on the water industry at a political and regulatory level. 
This has included a greater use of market mechanisms to 
promote innovation and efficiency, and the introduction 
of competition, (with the potential to extend retail 
competition to all residential customers), as well as  
the ongoing debate around renationalisation.

Risk:  Failure to effectively monitor and adapt to any 
changes in our regulatory frameworks (Ofwat, Environment 
Agency or Drinking Water Inspectorate) may lead to 
potential un-forecasted increases in administrative costs, 
reduced revenue, and ultimately non-compliance.

Risk:  Changes in the political landscape (e.g. Brexit, or 
change in government) may cause costly consequential 
impacts on the water sector to which we will have to 
adapt. Renationalisation in particular, could lead to the 
organisation being reacquired for less than the market 
value, and lead to significant changes in how we are 
governed, and consequently, how we operate.

Risk:  Our current Business Plan and approved pricing 
structure runs until 2020. The next period runs from  
2020–25 and Ofwat will deliver their Final Determination 
on our Business Plan this year. 

An unfavourable Final Determination of our new business 
plan would lead to challenging financial circumstances  
and encumber delivery of our customer promises and  
our strategic objectives.

 •  Programme for the Business Plan 2020–25 established 
to ensure we deliver a high quality response to Ofwat 
determinations, by their deadline. 

 •  We respond to all Ofwat’s consultations on price review 
methodology.

 •  We also provide information to the government, 
regulators, customers and the public as appropriate to 
help them to make informed decisions.

 •  To anticipate the impacts of Brexit, we have established 
contingency plans adapted to different scenarios, such 
as the availability of chemicals and critical spares, so we 
can continue services to the customer uninterrupted.

Additionally: 

•  We closely monitor developments in the requirements 
from our regulators, Ofwat, The Drinking Water 
Inspectorate and the Environment Agency. 

•  To anticipate changes we have proactively initiated 
programmes of investment in our infrastructure that will 
help us to be prepared and resilient to changes.

•  We maintain close dialogue with Government,  
Ofwat and other regulators on key issues. 

Strategy and regulation

Cross reference:

ODIs (pages 41 to 42)

Having a firm
financial footing

Looking after
our assets
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Industry risk:

Customer Service

Outcomes affected: Risk change in year:

Description: Mitigation activities:

Providing an excellent customer experience is a key 
objective for us. We recognise the importance of 
prioritising our customers, and that accomplishing our 
strategic goals is contingent on providing the level of 
service expected by our customers and our regulators.

Risk:  We may not be able to provide the desired standard 
of service to our customers if there is inadequate capability 
in our people, process or systems. Our targets include 
identifying then reducing our unwanted call volumes for  
our customers, as well as improving our performance 
relative to our peers.

Ofwat has performance-based rewards and penalties, 
for which we may incur financial penalties if we do not 
continuously improve our Customer Service performance, 
relative to our peers and our own targets. These are due  
to be replaced with new metrics from April 2020, the scope 
of which will expand to include the trust and confidence of 
the customer, the impact of which is uncertain at this stage.

 •  Organisational restructure to deliver improved strategy 
for customer service. 

•  Redesigned range of tailored services for our 
customers.

•  Improved training for our employees. 

•  New single outsourced partner appointed to improve 
customer journey.

Additionally we have: 

•  Active engagement with our customers and 
stakeholders to strengthen our links with local 
organisations such as councils and community groups. 

• Enhanced online facilities.

• Convenient opening hours of our contact centre.

•  Software to identify dissatisfied customers after 
speaking to us.

Customer

Cross reference:

Our commitments to customers (page 40)

Better information and advice (page 54 to 61)

ODIs (pages 41 to 42)
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Industry risk:

Bad debt

Outcomes affected: Risk change in year:

Bad debts charged for year decreased to  
£10.7m (2018: £21.8m)

Description: Mitigation activities:

We understand that some customers may experience 
financial difficulties and we aim to support our customers 
to help reduce the level of customer debt. 

Risk:  Bad debt is a significant issue for the water industry  
in the current economic climate, and there is a risk that  
the number of customers who are unable to pay their bills 
will increase leading to lost revenue.

Although we only operate in the south east of England,  
we note that the ongoing Brexit process may have an 
adverse economic effect on our customers and their  
ability to pay for our services. While there are no signs  
that this has affected our bad debt position to date it is  
a risk that we continue to monitor and review.

 For customers in difficulty we have:

•  A range of flexible instalment plans and tariffs for setting 
an affordable payment plan they can sustain. 

•  A dedicated Affordability and Vulnerability team to 
support them.

•  Partnered with debt agencies, to provide specialist 
customer advice and assistance.

Where internal contact strategies fail:  

•  We may refer customer accounts to a panel of debt 
collection agencies.

•  We are responsive to individual customers’ 
circumstances, focusing on positive customer outcomes 
and improving longer term behaviour patterns.

• As a final course of action, litigation is used.

Customer

Cross reference:

Affordable bills (page 50 to 53)

ODIs (pages 41 to 42)

Having a firm
financial footing
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Having a firm
financial footing

Looking after
our assets

Southern Water specific risk:

Financial resilience

Outcomes affected: Risk change in year:

Risk increased due to anticipated challenges  
of financing our transition to the next business 
plan period.

Description: Mitigation activities:

Risk:  A reduction in the availability of credit to the water 
industry, a reduction in our credit rating or a significant 
increase in interest rates, could put our ability to finance 
our capital investment programme, or refinance our 
existing debt maturities, at risk in the future. Maintenance 
of specified credit ratings is required as a condition of our 
regulatory licence and our borrowing covenants. 

Risk:  A failure to maintain certain credit ratings could  
lead to a restriction in dividend payments. As a minimum,  
we intend to maintain our current risk profile. We only  
enter into treasury transactions to manage inherent risk  
and support prudent funding, not to speculate. 

During the year each of the rating agencies downgraded  
the credit ratings of Southern Water:

•  Moody’s and Fitch tightened their credit rating guidance 
ratios in response to a weakened assessment of the 
water regulatory framework.

•  Standard and Poor’s downgraded the credit rating in 
response to the announcement by Ofwat of the outcome 
of its investigation into wastewater performance.

•  There was a general concern regarding their perceived 
challenges facing Southern Water in delivering the  
Business Plan 2020–25.

Our current credit ratings are provided on page 94.

 •  We maintain sufficient cash reserves and liquidity 
facilities to finance our operations for at least 12 months. 

•  We ensure the aggregate nominal value of debt 
maturities does not exceed 40% of RCV in any single 
regulatory period (and 20% of RCV in any 24 months). 

•  New schedule of payments negotiated with Trustees to 
fund our defined benefit pension scheme and meet the 
April 2019 valuation deficit.

•  Successful completion of a capital restructure resulted in 
Southern Water leverage reducing to less than 70% and 
a reduction to interest costs for the period 2020 to 2030.

Additionally: 

•  Our exposure to interest rate rises on our current 
borrowings is hedged by a subsidiary company, 
Southern Water Services (Finance) Limited. 

•  Current borrowings are ‘fixed rates’ or ‘index-linked’. 

•  We ensure sufficient funds are available for our 
operational and capital investment programme.

•  We ensure our financial position is robust and are 
reviewing this in light of the Ofwat regulatory penalty 
and the uncertain outcome of the price review process.

Financial

Cross reference:

Financial performance (pages 88 to 94)
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Industry and Southern Water specific risk:

Resilience to drought

Outcomes affected: Risk change in year:

Risk increased due to more stringent revised 
abstraction licences in Hampshire.

Description: Mitigation activities:

We are committed to providing our customers with a 
sustainable supply of excellent quality drinking water. 
Some areas of the South East are classified as areas  
of ‘severe water stress’. Given that we supply drinking 
water to a growing population of more than 2.5 million 
people across Kent, Sussex, Hampshire and the Isle of 
Wight, it is critical that we are able to continue to ensure 
access to adequate water resources for our customers. 

Risk:  Climate change and more variable weather  
patterns will pose an increasing challenge for all water 
companies in future years, both in terms of the volume 
of water available and resilience to extreme weather. 
Protecting local environmental needs can result in a 
reduction in the amount of water that can be abstracted  
for water supply.

 We have a long-term investment plan for additional 
measures to ensure we have a secure supply of water. 

We are investing over £40 million on our water network 
during 2015–20 including: 

•  Replacing over 70km of water mains.

• Installation of the Hardham winter transfer.

• Reconfiguration of Hardham well field.

• Development of aquifer storage reuse in Sussex.

•  Gaters Mill (Moorhill – Otterbourne transfer from 
Portsmouth Water, Hampshire).

Additionally we have: 

•  A Drought Plan developed to introduce measures 
to conserve water, operate our sources and secure 
additional resources (via drought permits/orders). 

•  A Water Resources Management Plan, adapted to 
operate under different drought severities.

•  Campaigns to increase customer awareness about 
water availability.

•  An investment planning process to identify and  
develop schemes to meet demands for water over  
the next 25 years. 

•  Initiatives working regionally and nationally to identify 
potential strategic water resources for the South East, 
including desalination, new pipelines from neighbouring 
water companies, reducing leakage and improving 
water efficiency.

Climate

Cross reference:

A constant supply of high-quality drinking water  
(pages 62 to 69)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)
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Industry risk:

Resilience to flooding

Outcomes affected: Risk change in year:

Description: Mitigation activities:

A key priority to the company is the protection of our 
customers’ properties from flooding. Flooding can be 
caused by intense rainfall, and/or blockages due to 
inappropriate disposal by customers. 

Risk:  Changing rainfall patterns, more frequent and  
intense storms and rising sea levels, could all lead to an 
increased risk of flooding if volumes overwhelm our assets. 
Excessive rainfall can result in high groundwater levels 
which are not possible to control. This leads to flooding of 
private land and property, possible contamination of water 
supply, and infiltration/inundation of sewers. Serious  
floods seen historically have highlighted the need to protect 
our water and wastewater treatment works and pumping 
stations from being affected during a flood.

 Investing over £400 million on our wastewater service 
during 2015–20 including: 

•  Maintenance on 39,500km of sewers and 3,321 
wastewater pumping stations.

• Replacing/refurbishing 100km of sewers. 

•  Investing £268 million to reduce the number of 
blockages in our sewer network, including: 

– Targeted surveys of our sewers using cameras.

– Performing regular sewer cleaning work.

– Keeping our drainage plans up to date.

Additionally we have: 

•  Part of national research via UKWIR (UK Water Industry 
Research) on the drainage project on the national 
headroom capacity and flood risk.

• Developing drainage water management plans.

•  Identifying properties and areas at risk of flooding 
in severe weather, to assist in building our five-year 
Business Plan from a resilience perspective.

•  Building an extensive onwards customer behavioural 
programme to reduce blockages further.

Climate

Cross reference:

Removing wastewater effectively (pages 70 to 73)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)
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Industry risk:

Resilient supply of good quality water

Outcomes affected: Risk change in year:

Missed annual targets for: 

•  Customer minutes without supply customers; 
and 

•  Leakage.

Description: Mitigation activities:

We must ensure we can supply enough good quality 
drinking water to cater for a growing population of more 
than 2.5 million people. 

Risk:  Should operational water treatment processes fail, 
the water supply become contaminated, or our water 
distribution network fail:

•  there is a risk that water could be supplied to customers 
that is unfit for consumption, and would require a 
widespread notice in order to protect public health

•  large numbers of customers could find their water 
supply becomes cut off.

•  harmful chemicals could be released to the environment. 

This could lead to a risk to our customers, and  
consumer confidence, and lead to prosecution and  
fines by the Environment Agency or the Drinking  
Water Inspectorate (DWI).

 We are investing over £150 million on our production works 
during 2015–20, including:  

•  Improvement schemes at Testwood, Burham and 
Otterbourne (with additional investment planned to 
2025).

•  General resilience improvement schemes, such as; the 
ability to run to waste, UV disinfection replacement and 
borehole headworks upgrades.

• Nitrate management improvement.

•  Advanced filters at water treatment works in high risk 
areas (e.g. Hastings), to improve the taste and smell of 
water.

•  Upgrading wells, service reservoirs, flushing mains,  
and cleaning service reservoirs.

• Leakage reduction plan.

Additionally we have: 

•  A transformation programme – Water First to embed 
change in processes and performance.

•  A culture transformation programme to develop a 
behavioural competency framework for our employees.

•  Drinking Water Safety Plans are in place to evaluate risks 
with our drinking water quality. These cover the entire 
supply system. 

•  Catchment Risk Management team has been formed 
with responsibility for understanding and managing 
catchment risks to drinking water quality. 

•  Employees are trained appropriately to perform their 
roles well. 

•  Emergency plans developed to continue water supply 
during an interruption.

•  Prioritised maintenance of critical assets and 
technology.

Operational

Cross reference:

A constant supply of high-quality drinking water (pages 62 
to 69)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)
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Southern Water specific risk:

Information security and governance, and information technology systems

Outcomes affected: Risk change in year:

Following an NIS review in the year, a number of 
planned actions have been extended in scope,  
and additional actions have been identified. 

Description: Mitigation activities:

We provide water and wastewater services to customers 
across our regional infrastructure, considered to be  
critical national infrastructure.

Risk:  If we do not maintain the resilience of our operational 
and enterprise IT systems, their failure could have a 
significant impact on our business reputation, ability to 
operate, and the resilience of our operational assets.

Additionally we hold and process personal and  
payment data about our customers and employees so 
it is important that we treat this information with respect 
and in accordance with the requirements of information 
governance. 

Risk:  Failure to properly protect the data we hold could  
lead to reputational damage and loss of confidence from  
our customers, as well as significant fines under Data 
Protection (GDPR) and the Network and Information 
Systems (NIS) Directive. Our main objective is to be able 
to manage these risks and issues holistically across the 
organisation (information governance incorporates  
physical security as part of its scope).

 •   IT security policies, standards and ongoing monitoring 
and incident management of our IT infrastructure to 
identify risks and threats. 

 •  We continue to invest in cyber threat mitigation 
strategies in response to the ever-changing risk 
landscape.

•  Regular testing to assure our security measures during 
the year.

•  Security and data protection training (mandatory for all 
our staff). 

•  Insourcing our IT management and data centre services 
and improving their resilience. 

•  Construction of a new improved data centre.

Additionally we have: 

•  An Information Governance Council with responsibilities 
for the oversight and governance of our GDPR and NIS 
compliance.

During 2018–19 we continued to develop our Infrastructure 
resilience to protect the systems and information we hold, 
as well as actively focusing on improving our company’s 
position with regard to GDPR and the NIS Directive which 
came into effect from May 2018.

Operational

Cross reference:

Our commitments to customers  (page 40)

ODIs (pages 41 to 42)

Having a firm
financial footing

Looking after
our assets
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Industry and Southern Water specific risk:

Wastewater treatment works failures and pollution incidents

Outcomes affected: Risk change in year:

Due to under performance in 2018 and concerns 
over our asset base.

Description: Mitigation activities:

Our region benefits from a high quality environment, 
both inland and coastal. We are fortunate to have some 
extremely rare habitats, as well as some of the best  
quality river fishing and coastline in the UK. Reliable 
wastewater services are essential to maintain public  
health and protect the environment. 

Risk:  Should operational wastewater treatment  
processes fail, or our sewers and pumping stations  
become blocked or fail, our assets may discharge sewage, 
which is not of the required standard, to the environment. 
This may cause risks to the environment or public health 
from pollution and/or sewer flooding. There is also the 
potential to cause damage to the environment or distress  
to customers. This could lead to prosecution and fines  
by the Environment Agency and a reduction in  
stakeholder and customer confidence.

 In 2018–19 we invested: 

•  £144.7 million at our wastewater treatment works and 
pumping stations to reduce risks at critical sites. 

• £46.3 million in our sewer networks.

We monitor function and performance of our assets on a 
continuous basis through a central control room.

•  Data analytics and reporting team proactively monitor 
asset performance. 

•  We also monitor when our combined sewer overflows 
are used, to proactively identify infrastructure under 
stress. 

•  Monitor long-term asset risk and deterioration to target 
investment.

•  Complete extensive planned and proactive 
maintenance to drive reliability.

Additionally we have: 

•  A transformation programme – Environment + to embed 
change in processes and performance and improve 
confidence in our data around pollution incidents.

• Pollution reduction programme.

•  Have tested deployable contingency plans when 
incidents occur.

•  Customer awareness/education programmes on 
avoiding blocked drains, targeted at catchments with 
blockage hotspots. 

•  A culture transformation programme to develop a 
behavioural competency framework for our employees.

Operational

Cross reference:

Removing wastewater effectively (pages 70 to 73)

Looking after our environment (pages 74 to 83)

ODIs (pages 41 to 42)
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Southern Water specific risk:

Health and safety

Outcomes affected: Risk change in year:

We are improving our existing processes  
for mechanical and electrical safety.

Description: Mitigation activities:

The health and safety of our employees and the  
public while we are providing our services is of the  
highest priority. The nature of our work requires that  
our employees and contractors undertake activities  
or use equipment which, if uncontrolled, have the  
potential to cause significant harm. 

Risk:  Failure to comply with our Health and Safety 
Management System and associated procedures could 
result in death, serious injury or adverse health effects.  
We could be liable for prosecution under the Health and 
Safety at Work and Corporate Manslaughter Acts, civil 
claims and employers’ liability and professional liability. 
Finally, emotional and physical wellbeing is an important 
part of caring about health and safety and the company 
recognises that wellbeing has a major impact on all  
aspects of our work.

 •  A clearly defined strategy, safety protocols and 
standards are set. 

 •  Health and safety performance and compliance is 
monitored and reported monthly to the Board and to the 
tri-annual Board Health and Safety Committee. 

 •  The Executive Leadership Team monitors health and 
safety performance monthly. 

 •  Our processes and procedures are continuously 
reviewed.

 • Employees receive suitable health and safety training.

Additionally we have: 

•  Training for employees to report ‘near misses’. 

•  Access to a copy of the corporate policy statement and 
health and safety processes and procedures for all 
employees. 

•  Comprehensive health and safety processes and 
procedures help prevent injury and occupational  
ill-health to our employees and contractors. 

•  Committed to the ‘Time to Change’ programme to raise 
awareness and understanding of mental health issues, 
and established a wellbeing and mental health road 
map.

Having great
people

Working in
partnership

Operational

Cross reference:

Our people (pages 28 to 35)

ODIs (pages 41 to 42)

This Strategic Report was approved by the Board of Directors on 12 July 2019.

Richard Manning
Company Secretary

12 July 2019




