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Introduction

Southern Water is a 
provider of an  
essential public 
service to its 
customers and 
communities in 
the South East. As 
directors, we are under a 
duty to promote the success 
of the company for the benefits 
of its members, but also to take into the account 
the interests of wider stakeholders, such as 
our customers, employees, suppliers, local 
communities and the environment. This section 
of our Annual Report describes Southern Water’s 
governance, including the role of the Board and 
its committees and how the directors meet their 
obligations to the company’s customers, local 
communities, the environment and shareholders.

The Board is responsible for setting the 
company’s purpose and values. During the year 
we launched our revised vision, purpose and 
values. Due to the nature of our business and 
to fulfil our vision of creating a resilient water 
future for customers in the South East, the 
Board considers the long-term implication of its 
decisions and the impact on the environment 
and on stakeholders such as our employees and 
customers, in line with the company’s purpose 
and values as well as the directors’ statutory duty 
under section 172 of the Companies Act 2006.

The year has, again, been a time of change and 
this has also extended to the Board and the 
Executive. We have had a number of changes 
in the composition of the Board, including the 
announcement of Bill Tame’s resignation as 
Chairman with effect from 31 March 2019, new 
independent non-executive directors and an 
interim Chief Financial Officer, following the 
departure of William Lambe in December 2018.  
As a result of Bill’s departure, I have been serving 
as acting Chairman and am leading the search 
for a replacement as part of my role as senior 
independent non-executive director and we 
hope that an appointment can be made  
very soon.

The structure of the company’s senior 
leadership, the Executive Leadership Team, has 
also been revised to improve the functioning of 
executive decision-making and to make more 
efficient use of the abilities, knowledge and time 
of the executive team.

Similarly, the Board has reviewed and revised 
its operations and committees as a result 
of Ofwat’s publication of its revised Board 
leadership, transparency and governance 
principles together with the publication of 
the 2018 UK Corporate Governance Code to 
reflect best practice in the field of corporate 
governance. The outcome of this review was 
to create separate Audit and Risk committees, 
subsume the Health and Safety Committee 
into the new Risk Committee and to revise the 
terms of reference and membership of all of the 
Board’s committees, including the Nomination 
and Remuneration committees. The new Risk 
Committee ensures that the Board focuses on 
risk management and reporting, throughout 
the year, separate to its Audit Committee 
functions. The Board, in including Health and 
Safety in the newly established Risk Committee, 
acknowledges the importance of Health and 
Safety throughout the organisation. 

During the year, the Board has been heavily 
focused on the preparation and development 
of the company’s Business Plan for 2020–25. 
The Board met frequently at both meetings and 
wider engagement sessions during the period 
up to the submission of the company’s plan. 
Furthermore, after Ofwat’s Initial Assessment of 
our Plan (IAP) announced on 31 January 2019, the 
Board was again heavily engaged in considering 
and contributing to the company’s response to 
Ofwat. The Board will continue to engage with 
management and stakeholders more widely 
throughout 2019 in respect of Ofwat’s further 
draft and final determinations in respect of  
our plan.

The Board has also been intensely involved 
in assisting with the Ofwat investigation into 
wastewater compliance, and has been working 
to strengthen its processes and governance to 
improve ongoing compliance.

Following the UK’s decision to leave the 
European Union, the Board has received regular 
updates on the company’s plans to ensure the 
continuance of its operations, particularly  in 
the event of a ‘no deal’ Brexit, which could have 
taken place at the end of March. The company’s 
senior leaders have also participated in national 
and regional bodies (including with the UK 
Government) to co-ordinate ongoing planning 
for Brexit.

The Board has also concentrated on monitoring 
and contributing to the company’s turnaround 
and transformation programmes to ensure that 
the company can create a resilient water future 
for customers in the South East.

Acting Chairman’s overview
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Southern Water’s Governance

In July 2018, Ofwat consulted on changes to its 
Board leadership, transparency and governance 
principles (the ‘Ofwat Principles’) and published 
revised principles in January 2019. Throughout 
both the consultation and subsequently, the 
company and the Board engaged with Ofwat 
in the development of the new principles and 
the introduction of a licence obligation to 
comply with the Ofwat Principles. The Board 
and company confirmed that it endorses the 
principles introduced by Ofwat to improve 
governance in the water sector.

In addition, the Financial Reporting Council 
published its revised UK Corporate Governance 
Code (‘UK Code’) in July 2018. The new UK Code 
introduced a number of significant changes, 
including emphasis on the Board’s role in 
establishing the company’s purpose, values 
and strategy and ensuring that the company’s 
culture is aligned with these. The introduction of 
a new ambition, values and purpose in Southern 
Water demonstrates the Board’s commitment 
and leadership in this area and, in particular, 
the need to address historical concerns where 
the company did not perform to the standards 
expected in terms of both performance and the 
way of doing business.

Having considered the UK Code, together 
with the new Ofwat Principles and the output 
from the Wates Report, the Board agreed a 
number of changes to the structure and roles 
of its committees. These included a wholesale 
review and refresh of the committees’ terms of 
reference and the separation of the Audit and 
Risk Review Committee into separate Audit 
and Risk committees. The Board agreed to 
incorporate the work of the Health and Safety 
Committee into the new Risk Committee.

The Board also considered the impact of 
the Companies (Miscellaneous Reporting) 
Regulations 2018 on future reporting 
requirements.  

Southern Water Code of Board 
leadership, transparency and 
governance

The new Ofwat Principles, detailed above, 
became effective from 1 April 2019 and, as such 
the company, at time of writing, operates in 
accordance with those principles.

During the reporting period 2018–19, the 
company complied with the applicable Ofwat 

Principles through the Southern Water Code. 
We continued to comply with both the letter 
and spirit of the Ofwat Principles and the 
commitments in the Southern Water Code and 
the board of our parent company, Greensands 
Holdings Limited (GSH) assisted us in doing so.

We envisage that we will continue to operate 
with a Southern Water Code notwithstanding 
that there is no specific reference to such a code 
in the new Ofwat Principles. Accordingly, the 
Southern Water Code is currently under review 
to ensure that it is appropriate and effective 
in meeting the objectives set out in the Ofwat 
Principles.

The Southern Water Code is published at 
southernwater.co.uk/southern-water-code.

Business Plan 2020–25

The company’s development and submission 
of its Business Plan for 2020–25 and the 
subsequent response from Ofwat has been a 
key area of focus for the Board during the year. 
The Board attended engagement days, dealing 
with aspects of the plan and submission process 
in the period up to submission of the plan in 
September 2018. In addition, individual  
Board members sat on Board sub-groups,  
which addressed particular areas of the plan  
in more detail. 

During July and August 2018, the Board held 
three additional Board meetings to review and 
sign off the submission of the plan to Ofwat. 
Throughout this process the Board challenged 
management’s assumptions and proposals. 
Furthermore, in its consideration of the plan,  
the Board kept in mind its duty under section 
172 of the Companies Act 2006 to promote the 
success of the company for the benefit of its 
members as a whole. 

In producing the plan, particular consideration 
was given to the evidence of customer 
engagement and insight in developing the 
plan and this is reported in more detail on page 
36. The Board also considered the company’s 
impact on the environment and the challenges 
of providing a resilient water and wastewater 
service in the context of the rapidly expanding 
population of the South East.

Following Ofwat’s IAP, the Board again convened 
sub-groups to both challenge and facilitate 
management’s response to the points raised 
by Ofwat. The Board approved the response to 
the IAP in March 2019. The Board will continue 
to focus on the Business Plan throughout the 
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coming year and, in particular, ensure that the 
company’s transformation programmes proceed 
at pace to enable the company to deliver on 
its ambitions for the future in an efficient and 
effective way.

Legacy, turnaround and 
transformation

As has been extensively reported elsewhere in 
this annual report, the company has a number of 
legacy matters, which have required significant 
Board attention during the year. These issues 
range from internal organisational structures 
in need of reform, to behaviours that are not 
reflective of the high standards of integrity 
expected of the company. 

In addressing these issues, the company has 
strengthened the effectiveness of its three lines 
of defence risk management and internal controls 
and the new structure of its Board committees 
will enable the Board to provide additional focus 
through its Audit and Risk committees.

As part of its role in establishing the company’s 
purpose and values and in order that the culture 
reflects the needs of all those the company 
serves, the Board identified a need to take action 
to improve the company’s culture in some areas 
and, therefore, approved the development and 
launch of a new company purpose and values 
during the year. This included supporting 
materials such as a new Code of Ethics to set 
out the expectations of the Board and to aid 
ethical decision-making. The Audit Committee 
will continue to monitor the progress of the 
company’s culture transformation programme.

The Board is also responsible for setting the 
company’s strategy and holding the executive 
to account for the delivery of that strategy. As 
such, the Board has continued to play an active 
role in monitoring the company’s turnaround and 
transformation programmes to ensure that the 
company is able to not only deliver a resilient 
water future for the South East, but that it does 
so in a manner that is both cost-effective and 
delivers the right outcomes for its customers, 
the environment and local communities. The 
Board has had to make some hard decisions 
during the year, including making changes to our 
Customer Services department. In doing so, the 
Board considered the impact on the company’s 
employees and ensured that support was in place 
for those impacted.

Conclusions

The Board and I remain committed to the 
company applying and acting in accordance 
with good corporate governance practices to 
underpin the company’s business strategies and 
plans. The Board is also committed to ensuring 
that the company’s culture aligns with the 
company’s purpose and values and to identifying 
any areas where this is not the case and taking 
appropriate action. 

Ensuring that the company’s purpose, strategy 
and values are aligned with its culture is key to 
enabling the company to act in the interests of 
its stakeholders and in particular those of its 
customers.

Paul Sheffield 
Acting Chairman
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The Board 

The Board’s role is to:

•  establish the company’s purpose, strategy 
and values,

•  develop and promote the company’s 
purpose in consultation with a wide range of 
stakeholders,

•  determine overall strategic aims and 
direction consistent with the company’s 
purpose,

•  monitor and assess the company’s values 
and culture to ensure that behaviour 
throughout the business is aligned with the 
company’s purpose,

•  have full responsibility for all aspects of the 
company’s regulated business in the long 
term,

•  ensure that the company’s obligations to, and 
interests of, all its stakeholders, including 
customers, employees, key partners, 
contractors and regulators, are known and 
met appropriately,

•  provide effective leadership and collective 
responsibility for the long-term success of 
the company for the benefit of its members, 
taking into account the interests of a wide 
range of stakeholders, including customers, 
local communities, employees, suppliers and 
the company’s impact on the environment,

•  ensure that sufficient resources are available 
to the Chief Executive Officer and his team to 
operate, manage and develop the business 
appropriately to provide an essential public 
service to our customers, and

•  ensure that appropriate and effective 
processes and controls are in place to assess 
and manage risk.

Board membership

There have been a number of significant 
changes to the Board during 2018–19. In late 
2018, Bill Tame expressed his intention to resign 
from the Board with effect from 31 March 2019. 
Bill had been a Board member since January 
2015 and had served as Audit and Risk Review 
Committee Chair until 2017 when he became the 
company’s non-executive Chairman on 1 March 
2017. Following this announcement to the Board, 
it was agreed that Paul Sheffield, as senior 
independent non-executive director, would 
assume the role of acting Chairman and would 
lead the search for Bill’s replacement; it is hoped 

that an appointment can be made very soon. 
The Board is cognisant of the need to carefully 
monitor Paul’s independence during this period. 

In the year, we appointed two new independent 
non-executive directors – Ian Francis as Chair 
of Audit and Risk, and Gillian Guy. Regrettably, 
Ian decided to resign in February 2019, as he 
was unable to commit the significant additional 
time required to the role given the particular 
circumstances of the company. Rosemary Boot 
agreed to step in as Interim Audit Chair. The 
Nomination Committee, having reviewed the 
Board’s skills and experience and the company’s 
strategy, commenced the search for two further 
independent non-executive directors in addition 
to an independent Chair. It is intended that a 
further independent non-executive director 
will be appointed to the Board in July 2019 who 
will bring with them skills and experience in 
transformation and turnaround of organisations. 
The search for an independent non-executive 
director to take on the Audit Chair role is 
ongoing.

In addition, in December 2018, William Lambe 
resigned as the company’s Chief Financial 
Officer. We were pleased to appoint Sebastiaan 
Boelen as Interim Chief Financial Officer in 
December 2018. 

The Board also appointed Richard Manning as 
the company’s General Counsel and Company 
Secretary in July 2018, replacing Joanne Statton 
as Company Secretary. Joanne remains the 
company’s Head of Company Secretariat.

During 2018–19, the Board comprised an 
independent non-executive Chairman, two 
executive directors (the Chief Executive Officer 
and Chief Financial Officer (from December 
2018, Interim Chief Financial Officer)) and non-
executive directors. Throughout the year the 
majority of non-executive directors have been 
independent and independent non-executive 
directors were the largest single group on the 
Board in accordance with both the Southern 
Water Code and the Ofwat Principles (both 
previous and new principles).

The Board as a whole has an appropriate 
balance of skills, experience, independence 
and knowledge of the company and the Board 
provides independent support and advice as 
well as new ideas and healthy challenge. The 
members of the Board, their biographies and 
descriptions of their complementary skills and 
extensive experience are on pages 131  to 134.

As at 31 March 2019, women made up 44% of the 
Board (four out of nine directors). The company 
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is committed to having a diverse workforce that 
reflects the communities in which it operates. 
The company published its Gender Pay Gap 
Report which showed the median gender pay 
gap at Southern Water is below the national 
average median (9.6%). Our report at April 
2018 showed a mean gap in favour of male 
employees of 7.3% and median gap in favour of 
male employees of 7.5%, compared with 9.5% 
and 9.0% respectively in 2017. In terms of bonus 
recipients, 84.3% of female employees and 
87.2% of male employees received a bonus, 
compared with 84.0% and 87.4% respectively 
in 2017. We are committed to supporting the 
aspirations of our talented female workforce and 
are implementing plans to address the gender 
pay gap. Read the full report at southernwater.
co.uk/gender-pay-gap.

In accordance with good governance practice, 
the roles of the Chairman and Chief Executive 
Officer are separate.

Chairman

The role of the Chairman is to lead the Board 
in its shared responsibilities, to encourage and 
facilitate the contributions of its members and to 
ensure adherence to the governance principles 
and processes of the Board. Bill Tame served 
as the company’s Chairman until 31 March 2019. 
As reported above, it was agreed that Paul 
Sheffield would act as the company’s Chairman 
during the period between Bill’s departure and 
a replacement being appointed. In order to 
ensure that Paul remains independent, the Board 
carefully monitors the duties expected of and 
carried out by Paul in this capacity.

The Chairman discusses and agrees Board 
meeting agendas with the Chief Executive 
Officer and Company Secretary, although any 
director may sponsor an item to be included 
on the agenda. The Chairman has authority 
to act and speak for the Board between its 
meetings, which includes engaging with the 
Chief Executive Officer. The Chairman reports to 
the Board, chairs of its committees and individual 
directors as appropriate on decisions and 
actions taken between Board meetings.  
The Chairman also meets with the non-executive 
directors, without the executive directors 
present, to consider the performance of the 
executive directors and to provide feedback.

The Chairman is not a member of the 
Greensands Holdings Limited (the company’s 
ultimate parent company) board, although 
he and others from the company are regular 
attendees to report on the company’s progress.

Investor representation

The membership of Southern Water’s investors 
is explained on page 96 and at southernwater.
co.uk/greensands-ownership-of-southern-
water.

One non-executive director represents an 
investor and another non-executive director 
represents Greensands Holdings Limited. The 
Chairman (and acting Chairman) ensures that the 
views of all investors can be communicated to 
the Board.

Senior independent  
non-executive director

Paul Sheffield is the senior independent non-
executive director. In this capacity he is leading 
the search for a replacement of Bill Tame as the 
company’s Chairman and is acting Chairman 
for the period until a permanent replacement 
is appointed. Paul chairs the Remuneration 
Committee and is also a member of the 
Nomination Committee. Paul also chaired the 
Health and Safety Committee, prior to the 
creation of the Risk Committee. 

As senior independent non-executive director, 
ordinarily, Paul would chair Board meetings 
in the event that the Chairman was unable to 
do so for any reason. In the capacity of senior 
independent non-executive director, he is 
available to discuss matters or concerns with 
investors as required. Paul has been a non-
executive director of the company for five years 
and brings with him considerable experience 
in construction and engineering as well as in 
corporate governance.

Independent non-executive 
directors

The largest single group on the Board are 
the independent non-executive directors in 
accordance with the Ofwat Principles, as a 
matter of good governance practice, and the 
number of independent non-executive directors 
is also in accordance with the company’s 
licence conditions, which require at least three 
independent non-executive directors on  
the Board. 

They provide independent advice and 
perspectives and review and challenge 
decisions and reporting on behalf of all 
stakeholders, including customers. The 
independent non-executive directors have 
been appointed for their individual external 
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expertise and experience in specific areas, 
such as customer service, the environment, 
operations, procurement, capital project 
delivery, regulation, transformation and for the 
range of their experience of general corporate 
management. The Board further strengthened 
its customer service and consumer knowledge 
and experience in the reporting year with the 
appointment of Gillian Guy in November 2018, 
who is the CEO of Citizens Advice. In addition, 
as reported above, the Board intends to appoint, 
as soon as practicable, two further independent 
non-executive directors, further strengthening 
the Board’s expertise in transformation, utilities 
and regulatory finance.

In accordance with best practice, the Board takes 
into account those matters listed in Provision 
10 of the new UK Corporate Governance Code 
as well as any other relevant circumstances or 
considerations in forming its assessment of the 
independence of directors.

The Board considers that the independent 
non-executive directors were throughout 
the year, and to continue to be, independent 
in character and judgment and persons of 
standing with relevant experience, collectively 
having connections with, and knowledge of, 
the company’s area and understanding of the 
interests of our customers and how these can be 
respected and protected.

The independent non-executive directors also 
appraise the Chairman’s performance.

The standard terms and conditions of the 
appointments of independent non-executive 
directors are published at southernwater.co.uk/
corporate-governance. 

Shareholder representative  
non-executive directors

Sara Sulaiman joined the Board in 2017 and  
was nominated by one of the company’s three 
major investors. She brings the extensive 
knowledge, skills and resources of her 
nominating investor and employer as well as her 
own personal skills, experience and knowledge 
of businesses and business sectors similar to 
our own. She does not receive any remuneration 
from Southern Water. 

Wendy Barnes also joined the Board in 2017 
and was appointed as a representative of the 
Greensands Holdings Limited board. She brings 
with her experience of the water sector, cyber 
security and customer.  

As members of the Board, Sara and Wendy 
have all the duties, obligations and rights of a 
director of Southern Water and as such act in 
accordance with the directors’ duties set out 
in the Companies Act 2006, including that set 
out in section 172 to promote the success of the 
company for the benefit of its members as a 
whole, having regard to the long-term and the 
interests of the company’s stakeholders.

Chief Executive Officer

The Chief Executive Officer, Ian McAulay, 
is a member of the Board and has all the 
responsibilities of a director of the company. 
In his executive role, responsibility has been 
delegated to him to deliver the company’s 
strategy. He is empowered to take all decisions 
and actions that further the company’s strategy 
and which, in his judgment, are reasonable 
within the Chief Executive Officer’s limits set out 
in the company’s internal controls and matters 
reserved to the Board. The non-executive 
directors, led by the Chairman, appraise his 
performance annually.

Chief Financial Officer 

The Chief Financial Officer is a member of the 
Board with all the responsibilities of a director 
of the company. Following William Lambe’s 
resignation on 14 December 2018, Sebastiaan 
Boelen was appointed as the company’s Interim 
Chief Financial Officer and member of the 
Board. In his executive role and reporting to Ian 
McAulay, he has the responsibility for managing 
the company’s financial affairs and assisting 
the Chief Executive Officer in the delivery of 
the company’s strategy. His performance is 
reviewed annually by the Chief Executive Officer. 

Executive Leadership Team

Reporting to Ian McAulay, the Executive 
Leadership Team supports him in driving the 
implementation of strategy in the company.  
The team is committed to do this in a responsible 
way that takes account of our commitment to our 
customers, the environment, the communities 
in which we live and work and all our other 
stakeholders, with a view towards the long-term 
responsible stewardship of the business.

During the year the structure of the Executive 
Leadership Team was reviewed and amended 
to improve both the effectiveness and efficiency 
of the company’s executive leaders.  In addition, 
the Executive Leadership Team saw a number 
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of changes during the year with the appointment 
of the company’s General Counsel and Company 
Secretary to the team and the creation of the role 
of Managing Director, responsible for overseeing 
the company’s transformation programmes 
and the necessary preparatory work prior to 
the commencement of the company’s Business 
Plan 2020–25. Furthermore, it was agreed 
to create a wider executive leadership team 
from the company’s senior management team, 
which would attend appropriate meetings of the 
Executive Leadership Team and be responsible 
for key areas under the supervision of the relevant 
Executive Leadership Team member.

As such the Executive Leadership Team is now 
structured into four key groupings, which meet 
regularly: 

•  The Chief Executive Officer, Chief Financial 
Officer, Managing Director and General 
Counsel and Company Secretary meet as the 
Executive Committee (Excom) to discuss and 
make decisions on areas of strategy and other 
matters critical to the company.

•  The Executive Leadership Team and, where 
appropriate, the wider executive leadership 
team meet as:

  –  the Operating Committee (Opcom), chaired 
by the Chief Executive Officer, to consider 
performance and make decisions on 
operational matters,

   –  the Transformation Committee (Transcom), 
to oversee the company’s transformation 
programme, and

  –  the Risk and Compliance Committee, 
to consider health and safety, risk and 
compliance.

Role of the Company Secretary

All directors have access to the advice and 
services of the Company Secretary, Richard 
Manning, and the Company Secretariat team.  
The Company Secretary is responsible for 
ensuring that the Board operates in accordance 
with the adopted governance framework and that 
there are good information flows to the Board and 
its committees and between senior executives 
and the non-executive directors. The appointment 
and removal of the Company Secretary is a matter 
reserved to the Board.

Director induction, training, 
development and information

On appointment to the Board, induction 
coverage is agreed with each director and 
then an appropriate comprehensive and 
individualised induction is provided, which will 
include information on the company structure, 
the regulatory framework of our business, 
customer service and the operation of assets, 
strategic plans, financial reports, business plans 
and our governance framework and holding 
group structure. 

In addition, meetings with members of the 
Executive Leadership Team and with external 
advisers are arranged as well as visits to 
operational and office sites.

The Board also has access to professional 
development provided by external bodies and 
our specialist advisers, which this year included 
presentations on directors duties, cyber and 
information security, ethical business practice 
and unconscious bias. The Board also received 
regular updates on regulatory matters and 
matters raised by Ofwat, the Drinking Water 
Inspectorate and the Environment Agency in 
particular. 

Directors have access to the advice and services 
of the Company Secretary and are able to obtain 
appropriate independent professional advice in 
connection with the performance of their duties. 

Engaging with stakeholders

During the year, the Board has actively engaged 
with the company’s regulators and other 
stakeholders. In particular, the company’s 
Chairman and Chief Executive Officer regularly 
attended meetings and other events with Ofwat, 
the Department for Environment, Food and Rural 
Affairs, Environment Agency, Drinking Water 
Inspectorate and the Consumer Council for 
Water. 

The Chair of our Customer Challenge Group 
(CCG), currently Anna Bradley, has an open 
invitation to attend our Board meetings, and 
attended two meetings during 2018–19, 
to provide challenge and feedback on the 
company’s development of its Business Plan 
for 2020–25, as well as the company’s delivery 
against its business plan promises for 2015–20. 
Furthermore, the company’s Chairman and 
the Chair of the Customer Challenge Group 
held regular calls and meetings during the 
year outside of formal Board meetings. There 
is an open invitation for Board members to 
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attend meetings of the CCG, and directors 
have attended throughout the year, hearing in 
detail how customer insight has informed the 
company’s Business Plan 2020–25. The work 
of the CCG is reported in their annual report at 
southernwater.co.uk/ccg-annual-report.

In addition, in late 2018, the company’s executive 
directors and Executive Leadership Team 
members held a series of roadshows across 
the company’s sites to inform the company’s 
employees about the company’s priorities 
based on the new Business Plan 2020–25, 
including the pathway to the new five-year 
period. The new Water for Life brand and new 
values were tested with employees through this 
participation and the results of this engagement 
were communicated to the Board to inform their 
decision-making.

Board evaluation 

In view of the changes on the Board during the 
year and given that the last externally facilitated 
evaluation of the Board was held in 2017, Paul 
Sheffield, as the senior independent non-
executive director, led an internal evaluation of 
the Board during the year.    

As reported in last year’s annual report, Ffion 
Hague of Independent Board Evaluation 
facilitated an evaluation of the Board in 2017. 

Board operation

There is good understanding of the principles 
and processes in place regarding the tasks and 
activities of the Board, the authority delegated to 
the Chief Executive Officer and the relationship 
between the Board and the executive.

The following matters are routinely determined 
by the Board:

•  Business strategy

•  Financing strategy

•  Business plans

• Approval of annual budgets 

•  Fixing of principal charges and charges 
schemes

•  Approval of financial statements 

•  Key regulatory submissions (including, but 
not limited to, market reform, price review 
submissions to Ofwat, Interim Determination 
of K applications, Risk and Compliance 
Statement and Regulatory Financial 
Statements)

•  Key customer and stakeholder publications 
(including, but not limited to, the Annual 
Report)

•  Entering into significant contracts or 
commitments (including capital schemes over 
£15 million and disposals over £1 million) 

•  Approval of dividends

•  Commencing new businesses 

•  Appointment or removal of auditor

•  Appointment and remuneration of 
independent non-executive directors

•  Appointment or removal of the Company 
Secretary

•  Amendment, qualification, addition to or 
removal from the above.

During the year, the Board’s agenda also 
included: 

•  the company’s response to the Freeze/
Thaw event in early 2018 and the company’s 
improvement plans

•  regulatory changes and developments such 
as the Directive on security of network and 
information systems (NIS Directive)

•  the company’s water resources position, 
particularly in view of the exceptionally hot 
and dry summer experienced in 2018

•  the company’s Business Plan 2020–25 and 
Ofwat’s Initial Assessment of Plan

•  the company’s transformation programmes 
including the company’s retail strategy

•  the company’s re-financing programme and 
the removal of the Cayman entity 

•  reporting from the Audit and Risk Review 
Committee about progress on the 
improvement programmes in place to resolve 
legacy and historical matters of concern

•  the ongoing Ofwat investigation, the 
company’s own internal findings, its 
wastewater action plan and the proposed 
regulatory settlement

•  other ongoing investigations by the 
Environment Agency and Drinking Water 
Inspectorate

•  changes to the role and structure of Board 
committees

•  consideration and response to Ofwat’s Board 
leadership, transparency and governance 
consultation and other consultations.
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The Shareholders’ Agreement of our parent 
company, Greensands Holdings Limited, 
reserves certain matters by exception to the 
Board and shareholders of that company. 
A schedule of those matters reserved to 
Greensands Holdings Limited is published at 
southernwater.co.uk/greensands-ownership 
-of-southern-water. 

During the year 2018–19 a number of matters 
required shareholder approval under the terms 
of the Shareholders’ Agreement. These included 
appointments of the new independent non-
executive directors and Interim Chief Financial 
Officer and the re-financing activities detailed 
on page 96 to 97 as well as requests for material 
capital expenditure on projects not originally 
included in the scope of the company’s 2015–20 
Business Plan. In addition, our shareholders 
approved the Business Plan 2020–25, the 
proposed regulatory settlement, material 
contracts and the revised dividend policy.

A statement of these responsibilities is published 
at southernwater.co.uk/greensands-ownership 
-of-southern-water.

Board meetings

Ten Board meetings were scheduled to take 
place during the year. In February 2019, as 
part of the review of the company’s corporate 
governance, which included comparison with 
peers, it was agreed that the Board would meet 
six times from 2019–20, in order to give the 
Board the opportunity to focus on longer-term 
strategy and progress by the company against 
its transformation objectives. This new structure 
is supported by the changes to the Board’s 
committees.

The agenda and papers are sent to Board 
members in advance of each meeting. The 
monthly financial and performance reports are 
also distributed for the months when there is no 
scheduled meeting. 

The Board holds its meetings at its principal 
office in Worthing and in London and the Board 
also held a meeting at Peacehaven Wastewater 
Treatment Works in May 2018. Furthermore, 
the Board also held an off-site strategy day in 
October 2018 at Ricardo’s site in Shoreham-by-
Sea to discuss the company’s future strategy  
and plans.

In addition to the scheduled Board meetings, 
the Board met once in July and twice in August 
2018 to review and challenge and then approve 
the submission of the company’s Business Plan 
2020–25. Prior to these meetings, the Board, 
Executive Leadership Team and shareholders 
met regularly up to the submission of the 
Business Plan to discuss and review particular 
aspects of the plan as part of organised 
workshops. This included a two-day workshop in 
July 2018 to review and challenge the proposed 
plan. As mentioned previously, the Board 
members also met as sub-groups to consider 
specific areas of the plan.

Following the publication of Ofwat’s Initial 
Assessment of Plan in February 2019, the Board 
met once in addition to the scheduled meetings 
to discuss, review and approve the company’s 
response to the IAP, which was submitted to 
Ofwat in March 2019. It is anticipated that the 
Board will continue to hold meetings in addition 
to the quarterly Board meetings to consider 
matters relating to the company’s Business Plan 
2020–25 over the course of 2019.

Furthermore, the Board has regularly held calls 
to discuss and receive updates on the ongoing 
investigations as detailed on page 26.

Where a director has a concern over any 
unresolved matter, he/she is entitled to require 
the Company Secretary to record that concern 
in the minutes of a meeting. Should the director 
later resign over the issue, the Chairman would 
bring it to the attention of the Board.

Although this has again been a full year, all 
members of the Board were and are able to 
allocate the necessary time to the company 
and its areas of business to discharge their 
responsibilities effectively.

Board committees

Standing committees of the Board have been 
established with specific responsibilities. 
They assist by monitoring and reviewing 
performance and issues in the areas within 
their respective scopes and by advising and 
making recommendations to the Board. Specific 
responsibilities have been delegated to those 
committees.
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The standing committees of the Board for the 
majority of the reporting year were:

• Audit and Risk Review

• Health and Safety

• Remuneration 

• Nomination.

Following a review of the Board’s committees, 
which took into account both the new Ofwat 
Principles and the publication of the new UK 
Corporate Governance Code by the FRC and 
best practice in corporate governance, in 
February 2019 the Board agreed to amend its 
standing committees as follows:

•  The company’s Audit and Risk Review 
committee was separated into an Audit 
Committee and a Risk Committee

•  The company’s Health and Safety 
Committee’s duties and roles were included 
within the scope of the Risk Committee’s 
terms of reference

•  The membership of all of the committees was 
reviewed and revised.

Accordingly, the company’s standing committees 
are now:

• Audit

• Risk

• Remuneration

• Nomination.

As part of the review, the Board also agreed to 
establish an Information Security Committee for 
an initial 12-month period in order to be able to 
focus on, among other matters, the company’s 
steps to implement the requirements of the  
NIS Directive, the company’s GDPR compliance 
programme and information security risk more 
generally.

Each committee has written terms of reference 
to exercise oversight on behalf of the Board 
and provide advice on its remit. These terms of 
reference are published at southernwater.co.uk/
board-committee-terms-of-reference.

Other committees are constituted if and when 
required for specific matters.

To February 2019 From February 2019

Attendance at scheduled meetings 
in 2018–19

Board 
meetings

 Audit and 
Risk Review 
Committee

Health and 
Safety  

Committee

Remuneration 
Committee²

 Nomination 
Committee³

Audit 
Committee

Risk 
Committee

Bill Tame1  (resigned 31 March 2019) 13/14 2/3 – 4/4 4/4 – –

Ian McAulay 14/14 – 1/2 – – – –

Sebastiaan Boelen  

(appointed 14 December 2018)
4/4 – – – – – –

William Lambe  

(resigned 14 December 2018)
10/10 – – – – – –

Paul Sheffield 14/14 3/3 2/2 5/5 3/4 – –

Rosemary Boot 14/14 3/3 2/2 5/5 4/4 1/1 1/1

Mike Putnam 14/14 3/3 – 4/4 3/4 1/1 1/1

Ian Francis (appointed 12 September 
2018; resigned 12 February 2019)

2/4 2/2 – – – – –

Gillian Guy  

(appointed 12 November 2018)
4/5 – – – – – 1/1

Wendy Barnes 13/14 3/3 – 4/4 3/4 – 1/1

Sara Sulaiman 14/14 3/3 2/2 4/5 4/4 1/1 –

 
Note – Attendance includes attendance in person and by phone. 
1 Although not a member of the ARRC, the Chairman attended by invitation.
2 From February 2019, the members of the Remuneration Committee were: Paul Sheffield (Chair), Rosemary Boot and Sara Sulaiman.
3 From February 2019, the members of the Nomination Committee were: Bill Tame (Chair), Paul Sheffield and Sara Sulaiman.

Attendance at Board and committee meetings
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Remuneration

The Directors’ Remuneration Report is set out  
on pages 144 to 157. 

Interests

No director declared a material interest at 
any time during the year in any contract of 
significance with the company.

Conflicts of interests

Conflicts or potential conflicts are governed 
by the Companies Act 2006. The Board does 
not have power to authorise conflicts under the 
company’s Articles of Association. If a conflict 
should arise, the conflicted director takes no part 
in discussions and may not vote on that issue.

Annual General Meeting

Southern Water Services Limited is a private 
company with single corporate ownership and is 
not required to hold an Annual General Meeting. 
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Ian McAulay
Chief Executive 
Officer

Ian joined Southern 
Water as CEO in 
January 2017 and 
was appointed to the 
Board from 1 February. 
Ian has more than 
30 years of global water and environmental 
experience and a significant record of 
achievement operating in both publicly quoted 
FTSE 100/250 companies and privately held 
enterprises. 

Ian holds an honours degree in Civil and 
Environmental Engineering and is a Chartered 
Member of the ICE and CIWEM. 

Throughout his career he has managed major 
utility, construction and consulting businesses 
in the UK, Belgium, India and the USA. He 
has enhanced this practical experience with 
professional executive education, most notably 
at Harvard Business School.

He has extensive experience in the UK regulated 
utility, construction and environmental services 
sectors, holding board positions across a broad 
range of commercial and statutory organisations. 
In his previous role he served as an executive 
director of the Pennon Group plc and chief 
executive of its subsidiary company, Viridor, one 
of the largest renewable energy and recycling 
companies in the UK.

In a non-executive capacity, he serves on the CBI 
Infrastructure Board and the Greater Brighton 
Economic Board. Ian currently chairs the Greater 
Brighton Economic Board and Infrastructure 
Panel and is a member of the CBI Infrastructure 
Board. He has also provided expert input to 
Government Review Groups and Industry 
Partnerships with particular emphasis on the UK 
skills agenda and development of future smarter 
regulation and environmental policy.

The day-to-day running of  
Southern Water is led by Ian McAulay, 
Chief Executive Officer, and the 
Executive Leadership Team, which 
reports to our Board of Directors.

Paul Sheffield
Senior independent 
non-executive 
director and  
Acting Chairman

Paul Sheffield joined 
the Board in June 2014 
and was appointed 
as Senior Independent 
Director in July 2015. Since 
1 April 2019, Paul has been acting Chairman 
following Bill Tame’s departure. He is a Fellow 
and Senior Vice President of the Institution 
of Civil Engineers and is also a member of 
the Supervisory Board of BAM Group in the 
Netherlands. Paul is also a specialist adviser 
to the Board of Manchester Airport Group, 
working on their £2 billion capital programme at 
Manchester and Stansted Airports. 

In his executive career, he spent over 32 years 
with Kier Group plc — the construction, services 
and property group. Graduating as a Civil 
Engineer in 1983, Paul spent 15 years working 
on major capital projects around the world, 
before taking responsibility for a number of 
business units within the Group. Paul was on 
the Group Board for 10 years and served as 
its chief executive officer between 2010 and 
2014. Between 2014 and 2017 he headed up the 
construction operations for the European and 
Middle Eastern business for Laing O’Rourke 
Services, delivering some of the biggest capital 
projects, such as Crossrail, Hinkley Point C 
Nuclear Power Station and major capital projects 
in the water industry.

Through his various roles in business leadership, 
Paul has gained significant experience of 
strategy, productivity innovation and efficiency 
and the vital role that ethics plays in determining 
the long term success of an organisation.

Board of directors
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Sebastiaan Boelen
Interim Chief Financial Officer

Sebastiaan joined Southern 
Water as CFO in 
December 2018 and 
was appointed to the 
Board in the same 
month.

He started his career 
with more than 10 
years in the Royal 
Navy where he attended 
the Dutch Royal Naval 
Academy, and the University of Technology Delft 
specialising in Operations (Air defence) and 
Information Technology. After completing an 
MBA at the INSEAD business school he worked 
in management consulting (McKinsey, Coopers 
& Lybrand), followed by a number of senior 
finance roles in telecoms, consumer goods, 
business services and financial services. He has 
worked for listed companies as well as private 
and private equity portfolio companies (such 
as Electricity NorthWest, previously a division 
of United Utilities). He has lived and worked in 
the Netherlands, France, Switzerland, Belgium, 
Luxembourg and the UK.  

Rosemary Boot
Independent non-executive director

Rosemary Boot joined the 
Board in March 2015. 
She was appointed 
Interim Chair of 
the Audit and Risk 
Review Committee 
on the resignation 
of Ian Francis in 
February 2019. She 
had previously served as 
Chair of the Audit and Risk 
Review Committee from July 2017 to September 
2018 and as Interim Chair from March 2017. 

Rosemary is a non-executive director of Impact 
Healthcare REIT plc, a UK care home real estate 
investment trust that is listed on the London 
Stock Exchange. In May 2019, she was appointed 
as a non-executive director of Urban&Civic plc, a 
London Stock Exchange listed master developer. 
She is also a Trustee of Green Alliance, the 
environmental think tank.

Previously Rosemary was the chief financial 
officer of Future Cities Catapult, one of a 
network of technology and innovation centres 
established by the UK Government. She has 
also worked at Circle Housing Group and was 
involved in setting up the government-owned 

Low Carbon Contracts Company and Electricity 
Settlements Company.

From 2001 to 2011 she was group finance 
director of the Carbon Trust, the independent 
company set up in 2001 to work with business 
and the public sector to accelerate the move to 
a sustainable, low carbon economy. Prior to that, 
she worked for 16 years as an investment banker, 
primarily advising large listed UK companies on 
mergers and aquisitions.

Mike Putnam
Independent non-executive director

Mike Putnam joined the 
Board in September 2017.

A Chartered Engineer 
and a Fellow of both 
the Institution of 
Civil Engineers and 
Royal Institution of 
Chartered Surveyors, 
Mike has over 25 years’ 
experience leading and 
managing multiple businesses 
across development and construction.  
He is known for his values-based approach 
to leadership. Mike has since successfully 
transitioned to a plural career with a portfolio of 
Non-Executive Directorships, including currently 
serving on the boards of Network Rail, Arcadis 
NV and Bazalgette (Tideway) Tunnel Ltd.

Mike was President and CEO of Skanska UK 
between 2009 and 2017, responsible for a 
business with circa £1.8 billion revenues and 
6,000 employees. Prior to this, he was Executive 
Vice President and main Board Director from 
2001, as well working across the group as a non-
executive director on some of the international 
boards. Throughout Mike’s career he has been 
closely involved with the successful delivery of 
many high-profile projects and programmes.

Externally, Mike has been very active on the 
built environment change agenda, working 
with government and industry as a member 
of the Construction Leadership Council on 
the Industrial Strategy & Sector Deal. He has 
also been chair of the Green Construction 
Board; a member of the CBI Construction 
Council, influencing the future direction of the 
industry and linking into Government; and a 
non-executive director of the Association of 
Consulting Engineers.

With proven all-round business and operations 
capability, Mike has particular strengths in: 
strategy development and deployment; results 
delivery; inclusive people and values-based 
leadership and transformational change.
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Gillian Guy CBE
Independent non-executive director

Gillian joined the Board in 
November 2018. Since 
July 2010, she has 
been Chief Executive 
Officer of the 
independent charity 
Citizens Advice. She 
is also currently Chair 
of the UK Finance 
Consumer Advisory 
Group and a member of the 
Banking Standards Board. 

Gillian is a lawyer and spent 11 years as Chief 
Executive Officer of the London Borough of 
Ealing, before becoming Chief Executive Officer 
of Victim Support. She served as a non-executive 
board member and Chair of the Audit Committee 
of the National Audit Office and a non-judicial 
member of the Sentencing Council for England 
and Wales. Gillian was awarded a CBE in the New 
Year’s Honours list in 2015.

Wendy Barnes
Non-executive director

Appointed to Southern 
Water in September 
2017, Wendy, a 
portfolio non-
executive and 
an independent 
consultant in cyber 
security, has wide 
experience in utilities, 
security and defence 
sectors. Having started  
her career as a statistician with British Nuclear 
Fuels, Wendy went on to have an executive career 
in customer service and business development 
with United Utilities. 

In recent years, Wendy has been a non-executive 
director in the Ministry of Defence, government 
security departments, Met Office, Ofwat and the 
National Crime Agency. She is currently a non-
executive director at OCS Group, BMT Group 
and Scottish Power Networks and an Associate 
Director of Templar Executives. Wendy has 
chaired, and been a member of, several audit and 
remuneration committees and has a particular 
focus on developing risk management and good 
governance, as well as helping organisations take 
on change in challenging environments. 

In 2011–12, Wendy was a Director General in 
the Department of Energy and Climate Change 
(DECC) where she was responsible for Corporate 
Services and legacy nuclear policies. 

Wendy runs a consultancy business with her 
husband, and is also a non-executive director of 
Chester Cathedral Enterprise Board and Finance 
Committee.

Sara Sulaiman
Non-executive director

Appointed in September 
2017, Sara Sulaiman is 
an Executive Director 
of JP Morgan Asset 
Management.

Before joining JP 
Morgan, Sara was an 
investment director at 
Arle Capital Partners, a 
London based mid-market 
private equity firm. Prior to that 
she worked on corporate finance transactions 
both within Simmons & Company International, a 
specialist energy investment bank, and KPMG’s 
Global Infrastructure and Projects Group (within 
the Energy & Natural Resources team).

Sara started her career in industry working as 
a finance analyst in Petroleum Development 
Oman and Shell Chemicals in London. She 
holds a Bachelor of Arts in Economics from 
Yale University, an MPhil in Economics from the 
University of Cambridge, and is an Associate 
of the Chartered Institute of Management 
Accountants.

In addition to her board role on Southern Water, 
Sara currently serves as a non-executive 
director on the holding companies of Nortegas, 
a Spanish gas distribution business and North 
Sea Midstream Partners, a gas transport and 
processing business in the UK. 

Richard Manning
General Counsel and Company Secretary

Richard joined Southern 
Water in July 2018 as 
General Counsel and 
Company Secretary.

Over the past thirty 
years, he has held 
similar roles in a 
number of listed and 
private companies 
and brings extensive 
experience of legal, company 
secretarial and governance matters. He holds 
a law degree and an MBA and is a qualified 
solicitor.
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Other Board members who served in 2018–19 were:

Bill Tame – Chairman

Bill Tame joined the Board in January 2015 and was appointed as the company’s Chairman on 1 March 
2017 until his resignation as a director on 31 March 2019.

William Lambe – Chief Financial Officer

William Lambe joined the Board in May 2016 as Chief Financial Officer. He served on the Board until his 
resignation as a director on 14 December 2018.

Ian Francis – Independent Non-Executive Director and Chair of the Audit and Risk Review Committee

Ian Francis joined the Board in September 2018 and resigned in February 2019. During this period Ian 
was Chair of the Audit and Risk Review Committee.

Executive Leadership Team

As of 31 March 2019, the Executive Leadership Team consisted of:

Ian McAulay  Chief Executive Officer, Member of Excom

Sebastiaan Boelen Interim Chief Financial Officer (appointed 14 December 2018) ,  
   Member of Excom

Rob Barnett  Managing Director, Member of Excom

Richard Manning General Counsel and Company Secretary (appointed 24 July 2018),  
   Member of Excom

Simon Oates  Director of Corporate Strategy and Regulatory Affairs

Craig Lonie  Director of Strategy and Regulation

Alison Hoyle  Director of Risk and Compliance 

Helen Simonian  Director of Wholesale Water Services 

Simon Parker  Director of Wholesale Wastewater Services 

Jamie Ford  Director of Customer and Commercial Services 

Neil Colman  Director of Engineering and Construction 
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Message from the Interim Chair

As detailed earlier in the 
report, towards the  
end of the financial  
year the Board 
agreed to split the 
responsibilities of 
the Audit and Risk 
Review Committee 
into separate Audit and  
Risk committees in order 
to give enough time  
to their respective oversight 
roles as we head into the next business plan 
period 2020–25. 

As the Interim Chair of the Audit Committee,  
I am a member of the Risk Committee. 

During the year, Ian Francis took over as Chair 
of the Audit and Risk Review Committee before 
stepping down when it became clear that the 
ongoing time commitment was incompatible with 
his other roles and requirements. I am currently 
Interim Chair of the Audit Committee, pending 
the recruitment of a new independent non-
executive director as Audit Committee Chair. 

It was again a busy year for the Audit Committee 
and its predecessor, the Audit and Risk 
Committee. Following the oversight by the 
committee last year on the changes to improve 
our non-financial information and reporting, 
the committee has focused on the regular 
monitoring of the ongoing improvements being 
made to the processes and systems. We are 
making good progress towards having the 
confidence that we and all our stakeholders 
need in the quality of our non-financial reporting. 
The committee has also overseen and approved 
the Data Assurance summary which details our 
assurance processes and actions, together 
with our Final Assurance plan, which both 
respond directly to Ofwat’s status assessment 
of the company as 'prescribed' in the Company 
Monitoring Framework. We were pleased to hear, 
in March 2019, from the company’s non-financial 
assurers that significant progress has been made 
against the improvement plan for non-financial 
reporting.

Recognising the challenges faced by the 
company, we have received updates on 
progress of specific transformation programmes, 
including water and wastewater, culture and the 
implementation of the modern compliance and 
resilience framework. We have been updated 
on the company’s action plans and the Ofwat 
investigation findings along with the accounting 
for the reparation package disclosed on page 26 
as well as the Environment Agency investigation 
and the associated accounting considerations. 
We will monitor progress and performance 
against these in the coming year. 

Looking forward, the Audit Committee 
will continue to focus on the company’s 
transformation programmes and action plans, 
including the refresh of the company’s Speak Up 
process, as well as internal controls, financial and 
non-financial reporting, compliance and internal 
and external audit.

Rosemary Boot 
Interim Chair of the Audit and Risk Review 
Committee 

Audit and Risk Committee  
and the Audit Committee
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Introduction

This report describes the role of the Audit 
and Risk Review Committee (ARRC) and, from 
February 2019, the Audit Committee, and the 
work undertaken during the year.

As reported earlier, the Board agreed to amend 
the structure of its Board committees and as 
part of this decision, the Audit and Risk Review 
Committee was split into a separate Audit 
Committee and Risk Committee. The principal 
changes are detailed below:

•  Removal of the responsibility for oversight  
of the company’s risk appetite, risk 
monitoring and reporting

•  Explicit inclusion of the role of the oversight  
of the effectiveness of internal controls 
around non-financial reporting

•  Explicit inclusion of the associated external 
assurance processes of internal controls 
around non-financial reporting

• Monitoring the Speak Up reporting.

Following his appointment in September 2018, 
Ian Francis served as the Chair of the ARRC, 
replacing Rosemary Boot, who had been 
serving as the Chair since July 2017. After Ian 
Francis’ resignation in February 2019, Rosemary 
was appointed as the Interim Chair. The other 
members of the ARRC were all non-executive 
directors. The number of meetings and 
attendance of the ARRC is shown on page 129.

In addition, it was agreed that the following 
would be members of the Audit Committee, and 
their attendance at meetings held during the 
year is also shown below. 

Attendance at scheduled meetings of the Audit 
Committee:

Under the terms of reference of the Audit 
Committee, all members must be non-executive 
directors and a majority must be independent 
non-executive directors. At least one member 
must also be a member of the Risk Committee.

The terms of reference of the Audit Committee 
are published at southernwater.co.uk/about-
us/about-southern-water/our-business/our-
governance.asp.

Work of the ARRC and Audit 
Committee during 2018–19

Throughout the year, the committee received 
regular updates on financial reporting, risk, 
internal audit and the company’s regulatory 
framework. The committee also focused on 
non-financial reporting process improvements, 
receiving regular updates on the development 
of, and performance against, the improvement 
plan.

The Chairman of the Board, Chief Executive 
Officer, Chief Financial Officer, Director of 
Compliance and Asset Resilience (now Director 
of Risk and Compliance) and the Head of Audit 
and Risk (now Head of Audit) were invited to 
all meetings of the ARRC and were usually in 
attendance. In addition, key members of the 
finance team and the external auditor were 
invited to the ARRC meetings, excluding the 
annual risk review. Other members of senior 
management were also invited to attend when 
necessary or appropriate. Following the creation 
of the separate Audit Committee, it is anticipated 
that the Chief Executive Officer, Chief Financial 
Officer, Director of Risk and Compliance 
and Head of Internal Audit will be regular 
attendees at committee meetings, in addition 
to the external auditor and the non-financial 
information assurance providers.

The ARRC had and the Audit Committee has 
access to the services of the Head of Audit, the 
Company Secretary and external professional 
advisers to assist it in performing its duties.

During the year the work of the ARRC and Audit 
Committee focused on the following key areas:

•  The company’s annual and interim financial 
statements and going concern and viability 
statements

•  The impact of the implementation of IFRS 15 
and IFRS 9 

•  Non-financial regulatory reporting and 
improvements in processes and controls, 
including oversight of external assurance

• Internal controls

• Corporate governance matters

Audit Committee attendance in 2018–19

Rosemary Boot (Interim Chair) 1 / 1

Mike Putnam 1 / 1

Sara Sulaiman 1 / 1

Note – Attendance includes attendance in person and by 
phone.
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• Internal audit reports and plans

•  Areas of risk, risk management and risk 
appetite (ARRC – now within the remit of the 
Risk Committee)

• Oversight of internal and external audit

•  Compliance with the company’s legal and 
regulatory obligations, including payment 
practices reporting and the Criminal Finance 
Act 2018

• Water and wastewater regulatory compliance

• Speak Up

• Transformation programmes

•  Ongoing Ofwat investigation as well as the 
Environment Agency investigations and the 
associated accounting considerations

•  The company’s information governance, 
including GDPR and the NIS Directive (now 
Information Security Committee)

•  The level of non-audit fees paid to the 
external audit firm.

Due to the amount of data held by the company 
on its customers in particular, the governance 
of information by the company and the security 
of that information was a key area of focus 
for the committee during the year. As such 
the committee reviewed both the company’s 
compliance with the requirements of the EU 
General Data Protection Regulation and the 
NIS Directive and cyber and IT controls more 
generally. This oversight is now provided by the 
Information Security Committee.

The committee has spent significant time 
considering the company’s plans to address 
those matters that have contributed to the legacy 
issues. The committee has received regular 
updates on the transformation programmes 
driving the required change, with particular 
updates on water and wastewater compliance, 
culture and the implementation of the modern 
compliance framework and new code of 
conduct. The company’s non-financial assurers 
have reported regularly to the committee on 
the company’s improving performance, having 
previously reported on matters that needed to 
be addressed. 

The Chair of the ARRC reported to the Board 
those matters reviewed and discussed by the 
committee at its previous meeting.

Financial statements

The Audit Committee received and reviewed 
the financial statements, including the key 
areas of judgment and estimation uncertainty 
set out in note 2 and the external audit report 
from Deloitte regarding the year-end financial 
statements, considering any items of significant 
judgment that have been made and comments 
on the control environment, including general 
IT controls, and contingent liabilities, before 
making a recommendation to the Board to 
approve the annual results. There were no 
significant issues to be addressed.

Our Ofwat performance 
commitments

We appoint an external non-financial assurer 
to independently confirm our non-financial 
reporting to Ofwat and that we have a 
robust system of internal controls in place 
for non-financial regulatory reporting, such 
that information in the Annual Report fairly 
represents the company’s progress and delivery 
of its promises. The assurer attends the Audit 
Committee and reports formally its results of 
its assurance. Following the assurer’s report 
last year, management has implemented a 
number of changes to people, process and 
systems to strengthen our regulatory reporting. 
As recognised earlier in this annual report, 
significant improvements have been made to 
our regulatory reporting and will continue to be 
made in the coming year. 
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Internal controls

The ARRC received and the Audit Committee 
receives regular reports from Internal Audit 
in respect of its work on internal controls and 
reviews any internal control findings identified by 
the external auditor. The committee keeps under 
review the company’s internal financial controls 
systems that identify, assess, manage and 
monitor financial risks along with other internal 
control and risk management systems.

The committee also receives a regular report of 
any incidents of fraud or bribery, including the 
actions taken to investigate and respond to the 
incidents and information on potential incidents 
of wrongdoing under investigation. 

The committee also receives updates on 
matters identified via the company’s Speak Up 
policy. The Audit Committee has reviewed the 
adequacy of the company’s procedures for its 
employees and contractors to raise concerns  
in confidence about possible wrongdoing and  
as a result a number of improvements will be 
made to the company’s arrangements in line  
with best practice informed in part by 
involvement with the Institute of Business Ethics. 
The company’s Speak Up process is being 
refreshed in 2019–20.

There were no material incidents reported via 
Speak Up during the year. 

Throughout the year, the committee has 
received progress reports and independent 
assurance of the improvement programmes 
in respect of the company’s non-financial 
reporting. This has included details of end to 
end reviews of the company’s key reporting 
processes and maturity of management controls 
across all three lines of defence. Further details 
of our internal control framework, including 
the main features of our internal control and 
risk management systems, can be found in the 
Annual Report on page 103. 

Oversight of internal audit  
and external audit

The ARRC was and the Audit Committee is 
responsible for overseeing both the work of the 
Internal Audit function and for the management 
of the relationship with the external auditor and 
external non-financial assurer. The committee 
reviews the performance of both the internal 
and external auditors on an annual basis to 
ensure that they remain effective. The ARRC/
Audit Committee also provides the Board with 
its recommendation on whether the external 
auditor should be reappointed.

The ARRC held discussions with both the internal 
and external auditors and the external non-
financial assurers in the absence of management 
and the Audit Committee will continue this 
practice.

Internal audit

The Head of Internal Audit and the team report 
on a day-to-day basis to management on the 
effectiveness of the company’s systems of 
internal controls and the adequacy of these 
systems to manage business risk and to 
safeguard the company’s assets and resources. 

The work of Internal Audit was reported to the 
ARRC on a regular basis throughout the year 
and will continue to be reported to the Audit 
Committee. The reports from Internal Audit are 
a key element of the assurance received by the 
committee on the company’s risks and controls. 
If changes are required to internal audit action 
dates for medium and high actions, the action 
owners are required to attend the committee and 
explain why such changes are required and to 
seek the Committee’s approval.

The committee reviews, at least annually, the 
level of resources and the budget of the Internal 
Audit function. The Head of Internal Audit is 
free to raise any issues with the committee or its 
Chair at any time during the year.

Risk and Compliance

The company’s Risk and Compliance function, 
previously Compliance and Asset Resilience 
function, provided regular reports to the 
committee throughout the year in respect of the 
company’s processes and controls and its work 
on assurance of the company’s non-financial 
data as part of an overall improvement plan.
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Risk

Whilst the Board is ultimately accountable for 
ensuring that risks are managed effectively 
across the company and for maintaining robust 
systems of risk management and internal 
control, the ARRC was also responsible for the 
robust assessment of the principal risks facing 
the company, monitoring its risk management 
and internal control systems and testing of 
effectiveness.

During the year the ARRC considered and 
recommended to the Board, the approval of the 
company’s risk appetite statements.

The ARRC undertook and the Audit Committee 
undertakes, on behalf of the Board, ongoing 
performance monitoring of the systems of 
internal control to ensure they are effective and 
performing as expected. 

The ARRC received and reviewed a risk update 
report three times in the year. In addition, the 
committee held one meeting, which focused 
extensively on risk. This meeting was held on 
24 September 2018 and included a review 
of the company’s risks and a deep-dive into 
wastewater regulatory compliance. The meeting 
also received a report on the company’s 
information governance (including GDPR and 
NIS Directive compliance) and a report on IT 
business continuity.

Following the committee changes agreed in 
February 2019, the Risk Committee took over 
responsibility for advising on risk appetite, 
tolerance and strategy and keeping under 
review the company’s risk assessment 
processes, parameters and monitoring. The Risk 
Committee report can be found on page 141.

The Audit Committee is responsible for 
supporting the Risk Committee’s work in 
overseeing and challenging the effectiveness of 
Southern Water’s approach to risk management. 
Key responsibilities of the two committees 
include:

 –   The Risk Committee ensures the 
Board receives appropriate assurance 
that the systems of risk management 
are operating effectively, and that all 
significant failings and weaknesses and 
principal risks have suitable management 
activities in place to rectify and/or remain 
within defined risk appetite

 

 –   The Audit Committee has responsibility 
for monitoring the effectiveness of the 
company’s systems of internal controls 
and for endorsing an internal audit 
plan that is informed by principal risk 
exposures, including overseeing targeted 
reviews of key risk and control areas

 –   The Audit Committee is responsible for 
maintaining an assurance landscape 
that has integrity, independence and 
reliability.

External auditor

Deloitte LLP was appointed as the company’s 
auditor for the year ended 31 March 2012, 
following a tendering process carried out in 2011. 

The ARRC considered and the Audit Committee 
continues to review the auditor’s effectiveness 
each year and would report to the Board 
any concerns over the auditor’s continuing 
appointment.

The current audit partner, Anthony Matthews, 
rotated onto the audit for the 2016–17 Annual 
Report.

An annual review of the external auditor’s 
independence and objectivity within the context 
of the applicable regulatory requirements and 
professional standards is undertaken. This 
includes an assessment of the impact of any 
non-audit work carried out by the audit firm on 
the auditor’s independence and objectivity. The 
committee monitors the ratio of audit fees to 
non-audit fees and approved non-audit services 
and fees paid to Deloitte during 2018–19. Under 
the Southern Water Code of Board leadership, 
transparency and governance, the external audit 
contract will be put to tender at least every 10 
years. A tender process would also be initiated 
if there were any concerns about the quality of 
the audit or the independence and objectivity of 
the auditor. There are no contractual obligations 
that act to restrict the Board’s choice of external 
auditor, although the Board is mindful of non-
audit services currently being undertaken by 
other potential external audit providers. The next 
tendering exercise is expected to take place in 
respect of the year ending March 2022.

Details of the amounts paid to Deloitte for these 
services are provided in note 6 to the financial 
statements.
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Message from the Chair

The health and safety of the 
company’s workforce, 
its contractors and 
all who come into 
contact with our 
activities is a priority 
for the company. 
This extends not 
only to ‘traditional’ 
workplace activities and 
interventions to minimise 
and, where possible, remove risk of accidents, 
but also includes a commitment by the company 
to improving the mental and non-physical 
wellbeing of its workforce. We welcomed the 
company’s new Head of Health, Safety, Security 
and Wellbeing, who is bringing his knowledge 
and perspective into the organisation, and 
invited him to provide his observations and 
any feedback during his initial months in the 
business. The committee met throughout the 
year to review the strategic approach to safety, 
health and wellbeing and I have been pleased to 
see that our performance remains in the upper 
quartile when compared with our peer group. 
We decided during the year to subsume this 
committee into the wider Risk Committee but the 
importance of health and safety will continue to 
be an area of key focus for the company.

Paul Sheffield
Chair of the Health and Safety Committee

Prior to the committee changes agreed in 
February 2019, the Health and Safety Committee 
was responsible for reviewing and advising on 
the company’s health and safety policy and the 
implementation of, and compliance with, agreed 
policies, applicable guidance and standards. 
The Health and Safety Committee reviewed 
incident and accident prevention performance 
and policies and any other matters assigned by 
the Board.

The Health and Safety Committee’s role was 
included in the remit of the Risk Committee 
following the establishment of the Risk 
Committee in February 2019.

During the year, the committee received reports 
on the company’s health and safety performance 
including significant near misses, lost time 
and non-lost time injuries and accidents and 
incidents. New reporting metrics were adopted 
by the company, with the Head of Health, Safety 
and Wellbeing introducing an injury-weighted-
index and assurance strategy to further 
strengthen the company’s monitoring of risk and 
performance. The committee received updates 
on safety improvements introduced following 
serious incidents as a result of lifting operations. 
Furthermore, the committee discussed plans for 
improvement of the management of health and 
safety as well as employee physical and mental 
wellbeing.

The members of the Health and Safety 
Committee were Paul Sheffield (Chair of the 
Committee), Ian McAulay, Rosemary Boot and 
Sara Sulaiman. 

The Health and Safety Committee met on two 
occasions in 2018–19 and details of attendance 
are provided on page 129.

Health and Safety Committee
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Message from the Chair

I am pleased to have 
been appointed as 
the Chair of the 
newly constituted 
Risk Committee 
following the 
review of the 
company’s 
corporate governance 
arrangements in early 
2019. It is intended that this 
new committee will review both the external 
and internal environment to ascertain what 
should be viewed as a risk following which the 
committee will then make recommendations to 
the Board in terms of risk appetite, tolerance 
and strategy. It is important to have such a 
dedicated forum to enable appropriate focus 
to be given to the risks faced by the company, 
particularly given the complex regulatory, 
legal, economic and political environment in 
which Southern Water operates. In addition, 
the committee continues the work of the 
Health and Safety Committee with its focus 
on health and safety. The committee will also 
monitor the company’s developing resilience 
action plan.

Mike Putnam
Chair of the Risk Committee

Risk Committee 

With the separation of the Audit and Risk 
Review Committee, the Risk Committee was 
established in February 2019. This followed a 
review of the company’s corporate governance 
arrangements and structures, which took into 
account the changes in the UK Corporate 
Governance Code, Ofwat’s Principles 
and practice in the water sector and other 
industries.

It was agreed that the Risk Committee would, 
primarily, be responsible for considering what 
in the external or internal environment could 
impact the company’s activities and should 
therefore be viewed as a risk. Once identified 
the committee will make a recommendation 
to the Board concerning the Board’s appetite, 
tolerance and strategy in terms of the risk. The 
role of the Risk Committee is to ensure that the 
internal controls act as appropriate mitigation 
for the relevant risk(s). Due to the inevitable 
overlap in some areas, the Audit and Risk 
committees work together to ensure that all 
matters are addressed properly. To reinforce 
this collaboration, the terms of reference of the 
Risk Committee require at least one member 
of the committee to also be a member of the 
Audit Committee and the Audit Committee’s 
terms of reference have an equivalent 
provision.

Due to the importance of health and safety 
and the interplay with risk, it was considered 
appropriate to also include oversight of health 
and safety within the committee’s terms of 
reference. The separate Information Security 
Committee was established to monitor 
and advise on NIS, GDPR, cyber risk and 
information security more generally. 
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The role of the Risk Committee is to:

•  advise the Board on the company’s overall 
risk appetite, tolerance and strategy

•  oversee and advise the Board on current 
risk exposures

•  keep under review the company’s risk 
assessment procedures, the parameters 
used and reporting

•  review the company’s capability to identify 
and manage new risks

•  review reports on material breaches of risk 
limits

•  review and monitor developments 
in environmental standards, law and 
regulation and make appropriate 
recommendations to the Board

•  review and advise on the company’s health 
and safety policy, guidance, standards and 
culture

•  review the company’s risk management 
processes and controls.

In addition, it was agreed that the following 
would be members of the Risk Committee,  
and their attendance at meetings held during 
the year is also shown below. 

Attendance at scheduled meetings: 

Under the terms of reference of the Risk 
Committee, all members must be non-
executive directors and a majority must be 
independent non-executive directors. At least 
one member must also be a member of the 
Audit Committee.

The terms of reference of the Risk Committee 
are published at southernwater.co.uk/board-
committee-terms-of-reference

During the year, the committee met once 
following its establishment in February 2019. 
The committee received reports on health, 
safety, security and wellbeing as well as an 
update on the company’s risk management 
and risk governance. The committee also 
approved the company’s risk plan for 2019–20.

Risk Committee attendance in 2018–19

Mike Putnam 1 / 1

Rosemary Boot 1 / 1

Gillian Guy 1 / 1

Wendy Barnes 1 / 1

Note – Attendance includes attendance in person and by 
phone.
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Message from the Chair

 
There have been  
significant changes in 
the composition of the 
Board during the year 
and, accordingly, 
the Nomination 
Committee has 
been busy in the 
search for new non-
executive directors. This 
included an assessment of 
the skills and experience present on the Board 
and additional areas of expertise that would 
be desirable in a new non-executive director 
appointment. In addition, the search for a 
replacement Chairman following the resignation 
of Bill Tame has and continues to occupy the 
committee’s agenda.

Paul Sheffield
Chair of the Nomination Committee

Nomination Committee 

The Nomination Committee is responsible for 
reviewing the structure, size and composition 
of the Board and evaluating the balance of 
independence, skills, experience, knowledge 
and diversity. It prepares descriptions of roles, 
specifies the capabilities required and leads 
the process for identifying and nominating 
candidates for the approval of the Board. 

In February 2019, the Nomination Committee 
adopted new terms of reference following 
a review of its previous terms of reference 
against best practice and the UK Corporate 
Governance Code. It was also agreed to 
amend the membership of the committee to 
be Bill Tame (Chair) (until 31 March 2019), Paul 
Sheffield (senior independent non-executive 
director, Acting Chair from 1 April 2019) and 
Sara Sulaiman. Previously, the committee was 
chaired by Bill Tame and the senior independent 
non-executive director and all non-executive 
directors were members. 

The committee’s terms of reference require 
all members to be non-executive directors, a 
majority of whom must be independent non-
executive directors.

There were a number of changes in the Board’s 
composition during the year. The Nomination 
Committee led the search for the non-executive 
directors recruited during the year, supported 
by Russell Reynolds Associates and Ridgeway 
Partners. This process involved the assessment 
of the skills and experience required by the 
Board, the importance of diversity on the Board 
and the preparation of a candidate specification, 
followed by meetings between candidates and 
the Board members, key executives and the 
company’s shareholders. The candidates also 
meet with Ofwat prior to appointment.

Following the departure of Bill Tame on  
31 March 2019, taking account of the fact that  
the Nomination Committee had only two 
members, Paul Sheffield has led the search for  
a replacement on behalf of the full Board.

The Nomination Committee met on four 
occasions in 2018–19 and details of attendance 
are provided on page 129.

The terms of reference of the Nomination 
Committee are published at southernwater.
co.uk/board-committee-terms-of-reference.
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This report details the activities of 
the Remuneration Committee for the 
period to 31 March 2019. It sets out the 
remuneration policy and remuneration 
details for the executive and non-
executive directors of the company. 

It has been prepared in accordance with our Code, the 
guidance issued by Ofwat in Regulatory Accounting 
Guidance (RAG) 3.11 and, where relevant for a non-listed 
company, has taken into account the requirements of 
the Companies Act 2006 and the Large and Medium-
sized Companies and Groups (Accounts and Reports) 
Regulations 2008.

Chairman’s annual statement 

I am pleased to present the Remuneration Committee’s 
report for the year to 31 March 2019.

The key purpose of the Remuneration Committee is 
to develop and implement incentive and retention 
structures that allow Southern Water to drive performance 
improvement, align our employees to deliver the 
outcomes and expectations of our customers and  
create value for our shareholders. 

Summary of the year 

During the year, Ofwat consulted on executive 
remuneration and we have committed to fully comply with 
their requirements.

We have committed to adopt the expectations on 
performance related pay for 2020–25 as set out in Ofwat’s 
‘Putting the sector in balance’ to include:

•  visibility and evidence of substantial linkage of 
executive remuneration to delivery to customers

•  clear explanation of stretching targets and how they 
will be applied

•  clearer explanation of how the policy will be rigorously 
applied and monitored

•  commitment to report how changes, including the 
underlying reasons, are signalled to customers

•  commitment to publish the executive pay policy for 
2020–25 once it has been finalised.

In addition, the terms of reference were fully reviewed 
and updated to ensure that they remain appropriate. 
Remuneration Committee membership was also reviewed 
and the committee maintains a majority of independent 
non-executive directors. 
 
 
 

Remuneration outcomes  
for the year 2018–19 

2018–19 has been a watershed year for the company – 
one in which we have addressed various legacy issues of 
the past whilst putting together a challenging business 
plan for the future. The executive team in place for the 
year under review has been dealing with both of these 
issues, whilst also focusing on improving the day-to-
day performance of the business. Whilst the significant 
penalties that the company is now facing to remedy past 
performance is a reality, the executive and leadership 
team have been chosen and tasked with identifying 
and remedying the past whilst setting a new course for 
the future. They have all been selected for these roles 
since the start of 2017 and have not been involved in the 
historic performance issues reported on elsewhere in this 
document. The Remuneration Committee has been very 
mindful of ensuring their performance is assessed and 
measured against this background and the performance 
metrics used for both 2018–19 and 2019–20 reflect this.

As such, the performance of the executive in leading 
this change measured against the key targets set at the 
outset of the year has resulted in a contribution of 66.3% 
of maximum available target for in-year performance 
and 54% of maximum available target for the long-term 
performance metrics. Under the incentive scheme, the 
bonus is paid into the deferred Incentive and Retention 
Plan pool for distribution in accordance with the 
methodology explained on page 152 of this report.

Remuneration for 2019–20

For the next financial year, our response and commitment 
to Ofwat’s executive remuneration consultation will be 
put into practice. This will be achieved by setting even 
more stretching targets that deliver quality outcomes for 
customers. We have reviewed base pay for the Executive 
team which will be in line with the inflationary increase 
awarded for other staff although it is worthy of note that 
the CEO has proposed not to accept this increase and the 
committee has decided to accept his decision. 

The Remuneration Committee of Southern Water takes 
the views of customers, shareholders and regulators 
seriously and is committed to listening to the opinions 
of all of our stakeholders. I would like to take this 
opportunity to thank those of you who have taken the 
time to provide valuable input for the committee. 

Paul Sheffield
12 July 2019

Directors’ Remuneration Report
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Committee activities and 
membership for the year 

The table below sets out the members of the 
Committee for the year, attendance at meetings 
and the key activities undertaken at each 
meeting. 

As part of the Board’s review of its corporate 
governance arrangements, the Remuneration 
Committee carried out a review of its terms 
of reference and membership. In particular, 
the committee considered the publication of 
the revised UK Code in July 2018 and Ofwat’s 
revised Board leadership, transparency and 
governance principles as well as other best 
practice and guidance in the area of executive 
remuneration. Accordingly, in February 2019, it 
was agreed to implement the revised terms of 
reference and membership based on the output 
of the review of corporate governance. As such 
the members of the committee from February 
2019 are Paul Sheffield (Chair), Rosemary Boot 
and Sara Sulaiman.

The Remuneration Committee 
has the responsibility for setting 
the remuneration policy and 
structure of the executive directors 
and senior management. 

It is also responsible for setting the remuneration 
of the Chairman. The Committee has defined 
terms of reference, which are published at 
southernwater.co.uk/board-committee-terms-
of-reference

We recognise that the independent non-
executive directors have an important role to play 
in determining and challenging remuneration 
policy and practice. In order to reflect this, the 
independent non-executive directors represent 
a majority on the committee.

Only committee members are entitled to 
attend meetings, with the Managing Director 
(accountable for People) and the Chief Executive 
Officer attending by invitation. The Company 
Secretariat acts as secretary to the committee. 

No attendee participates in discussions 
regarding their own remuneration.

The Remuneration Committee  
of Southern Water

Members
Meeting 1

24 April 2018
Meeting 2

24 May 2018
Meeting 3

25 September 2018
Meeting 4

28 November 2018
Meeting 5

26 February 2019

Paul Sheffield (Chair) ● ● ● ● ●

Bill Tame ● ● ● ● n/a

Rosemary Boot ● ● ● ● ●

Mike Putnam ● ● ● ● n/a

Sara Sulaiman ● ● ● Apologies ●

Wendy Barnes ● ● ● ● n/a

Key activities undertaken:   ●   2017–18 
Management 
corporate 
objectives 
outturn 

 ●   2018–19 
Management 
corporate 
incentive targets 

 ●   2017–18 
Management 
corporate 
objectives outturn

 ●   CEO and 
Executive Team 
remuneration 
review

 ●   2018–19 
Management 
corporate 
objectives

 ●    Non-executive 
director fees

 ●   2019–20 
Executive  
Bonus targets

 ●   Remuneration 
strategy

 ●   2018 Gender  
Pay Gap Report

 ●   2019–20  
Bonus KPIs
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Remuneration policy (unaudited)

Purpose

The remuneration policy of SWS applies to all its 
employees. The Board of Directors has adopted 
the remuneration policy at the recommendation 
of the Remuneration Committee. The policy 
applies to remuneration earned from 1 April 2018.

Providing transparent alignment 
between performance-related pay 
and quality customer outcomes

The policy reflects the Board’s commitment 
to being open and transparent in respect of 
executive pay. In line with the expectations 
set out in Ofwat’s ‘Putting the sector back in 
balance’ the Board has also committed during 
the year to ensuring that performance related 
executive pay has a clearer alignment to 
delivering in the interests of customers as well 
as providing sustained and long-term value 
creation for shareholders by:

•  setting stretching performance targets that 
are based on the performance ambitions set 
out in our business plan 

•  ensuring that targets and metrics have 
a substantial and demonstrable link to 
stretching performance delivery and quality 
outcomes that align with the interests of 
customers 

•  transparently reporting how performance 
related executive pay is linked to the 
underlying performance of the company 

•  embedding behavioural competence built 
around company values to underpin the 
cultural change and instil a way of working 
that will increase employee engagement and 
therefore productivity

•  ensuring employees feel encouraged to 
create sustainable results and that a clear link 
exists between customers, shareholders and 
employees’ interests

•  aligning pay to the market-median position, 
recognising the need, from time to time, to 
implement specific arrangements for certain 
individuals

•  ensuring employees are offered a 
competitive and market median-aligned 
remuneration package, which balances the 
fixed and variable remuneration components 
according to job role

•  ensuring that SWS is able to attract, develop 
and retain high-performing and motivated 
employees in a competitive market.

The table on page 149 summarises the elements 
of our executive directors’ remuneration 
package and our policy for each item. 
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Governance, risk management  
and rigorous application

The Board applies sound and effective risk 
management principles to ensure that the policy 
is rigorously monitored and applied through:

•  the application of good corporate 
governance by taking into account regulatory 
requirements and, among others, the UK 
Corporate Governance Code and any 
corporate governance principles issued by its 
regulator, Ofwat, from time to time, as well as 
compliance with the Southern Water Code 

•  a stringent governance structure for setting 
relevant and stretching goals, which 
are aligned to customer outcomes, and 
communicating these goals to employees

•  clear alignment with our business strategy, 
company values, key priorities and long-term 
goals

•  the Remuneration Committee consists of two 
independent non-executive directors and 
one non-executive director, which avoids any 
conflicts of interest and aligns the principle of 
protection of customers and investors

•  a commitment to the transparent reporting 
of executive pay within our Annual Report 
and Accounts, and any other channels as 
appropriate

•  a commitment to transparently report 
any changes to the policy, including the 
underlying reasons, within the Annual Report 
and Accounts, and any other channels as 
appropriate

•  an annual review of the constitution and 
terms of reference of the Remuneration 
Committee to maintain its operational 
effectiveness and publishing these on our 
website for transparency

•  ensuring the ongoing effectiveness of Board 
and its committees through regular external 
and independent evaluation.

Applying stretching targets  
linked to customer outcomes

The Board is committed to setting bonus targets 
that are linked to outcomes for customers that 
require stretching performance. For 2019–20, 
in-year targets include customer experience 
delivery, efficient customer service delivery, 
Totex performance and delivering customer 
commitments. These metrics will also be used 
throughout the organisation so that all company 
employees are incentivised to achieve stretching 
levels of customer service. Of the short-term 
incentives for 2019–20, 75% are closely aligned 
with customer expectations and needs. More 
detail can be found on page 154 of this report. 
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Executive directors are covered by an insured 
four times salary ‘death in service’ lump sum 
benefit and a contribution to a personal pension 
arrangement. The CEO receives an 18% 
contribution rate and the CFO receives 15%. 
Where retirement savings have exceeded the 
Lifetime Allowance (as defined by HMRC for their 
circumstances) the employer contribution may 
instead be taken as a pay supplement, subject 
to the relevant tax and National Insurance 
deductions.

The policy is that remuneration should be 
market-competitive relative to other comparable 
companies, with a significant proportion being 
performance-related. The performance-related 
element is only paid out if stretching short-term 
and long-term targets are achieved that benefit 
both customers and shareholders. In setting the 
remuneration policy for executive directors, the 
committee takes into account the remuneration 
practices found in other UK companies 
of a similar size or operating in the same 
sector. It also ensures that the remuneration 
arrangements for the executive directors are 
appropriate when compared with those for other 
senior executives and the wider workforce. 
Attracting and retaining first class leadership is 
vital to the long-term success of the company.

In particular, the committee is kept informed on a 
regular basis of the following, which it uses to set 
executive remuneration policy:

•  the level of salary increase for the general 
employee population

•  company-wide benefit provision and any 
proposed changes

•  overall spend on management bonus 
arrangements.

An investor representative non-executive 
director sits on the committee and is closely 
involved in setting remuneration levels, 
monitoring the performance of the executive 
directors, agreeing payments and approving 
any changes to executive reward packages. 
This involvement ensures that shareholders 
play a key part in shaping remuneration policy 
and decisions. Along with the independent 
non-executive directors they ensure that the 
link between pay and performance is closely 
managed.

To ensure that our remuneration practices 
remain competitive, the committee periodically 
calls upon experienced specialist consultants. 
During the year, the committee also received 
some guidance and market practice information 
from external, independent advisors, PwC. 

Executive remuneration 
components

Executive remuneration comprises both 
fixed and variable elements with the four 
remuneration components detailed as follows:

•  Fixed remuneration (including fixed 
supplements)

•  Performance-based remuneration (variable 
percentage of salary)

•  Pension schemes, where applicable

•  Other benefits in kind (e.g. car allowance and 
private medical cover).

The fixed remuneration is determined on the 
basis of the role and position of the individual 
employee, including professional experience, 
responsibility, job complexity and local market 
conditions and is frequently benchmarked 
against industry peer groups.

The performance-based remuneration motivates 
and rewards those employees who significantly 
contribute to sustainable results, perform 
according to set expectations for the individual 
in question, strengthen long-term delivery of 
quality outcomes for customers and generate 
income and shareholder value.   

The Board of Directors has determined a 
maximum percentage of performance-based 
remuneration relative to the fixed salary 
remuneration for the executive management 
positions. The table below shows the maximum 
limit on variable remuneration (excluding any 
pension allowance) for the CEO and CFO for 
2018–19. The maximum percentages are made 
up of short-term and long-term elements as 
follows:

Performance-based remuneration is disbursed 
as a cash bonus. Each year, the total of any 
executive bonus earned is added to the 
individual’s bonus pool carried over from prior 
years. Each year, 50% of the pool is paid in cash, 
with the remaining 50% deferred. Rules of the 
scheme include bonus recovery provisions, 
which allow for the possibility of a reduction or 
clawback of bonuses already earned, or those 
deferred, to incentivise sustained executive 
performance over the longer term. 

CEO CFO

Short-term range and maximum: 0% – 100% 0% – 80%

Long-term range and maximum: 0% – 120% 0% – 75%

Total maximum variable remuneration: 0% – 220% 0% – 155%
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Element of 
remuneration

Purpose and  
link to strategy

Policy and approach Maximum opportunity 
2018–19

Base salary Takes into account 
experience and 
personal contribution 
to our strategy and 
performance.

Attracts and retains 
executives of the 
quality required to 
deliver our strategy.

•  Reviewed annually with changes effective from 1 July  
if applicable.

•  Consideration given to individual and company 
performance.

•  General pay increases to all employees taken into 
consideration.

•  Aim to pay within a mid-market range, but may pay higher 
salaries to attract and retain executives of the right calibre 
or for out-performance by the individual or company.

•  Referenced against UK companies of a similar size, utility 
companies and other water companies.

Base salary increases are 
applied in line with the  
annual review.

Incentive and 
Retention Plan

Drives and rewards 
performance against 
stretching financial, 
customer and 
operational KPIs, 
which are directly 
linked to business 
strategy.

It is also structured 
to provide retention 
incentives to 
executives.

• Details of the operation of the plan are shown on page 152.

•   Performance metrics and targets are established annually 
by the committee, making sure they are sufficiently 
stretching while also recognising the nature and risk profile 
of the company.

•   Where applicable, between 0% – 80% of the opportunity 
available for each measure is created for achieving a 
threshold target. 60% – 100% is awarded for achieving the 
actual target, with stretch targets creating between 100% – 
120% for achieving outstanding performance.

•   The committee has discretion to amend or withdraw 
payments based on the consideration of other factors  
which could significantly affect business performance.

•  Awards made under the plan are disclosed on page 155.

220% of salary for the CEO
155% of salary for the CFO

Pension Defined contribution 
scheme minimises 
the risk to the 
company associated 
with defined benefit 
pension plans.

•  A company contribution into a defined contribution  
scheme, and/or

• A cash allowance in lieu of pension.

Contribution of:
CEO 18% of salary
CFO 15% of salary

Other benefits Provides market 
competitive benefits.

May consist of:

• Car allowance

• Health cover

• Disturbance or relocation allowances.

Based on individual 
circumstances.

Remuneration components 

Notes to the policy table

Directors’ pay 

Executive directors who served during the 2018–19 year are shown below: 

Ian McAulay Chief Executive Officer 

Sebastiaan Boelen   Interim Chief Financial Officer (appointed 14 December 2018)

William Lambe  Chief Financial Officer (resigned as a director of the Board on 14 December 2018 and continued 
working on specific projects and to ensure effective handover until 4 May 2019)  

Details are given on page 153 of the amounts paid to them in the year ended 31 March 2019.
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Ian McAulay William Lambe Sebastiaan Boelen* 

Remuneration scenarios and actual for 2018–19 

Pay in lieu of notice  

Bonus award

Benefits 

Pension 

Salary 

The following chart sets out the remuneration scenarios payable to the executive directors for various 
levels of performance as well as the actual remuneration for 2018–19. 

*The amounts reported for Sebastiaan Boelen represent his service from 14 December 2018  
to 31 March 2019

Executive director benchmarking

Our stated pay policy is to aim to pay within a 
mid-market range.  

In March 2019, the Remuneration Committee 
commissioned PwC remuneration advisors to 
undertake an executive director benchmarking 
exercise. Comparisons were made within sector 
and also against FTSE 250 small cap and private 
equivalents (excluding Financial Services). The 
data is based on the most recent information 
available to PwC through its Executive and 
Management Reward Survey.   

The conclusion of this benchmarking exercise is 
that both the CEO and CFO roles are currently 
being remunerated within the lower quartile 
range, significantly below our stated pay  
policy position.  

Despite this, as noted in the Chairman’s 
introductory statement, the CEO requested that 
no pay rise should be made for 2019–20 and 
for 2019–20 onwards, the long-term element of 
bonus potential be reduced from 120% to 100%. 
The Remuneration Committee accepted  
these requests.
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CEO benchmarking

FTSE 250 
size group

Revenue  
(£m)

Base salary
(£000)

Single figure salary
 (£000)

Upper quartile 1,727 666 2,175

Median 895 560 1,625

Lower quartile 424 486 1,233

Southern Water 830 435 1,088

Water and  
sewerage companies 
size group

Base salary
(£000)

Single figure salary
 (£000)

Median 491 1,309

Southern Water 435 1,088

CFO benchmarking

FTSE 250 
size group

Revenue  
(£m)

Base salary
(£000)

Single figure salary
 (£000)

Upper quartile 1,915 424 1,320

Median 937 375 1,034

Lower quartile 454 329 864

Southern Water 830 275 572

Water and  
sewerage companies 
size group

Base salary
(£000)

Single figure salary
 (£000)

Median 375 840

Southern Water 275 572
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Operation of the Incentive  
and Retention Plan 

The Incentive and Retention Plan operates as 
follows:

1.  Annual Contribution: Each year, participants 
have the opportunity to earn an annual bonus 
contribution based on performance against 
targets pre-determined by the Board. This is 
then added to the ‘bonus pool’. 

2.  Annual Pay-out: Each year, following the 
Annual Contribution, 50% of the total amount 
in the ‘bonus pool’ is paid out to participants 
in cash.

3.  Deferred value: Each year, the remaining 50% 
of the ‘bonus pool’ is carried forward. These 
deferred amounts will therefore roll over to 
the subsequent years.

4.  Repeat: The following year, the process 
repeats, and continues for an indefinite 
period of time. This serves to increase 
the retention incentive and also give the 
Remuneration Committee a long-term view 
of sustainable outcomes for the company, 
customers and shareholders. 

Measures used in the Incentive  
and Retention Plan 

During the year the committee identified 
and operated both short-term and long-term 
performance measures in the Incentive and 
Retention Plan. Measures for the year were 
therefore split into two categories; short-
term and long-term. Short-term performance 
measures for 2018–19 were focused on issues 
that affect customers such as:

•  customer satisfaction, as measured by our 
SIM performance

•  delivery of our business plan commitments, 
as measured by our ODI performance

•  a number of other measures aimed at 
reducing our operating costs, which 
ultimately helps us to reduce bills for 
customers.

Long-term performance conditions for 2018–19 
included Total Shareholder Return and Total 
Costs to Serve reflecting both shareholders’ and 
customers’ long-term interests.

An executive leaving the company will only be 
eligible for release of any deferred incentives 
if he/she is deemed as a 'Good Leaver' and 
complies with specific targets prior to departure. 

An individual is usually deemed to be a  
'Good Leaver' if they leave the company in  
the following circumstances:

•  Retirement

•  Redundancy 

•  Disability

•  Death

•  Other circumstances which the committee 
deems appropriate.

Remuneration policy  
for joiners and leavers

The table below sets out the contractual notice 
periods for the executive directors. If the notice 
period is worked, no termination payment is 
payable, otherwise a payment up to a maximum 
equivalent to the notice period of basic salary, 
pension and car allowance is payable.

Notice period

Ian McAulay, CEO:
Twelve months  
by both parties

William Lambe, CFO: 
Twelve months  
by both parties

Sebastiaan Boelen, Interim CFO:
Three months  

by both parties 
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Annual remuneration report

Single figure of remuneration for 2018–19 (unaudited)

Details of the remuneration received by the executive directors are shown below: 

£’000 Base 
salary 
paid

Benefits Relocation Annual Bonus/ 
Incentive and  

Retention 
Plan 

Total Pension 
related 
benefit

Total 
including 
pension

Ian McAulay 2018–19 431.3 16.8 76.2 570.3 1,094.6 77.6 1,172.2

2017–18 420.0 12.8 41.0 517.4 991.2 75.6 1,066.8

Sebastiaan Boelen²
2018–19 85.0 4.0 – 75.0 164.0 12.8 176.8

2017–18 – – – – – – –

William Lambe³ 2018–19 211.3 7.2 0.8 – 219.3 31.7 251.0

2017–18 265.5 7.5 13.6 238.3 524.9 39.8 564.7

 
1   The amount reported is 100% of the contribution into the bonus pool for the year as shown in the table under Incentive and Retention Plan on 
page 155. The table also provides details of payments made from the bonus pool.

2  Sebastiaan Boelen was appointed to the board on 14 December 2018.

3   The amounts reported relate to William Lambe’s service as an executive director from 1 April 2018 to 14 December 2018. The additional table 
below shows payments made since that time.

£’000 Base 
salary 
paid

Benefits Relocation Annual Bonus/ 
Incentive and  

Retention 
Plan 

Total Pension 
related 
benefit

Total 
including 
pension

William Lambe1 

15/12/18 
– 

04/05/19
116.9 4.0 – – 120.9 17.5 138.4

Pay in 
lieu of 
notice

– – 189.3 – 189.3 27.9 217.2

 
1   William Lambe resigned as a director of the Board on 14 December 2018 and continued working on specific projects and to ensure 
effective handover until 4 May 2019. He received a payment in lieu of notice following his departure from the business on 4 May 2019 for his 
contracted notice period to 14 December 2019.  The payment comprised £183,065 for base salary and £6,225 for car allowance. 
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Notes to the single figure (unaudited)

Base salary

The base salary for Ian McAulay was increased to £435,000 on 1 July 2018 from £420,000 and the base salary for  
William Lambe was reviewed in January 2018 and increased to £300,000. On his appointment in December 2018,  
the base salary for Sebastiaan Boelen was agreed as £275,000. Salary was paid monthly via PAYE.

Incentive and Retention Plan (short and long-term targets) 

The performance measures agreed by the committee for 2018–19 were:

•  Cash collection – cash receipts from measured and unmeasured customers, ensures good financial performance 
and provides customers with an affordable service

• Operating costs (opex) – maintaining operating costs within budgeted levels and helps reduce customer bills

• Bad debt provision – reducing the cost of bad debt which minimises the impact of bad debt charges on customer bills

• Output Delivery Incentives – delivery of the operational promises made to customers as part of our business plan

• Service Incentive Mechanism – improving our customer service performance

• Capital programme – delivery of our investment plan on time, ensuring we meet our commitments to customers

• Capital expenditure (capex) – delivery of our investment plan within budget

•  Total Shareholder Return – achievement of a minimum level of return for shareholders but only if underlying 
performance of the business supports this

• Total Cost to Serve – efficient delivery of services to customers in line with the industry.

The performance for 2018–19 was assessed by the committee in May 2019. Details of the maximum bonus achievable, 
targets and outturn percentage for each executive director are shown in the tables below. 

CEO Maximum  
bonus  

achievable

Outturn  
%

Outturn  
as a %  

of salary

Short-term targets 100% 66.3% 66.3%

Long-term targets (Total shareholder return and Total cost to serve) 120% 54.0% 64.8%

Total outturn as a percentage of salary 131.1%

CFO Maximum  
bonus  

achievable

Outturn  
%

Outturn  
as a %  

of salary

Short-term targets 80% 66.3% 53.0%

Long-term targets (Total shareholder return and Total cost to serve) 75% 54.0% 40.5%

Total outturn as a percentage of salary 93.5%

The outturn as a percentage of salary is calculated by multiplying the maximum bonus achievable by the outturn 
percentage.
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Incentive  
and Retention  
Plan 2018–19

Performance level
CEO 

Weighting  

(% of  

salary)

CFO 

Weighting 

(% of  

salary)

 Bonus percentage
Performance 

for the year

CEO  

Pay-out 

 (% of 

salary)

CFO  

Pay-out  

(% of 

salary)
Threshold Target StretchThreshold Target Stretch

Cash Collection (£m) 779.3 803.4 827.5 20% 16% 5% 60% 120% 810.4 19.2% 15.4%

OPEX (net operating 
costs; £m) Excluding 

approved one-off costs
323.1 313.1 308.1 15% 12% 10% 100% 120% 336.0 0.0% 0.0%

Bad Debt Provision (£m) 22.0 15.7 12.0 10% 8% 40% 100% 120% 10.7 12.0% 9.6%

Output Delivery 
Incentives (annual  
ODI penalty; £m)

1.0 0.5 0.0 20% 16% 30% 60% 100% 0.0 20.0% 16.0%

Service Incentive 
Mechanism (SIM 

qualitative ranking)
80.71 84.47 84.77 20% 16% 0% 80% 120% 80.14 0.0% 0.0%

Capital Programme  
(Regulatory Dates) 127 137 145 10% 8% 50% 100% 120% 142 11.3% 9.0%

CAPEX
(Forecasting accuracy) 6% 5% 3% 5% 4% 80% 100% 120% 6.8% 3.8% 3.0%

Total Shareholder  
Return (TSR) 7% 10% 12% 60% 37.5% 80% 100% 120% 0.0% 0.0% 0.0%

Total Cost To Serve (£m) 63.4 60.4 57.4 60% 37.5% 80% 100% 120% 54.0% 64.8% 40.5%

Total 131.1% 93.5%
 

Sebastiaan Boelen’s bonus award has been pro-rated due to his length of service being 3.5 months in 2018–19.

The bonus pool brought forward for William Lambe was paid out on cessation, following the satisfactory discharge of 
agreed personal targets during handover. No bonus was awarded to him for 2018–19 following his resignation from the 
Board on 14 December 2018. 

Incentive and Retention  
Plan Contribution 2018–19

a)

Bonus pool brought 
forward (£000)

b)

Bonus awarded in 
year (£000)

c)

Bonus paid out 
(£000)

d)

Bonus pool carried 
forward (£000)

Ian McAulay 258.7 570.3 414.5 414.5

Sebastiaan Boelen – 75.0 37.5 37.5

William Lambe 119.1 – 119.1 –

The amounts paid out (c) and carried forward (d) are each calculated as ((a) + (b)) ÷ 2

Pension contributions

The pension contribution for the Executive Directors is set out in the table below:

Pension Salary received
(£000)

Pension contribution 
as a % of base salary

Cash allowance 
in lieu of pension 

(£’000)

Pension  
contribution to 

scheme  (£’000)

Total Pension  
related benefit 

(£’000)

Ian McAulay 431.2 18% 67.6 10.0 77.6

Sebastiaan Boelen 85.0 15% – 12.8 12.8

William Lambe 211.3 15% 24.6 7.1 31.7

The threshold, target and stretch bonus percentages shown reflect the level of bonus award for achievement of the 
threshold, target and stretch performance levels for each metric.
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Non-Executive Director fees for the year (audited)

The Chairman and the independent non-executive directors each receive a fee and do not participate in any  
performance-related incentive arrangements. The investor-nominated non-executive director does not receive any 
remuneration from the company.

Details of the emoluments received by the Chairman and non-executive directors are shown below:

£000
2018–19 2017–18

Fees Other Total Fees Other Total

Bill Tame 
Chairman
(resigned 31 March 2019)

250.0 68.5 318.5 250.0 1.5 251.5

Paul Sheffield 
Senior independent non-executive director 65.0 4.4 69.4 60.0 10.1 70.1

Rosemary Boot 
Independent non-executive director 52.5 1.4 53.9 50.0 1.5 51.5

Mike Putnam 
Independent non-executive director 50.0 6.9 56.9 25.7 1.3 27.0

Ian Francis 
Independent non-executive director
(from 12 Sept 2018 – 12 Feb 2019)

24.8 0.1 24.9 – – –

Gillian Guy 
Independent non-executive director
(from 12 Sept 2018)

19.3 – 19.3 – – –

Lisa Harrington 
Independent non-executive director – 0.5 0.5 50.0 1.5 51.5

Wendy Barnes 
Non-executive director 60.0 11.7 71.7 30.8 13.0 43.8

Sara Sulaiman 
Investor-nominated non-executive director – – – – – –

The base fees for the independent non-executive directors are £50,000. 

Paul Sheffield receives an additional payment of £10,000 for his role as senior independent non-executive director and 
a further £10,000 with effect from 1 October 2018 as Chair of the Remuneration Committee. Rosemary Boot received an 
additional £10,000 per annum with effect from 1 January 2019 for her role as Chair of Audit Committee. Wendy Barnes 
receives an additional payment of £10,000 for her liaison work with the Greensands Board.

The other amounts payable to the non-executive directors include taxable expenses incurred in the attendance at Board 
meetings and shareholder events. In respect of Bill Tame, the other amount includes three months’ pay of £62,500 
for services performed for the company other than as a director to support the handover to Paul Sheffield as Acting 
Chairman.

None of the directors who held office during the financial year had any disclosable interests in the shares of Southern 
Water or the group; there are no share options in place and no payments were made to them by any other group 
companies.
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Gender pay (unaudited)

Gender pay is an issue which we take very 
seriously. We are committed to supporting the 
aspirations of our talented female workforce and 
we are implementing plans to help us close the 
gender pay gap. On our Board, we already have 
a good balance of gender diversity, with women 
making up 44% of our Board as at March 2019. In 
terms of overall equality we have already taken 
steps to improve gender diversity at an executive 
level and we continue to focus and develop our 
succession plans and recruitment processes to 
strengthen gender equality across the business. 
For more information see the report on our 
gender pay gap at southernwater.co.uk/gender-
pay-gap. 

Implementation of policy  
for 2019–20 (unaudited) 

Base salary

A basic salary increase of 2.0% for Sebastiaan 
Boelen for 2019–20 was approved in May 2019, 
in line with the award approved for the general 
workforce, and will be applicable to basic salary 
with effect from 1 July 2019. The salary for Ian 
McAulay for 2019–20 remains unchanged from 
the previous year at £435,000 at his request.

The revised base salaries for each Executive 
Director are as follows: 

Incentive and Retention Plan 

As set out in our remuneration policy, the 
incentive and retention plan is designed to ensure 
that the executive is focused on delivering high 
quality performance for our customers in terms 
of the service they receive and for our wider 
stakeholders by enabling economic growth, 
supporting critical industries, supporting local 
communities, developing skills in our region, 
generating renewable energy and improving our 
environment. Delivery of these objectives will in 
turn generate returns for shareholders.

Base salary Base salary 
from July 2018 

(£000)

Base salary 
increase  

(%)

Base salary 
2018–19  
(£000)

Ian McAulay 435.0 0.0  435.0

Sebastiaan Boelen 275.0 2.0 280.5

Bonus potential for 2019–20

The table below shows the maximum bonus 
potential for the executive directors in 2019–20. 

We have fully committed to comply with 
Ofwat’s code of practice for executive 
remuneration for 2020–25 

We have already made significant steps  
towards compliance in our 2019–20 
Remuneration policy, which sets out: 

•  our policy to provide transparent alignment 
between executive performance-related 
pay and stretching outcomes for all our 
stakeholders and, substantially, for our 
customers

•  our policy to apply stretching targets linked  
to customer outcomes

•  our policy to apply rigorous application 
of incentive scheme rules and provide 
independent governance of remuneration 
decisions, whilst taking into consideration 
risk management principles

•  our policy to defer an element of bonus  
so that performance can be measured over 
the medium to long-term.

Our performance measures for 2019–
20 focus on positive outcomes for our 
customers and other stakeholders  

The following measures will be used to assess 
our performance: 

•  Totex performance

•  Delivering customer commitments

•  Efficiently delivering customer service 

•  Actual Customer Experience Delivery 

•  PR19 efficiency glidepath 

•  Long-term resilience. 

Weightings and targets, along with actual 
performance, will be fully disclosed in the 
2019–20 Remuneration Report. 

CEO CFO

2018–19 2019–20 2018–19 2019–20

Short term 
maximum: 100% 100% 80% 80%

Long term 
maximum: 120% 100% 75% 75%

Total maximum 
variable 
remuneration

220% 200% 155% 155%
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Directors’ Report for the year end-
ed 31 March 2019
The directors of Southern Water 
Services Limited (registered no. 
02366670) present their report and 
the audited financial statements for 
the year ended 31 March 2019.

Principal activities

The principal activities of Southern Water Services 
Limited, herein after referred to as ‘the company’, also 
referred to as SWS, are the provision of water supply and 
wastewater services in the South East of England. The 
company is regulated by the Water Services Regulation 
Authority (Ofwat) and supplies water to over 2.5 million 
people and provides wastewater services to over 4.7 
million people.

Strategic report

The information that fulfils the requirement of the 
Strategic Report can be found in our Annual Report on 
pages 3 to 117.

Future developments

The information regarding future developments of the 
company can be found in our Annual Report on pages 3 
to 117.

Post balance sheet events

On 28 June 2019, the company redeemed all remaining 
9,863 of its Class A1 and Class A2 preference shares, 
and 19,340 of its Class B preference shares, at nominal 
value plus the premium on issue, including settlement 
for fixed or base value dividends due to that date. The 
total amount paid was £34.0 million comprising principal 
redemption of £29.2 million and dividends of £4.8 million 
of which £4.4 million was accrued at 31 March 2019.

Results and dividends 

The income statement on page 164 shows the company’s 
results and profit for the year. Further details are also 
available in the Annual Report on pages 88 to 94.

Interim dividends of £622.41 per ordinary share (2018: 
£822.52 per share), totalling £34.8 million (2018: £46.1 
million) were paid during the year to Southern Water 
Services Group (SWSG). These dividends, along with 
associated group tax relief of £8.2 million, enable SWSG 
to pay the interest of £43.0 million due to SWS on an 
inter-company loan as disclosed in note 14 to the financial 
statements.

No ordinary interim dividends were paid during the year, 
(2018: £8.0 million, equivalent to £142.86 per share) were 
declared and paid in the year. No final dividend has been 
declared or paid for the year ended 31 March 2019. 

Directors and their interests

The directors who held office during the year ended  
31 March 2019 and up to the date of signing the financial 
statements, unless otherwise stated, were as follows 
(further details can be found on pages 131 to 134):

Bill Tame (Chairman) (resigned 31 March 2019)

Ian McAulay 
(Executive director – Chief Executive Officer)

Sebastiaan Boelen 
(Executive director – Interim Chief Financial Officer) 
(appointed 14 December 2018)

William Lambe 
(Executive director – Chief Financial Officer) (resigned as a 
director 14 December 2018)

Paul Sheffield 
(Senior independent non-executive director,  
Acting Chairman from 1 April 2019)

Rosemary Boot  
(Independent non-executive director) 

Michael Putnam 
(Independent non-executive director)

Ian Francis  
(Independent non-executive director) (appointed 12 
September 2018, resigned 12 February 2019)

Gillian Guy CBE 
(Independent non-executive director)  
(appointed 12 November 2018)

Wendy Barnes (Non-executive director)

Sara Sulaiman (Non-executive director) 

Alternate directors for the year were as follows:

Andrew Gilbert 
(Alternate non-executive director for  
Sara Sulaiman) (resigned 4 October 2018)

None of the directors who held office during the financial 
year had any disclosable interests in the shares of the 
company or the group. 

Research and development

The improvement of existing services and processes, 
together with the identification and development of new 
technology and innovative solutions, are important aspects 
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of the company’s strategy to enhance the 
quality of service to customers and improve 
methods of working. Research and development 
expenditure charged to the income statement 
for the year amounted to £1.0 million (2018: £1.1 
million).

Financial risk management

The Financial Risk Management Policy is 
included in the Strategic Report which can be 
found in the Annual Report on pages 103 to 117.

Employees

Employee involvement

The company recognises the importance of its 
employees and is committed to effective two-
way communication and consultation.

The company has established Business 
Involvement Groups to facilitate meaningful 
consultation between company management 
and employees through elected employee 
representatives. The groups meet regularly at 
both a functional and company-wide level. 

In 2017, the company introduced the Gallup 
employee survey, which has continued to be 
undertaken six monthly, to reset its approach 
to employee engagement and to help develop 
management action plans.

The company recognises the rights of every 
employee to join a trade union and participate in 
its activities. SWS has a single union agreement 
with Unison.

The company publishes its own in-house 
newspaper, Southern Water News, on a regular 
basis. General information is posted on the 
company intranet and regular team briefing 
sessions are also held. The information in these 
publications and briefings covers a wide range 
of subjects that affect the business, including 
progress on business and capital projects, the 
impact of regulatory issues and wider financial 
and economic issues that may affect the 
company.

In addition, in late 2018, the company’s executive 
directors and Executive Leadership Team 
members held a series of roadshows across 
the company’s sites to inform the company’s 
employees about the company’s priorities 
based on the new Business Plan 2020–25, 
including the pathway to the new five-year 
period. The new Water for Life brand and new 
values were tested with employees through this 

participation and the results of this engagement 
were communicated to the Board to inform their 
decision-making.

Equal opportunity

The company’s policy is to promote equality 
of opportunity in recruitment, employment 
continuity, training and career development. 
The company takes full account of the needs 
of people with disabilities and follows set 
policies and procedures to support reasonable 
adjustments in the workplace.

Health, safety and wellbeing

The company recognises its duties to make 
proper provision for the health, safety and 
welfare at work of its employees.

Every employee receives a copy of the corporate 
policy statement on health and safety. There are 
regular meetings of employee representatives 
and managers to consider all aspects of health 
and safety. In addition there is a Health and 
Safety Management Review Group which 
ensures that there is an adequate system for 
meeting the company’s responsibilities for health 
and safety to its staff, customers and members of 
the public.

The company holds an annual Health and 
Safety Conference, which this year focused on 
wellbeing. It attracted people from across the 
company and its partners to share the latest 
developments within the health and safety 
industry. SWS is committed to the ‘Time for 
change’ programme to raise awareness and 
understanding of mental health issues.

SWS provides an internal occupational health 
service for employees, including the provision 
of physiotherapy. These services have been 
developed and are continuously reviewed to 
ensure they meet the needs of the business and 
our employees at work.

Disabled employees

Applications for employment by disabled 
persons are always fully considered, bearing in 
mind the abilities of the applicant concerned. 
In the event of members of staff becoming 
disabled every effort is made to ensure that their 
employment with the company continues and 
that appropriate training is arranged. It is the 
policy of the company that the training, career 
development and promotion of disabled persons 
should, as far as possible, be identical to that of 
other employees.
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Speak Up

Employees are actively encouraged to Speak 
Up if they see things that are not quite right. 
This helps us work better as a company and 
fosters a culture where we ensure that we are 
always doing the right thing for each other, 
our customers, the environment and other 
stakeholders.

Engagement with customers, 
suppliers and others

Details of the company’s engagement with its 
customers, suppliers and other stakeholders 
is included in the Strategic Report and can be 
found on pages 10 to 14, 31 to 35 and 54 to 61.

Environmental issues

The company is committed to meeting or 
improving upon legislative and regulatory 
environmental requirements and codes of 
practice and aims to contain the environmental 
impact of its activities to a practicable minimum.

Ofwat and the Environment Agency have been 
conducting investigations into our historic 
wastewater performance and reporting.  
Further details of these investigations are 
disclosed on page 26.

The company’s environmental performance  
for 2018–19 is reported on pages 74 to 83.  
The company recognises its responsibility 
to operate within a framework that supports 
sustainable development and has established, 
where possible, indicator targets which are 
measurable. Performance against these targets 
is monitored and reported regularly.

Political donations

No political donations were made.

Land and buildings

In the opinion of the directors, the market value 
of land is significantly more than its book value. 
However, it would not be practicable to quantify 
the difference precisely.

Going concern

The directors believe, after due and careful 
enquiry, that the company has sufficient 
resources for its present requirements and, 
therefore, consider it appropriate to adopt the 

going concern basis in preparing the financial 
statements to 31 March 2019. 

In forming this assessment the directors have 
considered the following information:

•  The company’s business activities, together 
with the factors likely to affect its future 
development, performance and position, 
which are set out in the Strategic Report on 
pages 3 to 117.

•  The financial position of the company, its 
cash flows, liquidity position, covenants and 
borrowing facilities, which are described in the 
'Financial performance review' on pages 88 to 
94.

•  The company has available a combination  
of cash and committed undrawn bank facilities 
totalling £577.0 million at 31 March 2019  
(2018: £514.4 million). These funds are 
sufficient to fund the operating and capital 
investment activities of the company for the  
12 months from the date of signing the financial 
statements. 

•  The company operates in an industry that is 
currently subject to economic regulation rather 
than market competition. Ofwat, the economic 
regulator, has a statutory obligation to set 
price limits that it believes will enable the water 
companies to finance their activities. 

As a consequence, the directors believe that the 
company is well placed to manage its business 
risks successfully.

The directors have a reasonable expectation that 
the company has adequate resources to continue 
in operational existence for the foreseeable 
future. Thus they continue to adopt the going 
concern basis of accounting in preparing the 
annual financial statements.

Long-term viability statement

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. Details 
of its assessment and the associated 'Viability 
statement' can be found on page 101 of this report.

Qualifying third party indemnity

Following shareholder approval, the company has 
also provided an indemnity for its directors and 
the Company Secretary, which is a qualifying third 
party indemnity provision for the purposes of the 
Companies Act 2006.
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Directors’ responsibilities statement

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

Company law requires the directors to prepare 
financial statements for each financial year. 
Under that law the directors have elected to 
prepare the financial statements in accordance 
with United Kingdom Generally Accepted 
Accounting Practice (United Kingdom 
Accounting Standards and applicable law), 
including FRS 101 ‘Reduced Disclosure 
Framework’. Under company law the directors 
must not approve the financial statements unless 
they are satisfied that they give a true and fair 
view of the state of affairs of the company and of 
the profit or loss of the company for that period. 
In preparing these financial statements, the 
directors are required to:

•  select suitable accounting policies and then 
apply them consistently

•  make judgments and accounting estimates 
that are reasonable and prudent

•  state whether applicable UK Accounting 
Standards have been followed, subject to any 
material departures disclosed and explained 
in the financial statements

•  prepare the financial statements on the going 
concern basis unless it is inappropriate to 
presume that the company will continue in 
business.

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

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

Responsibility statement 

We confirm that to the best of our knowledge:

•  the financial statements, prepared in 
accordance with the relevant financial 
reporting framework, give a true and fair view 
of the assets, liabilities, financial position and 
profit or loss of the company

•  the management report, which is 
incorporated into the Strategic Report, 
includes a fair review of the development  
and performance of the business and the 
position of the company, together with 
a description of the principal risks and 
uncertainties that it faces.

Statement of disclosure  
of information to auditor

Each of the persons who is a director at the date 
of approval of this report confirms that:

(1)  so far as the director is aware, there is no 
relevant audit information of which the 
company’s auditor is unaware

(2)  he/she has taken all the steps that he/
she ought to have taken as a director in 
order to make himself/herself aware of any 
relevant audit information and to establish 
that the company’s auditor is aware of that 
information.

This confirmation is given and should be 
interpreted in accordance with the provisions of 
Section 418 of the Companies Act 2006.

Auditor

Deloitte LLP has indicated its willingness to 
continue in office. 

Approved by the Board of Directors and signed 
by order of the Board.

Richard Manning
General Counsel and Company Secretary

12 July 2019




