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Chairman’s overview
Delivering for customers
Even prior to the impact of COVID-19, the Final
Determination by Ofwat for the 2020–25 period
represented a tough set of circumstances for the
company in delivering on its plans. Therefore,
much effort over the past year has been spent
on refining and improving our execution plan,
which not only seeks to deliver on the company’s
ambitious plans, but does so within the financial
envelope set by Ofwat.

	This year has seen one of the
most significant events of many
of our lives, with wide-ranging
changes and adjustments to both
our personal and working lives as
a result of the continuing impact
of the COVID-19 pandemic
	Keith Lough
Chairman

Southern Water has had to rapidly
adjust to the ‘new normal’ in terms of
its operations and the near-immediate
need for its workforce, wherever
possible, to work from home.
Not surprisingly, therefore, the impact of the
pandemic has been one of the key underlying
themes of the discussions at the Board
throughout 2020–21. However, while COVID-19
has had, and will likely continue to have, a
significant impact, the Board has spent much
of 2020–21 focusing on the future to ensure
that Southern Water can continue to deliver
for its customers, local communities and the
environment over both the current five-year
business plan period and beyond.
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As such, the company has carried out significant
work, supported by the Board, in ensuring that
it delivers the right projects and does so in a
manner that is timely, appropriate and delivers
the right solution to the issue. This process has
involved a material shift in terms of the Board’s
view of risk and the types of assets to be procured
by the company. In addition, there has been a
need to change the company’s culture such that
more proactive expenditure is undertaken upfront
to prevent having to expend ultimately greater
sums and effort further down the line. An example
of this was the decision to contract for tankers at
the beginning of the summer to ensure that these
resources were available should the need arise,
which represented something of a step change in
terms of the company’s approach.
In addition, the Board spent much time over
the course of the year discussing further
transformational activities to ensure that the
company can deliver in the most cost-effective
manner, including a number of potential
organisational changes and the introduction of a
new integrated facilities management function.

Our culture
One of the key lessons from both the settlement
reached with Ofwat and the ongoing prosecution
by the Environment Agency was that a culture
had been able to exist within Southern Water,
which did not in any way align with either its
values or the expectations of society more
generally. Therefore, one of the main priorities of
the Board is ensuring that not only that there are
no repeats of such actions, but also that they are
unthinkable in terms of the views and opinions of
our workforce and organisation. Accordingly, the
company’s culture is one of the most important
factors over and above the more formal, legalistic
or compliance-based solutions. After all, if a
company’s workforce is motivated by the right
cultural, ethical and moral perspective, such
actions should not occur in the first place.
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As a result the Board has spent much time
considering and developing appropriate measures
of culture to ensure that it truly reflects our purpose,
vision and values. While these metrics have been
in development, the Board has, nonetheless,
monitored the culture of the organisation through
mechanisms such as employee surveys, weekly
‘conversations’ between all employees and the
Chief Executive as well as through the activities
of Kevin McCullough, who was appointed director
with the remit of communicating the views of the
workforce to the Board.

Delivering for the environment
Owing to the nature of our operations,
protection of the environment and steps to
reduce our impact are essential components
of our ability to continue to deliver water and
wastewater services for our customers.
The Board has devoted much time this year
to discussing and agreeing ways in which we
can improve on our arguably poor historical
performance in areas such as pollution incidents.
As such the Board has agreed a new Pollution
Incident Reduction Plan incorporating changes
to our operations in order to both reduce the
number of incidents resulting in pollution, and also
take proactive steps to ensure that such incidents,
wherever possible, do not occur in the first place,
or, if exceptionally they do occur, the impact
is mitigated.
In addition, the Board is fully aware of the
increasing strain on water resources in the South
East as a result of factors such as increasing
development in the region and climate change.
As such, the Board was heavily involved in the
development of the plan and agreement with
Portsmouth Water to construct a new reservoir
at Havant Thicket in order to alleviate the water
supply situation in the region. Furthermore,
the need to address water supplies in the west
of Hampshire has also featured frequently on
the Board’s agenda, including the potential
construction of a desalination plant at Fawley.

One of the key outputs from the Board this
year in terms of the company’s longer-term
environmental impact has been the agreement
of certain steps representing our environmental
ambition for the future, including a commitment
to net zero carbon by 2030, which would place
the company at the forefront among those
seeking to reduce their impact and help mitigate
climate change. In addition, our ambition seeks to
implement steps to significantly improve Southern
Water’s performance in terms of its impact on
the environment, as well as working with other
stakeholders in the region, such as farmers, to
protect water courses and bathing waters.

Improving corporate governance
Southern Water is expected to meet the
objectives set out in the Board leadership,
transparency and governance principles issued
by Ofwat (the ‘Ofwat Principles’). The principles
make an important contribution not only to set
consistent expectations for the sector, but also in
terms of driving improvements. The Board noted
the feedback published by Ofwat in February
2021 in respect of how companies had met the
objectives during the 2019–20 reporting year.
The Board believes that it has met the objectives
of the Ofwat Principles and, on pages 154 to
156, we set out a summary of our compliance
with the Ofwat Principles, together with relevant
cross-references.
Finally, the Board has further sought to embed
more consistently its consideration of section
172(1) factors in its decision-making. Our section
172(1) Statement can be found on pages 66 to 69.

Keith Lough
Chairman
30 June 2021
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Board of directors

Keith Lough

Ian McAulay

Non-Executive
Independent: On appointment

Executive
Independent: No

Chairman

Committee membership:
N

Chief Executive Officer
Committee membership:
N/A

Date of appointment:

Date of appointment:

01/08/2019

01/02/2017

Experience:

Experience:

Keith has extensive experience in the natural
resources and energy sectors in both finance and
leadership roles, including as finance director for
British Energy plc between 2001 and 2004 during a
period of major restructuring.

Ian joined Southern Water as Chief Executive Officer
in January 2017 and was appointed to the Board from
1 February. He is a member of the Executive Committee
and the Executive Leadership Team.

In addition, Keith served as non-executive chairman of
Gulf Keystone Petroleum plc following a successful debt
restructuring. Immediately prior to his appointment to
the Board of Southern Water, Keith was a non-executive
member of the Gas and Electricity Markets Authority
(Ofgem), where he was chairman of the Audit and Risk
Assurance Committee, having served on the board
since 2012.
Keith holds an MA in economics and MSc in finance
and is a Fellow of the Association of Chartered
Certified Accountants.

External appointments:
Keith holds non-executive directorships in a number of
oil and gas companies, including at Hunting plc as senior
independent director, Cairn Energy plc and Rockhopper
Exploration plc.

Ian has more than 30 years of global water and
environmental experience, operating in both publicly
quoted FTSE100/250 companies and privately-held
enterprises. He has managed utility, construction
and consulting businesses in the UK, Belgium, India
and the USA, and has enhanced his experience with
professional executive education, most notably at
Harvard Business School.
In his previous role, he served as an executive director
of the Pennon Group plc and chief executive of its
subsidiary company, Viridor.
In a non-executive capacity, he served as a member
of Greater Manchester Authorities Low Carbon Hub
Board and the Scottish Government’s 2020 Climate
Change Board. He has also provided expert input into
government review groups and industry partnerships.
Ian holds an honours degree in Civil and
Environmental Engineering and is a Chartered Member
of the ICE, CIWEM.

External appointments:
Ian is currently chair of the Greater Brighton
Infrastructure Panel.

148

Southern Water Annual Report and Financial Statements for the year ended 31 March 2021

GOVERNANCE

Key
A

Audit Committee

RI Risk Committee

N

Nomination Committee

Committee Chair

RE Remuneration Committee

Sebastiaan Boelen

Paul Sheffield

Executive
Independent: No

Non-Executive
Independent: Yes

Chief Financial Officer

Senior Independent Non-Executive Director

Committee membership:

Committee membership:

N/A

RE N

Date of appointment:

Date of appointment:

14/12/2018

01/06/2014

Experience:

Experience:

Sebastiaan started his career with 10 years in the
Royal Navy, followed by management consulting
(McKinsey; C&L – now PwC) and senior finance roles
in telecoms (infrastructure), consumer goods, business
services and financial services, for listed and private
equity portfolio companies.

Paul joined the Board in June 2014 and was appointed as
senior independent non-executive director in July 2015.
Between 1 April and 31 July 2019, Paul served as acting
Chairman while he led the search for a new Chairman.

He also worked with Electricity North West and has
been CFO and Board member of Southern Water since
December 2018. He is a member of the Executive
Committee and the Executive Leadership Team.
Sebastiaan has worked and lived in the Netherlands,
France, Switzerland, Belgium, Luxembourg and the UK.

External appointments:
None.

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 board for 10 years and
served as chief executive officer between 2010 and 2014.
Between 2014 and 2017, he headed up the construction
operations for the European and Middle Eastern
businesses for Laing O’Rouke 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.

External appointments:
Paul is a member of the Supervisory Board of BAM
Group in the Netherlands. He is also a Fellow and former
president of the Institution of Civil Engineers.
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Board of directors continued

Rosemary Boot

Mike Putnam

Non-Executive
Independent: Yes

Non-Executive
Independent: Yes

Independent Non-Executive Director
Committee membership:
A RE

Independent Non-Executive Director
Committee membership:
RI

A

Date of appointment:

Date of appointment:

01/03/2015

26/09/2017

Experience:

Experience:

Rosemary joined the Board in March 2015.

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. He has since transitioned to a plural career
with a portfolio of non-executive directorships.

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 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, Rosemary 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 acquisitions.

External appointments:
Rosemary is Senior Independent Director of Impact
Healthcare REIT plc and Triple Point Energy Efficiency
Infrastructure Company plc. She is a non-executive
director of Urban&Civic plc. She is also a trustee of
Green Alliance, and a founder and director of Chapter
Zero Limited.

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 as working across the group as a
non-executive director on some of the international
boards. Throughout his career he has been closely
involved with the successful delivery of many high-profile
projects and programmes.
Mike is a member of the Construction Leadership
Council. He has also been chair of the Green
Construction Board; a member of the CBI Construction
Council; and a non-executive director of the Association
of Consulting Engineers.
Mike is a Chartered Engineer and a Fellow of both the
Institution of Civil Engineers and Royal Institution of
Chartered Surveyors.

External appointments:
Mike currently serves on the boards of Network Rail,
Arcadis NV and Bazalgette (Tideway) Tunnel Ltd.
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Audit Committee

RI Risk Committee

N

Nomination Committee

Committee Chair

RE Remuneration Committee

Dame Gillian Guy DBE

Kevin McCullough

Non-Executive
Independent: Yes

Non-Executive
Independent: Yes

Independent Non-Executive Director
Committee membership:

Independent Non-Executive Director
Committee membership:

RE RI

RI

Date of appointment:

Date of appointment:

12/11/2018

18/07/2019

Experience:

Experience:

Gillian joined the Board in November 2018.

Kevin joined the Board in July 2019 and was appointed
as the non-executive director with the remit for
communicating the views of the workforce to the Board
in February 2020.

Gillian served as a non-executive board member and
chair of the Audit Committee of the National Audit Office
and as 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 and was awarded
a Damehood in the 2020 New Year’s Honours List for
services to public and voluntary sectors.
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.

External appointments:
Gillian was formerly 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.

Kevin has over 35 years of experience in the utility
sector. He has developed a strong reputation for
delivering results in the most arduous of business
environments, having held significant executive positions
with RWE Innogy and npower, Horizon Nuclear Power
and UK Coal Production Ltd.
He has been responsible for the development and
construction of some of the UK’s largest power plants,
including large-scale offshore wind and high-efficiency
combined cycle gas turbine. Kevin’s career has seen
him take key roles interfacing with, and in some cases
advising, government directly on all aspects of UK
energy generation.
As chairman of Horizon Nuclear Power, he helped nurture
the opportunity for new nuclear capability in the UK.
Kevin is a Chartered Engineer and a Fellow of both the
Institute of Mechanical Engineers and the Energy Institute.

External appointments:
None.
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Board of directors continued

Malcolm Cooper

Sara Sulaiman

Non-Executive
Independent: Yes

Non-Executive
Independent: No

Independent Non-Executive Director
Committee membership:
A

RI

Non-Executive Director
Committee membership:
A

N RE

Date of appointment:

Date of appointment:

23/12/2019

26/09/2017

Experience:

Experience:

Malcolm joined the Board in December 2019 and was
appointed as Chair of the Audit Committee.

Appointed in September 2017, Sara is an executive
director at JP Morgan Asset Management.

Malcolm has extensive experience in the regulated utility
sector, having worked for around 30 years at National
Grid plc, British Gas plc and other companies. He was a
member of the board of both National Grid Gas plc and
National Grid Electricity Transmission plc.

Before joining JP Morgan, Sara was an investment
director at Arle Capital Partners, a London-based midmarket 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).

Malcolm was previously a non-executive director of St
William. He is also a past president of the Association of
Corporate Treasurers and was a member of the Listing
Authority Advisory Panel of the FCA.
Malcolm has a degree in Pure Mathematics and is
both a Fellow of the Association of Chartered Certified
Accountants and the Association of Corporate Treasurers

External appointments:
Malcolm is a non-executive director at: Morgan Sindall
plc where he chairs the audit committee and the health,
safety and environment committee; MORhomes plc
where he is Senior Independent Director and chairs
the credit committee; and the UK Residential REIT
plc where chairs the audit committee. He was also a
non-executive director at CLS Holdings plc, where he
was senior independent director and Audit Committee
chair. He is a member of the Audit Committee of Local
Pensions Partnership Ltd.
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Sara started her career in industry working as a finance
analyst in Petroleum Development Oman and Shell
Chemicals in London.
Sara 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.

External appointments:
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.
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Audit Committee

RI Risk Committee
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Committee Chair

RE Remuneration Committee

Marykay Fuller

Richard Manning

Non-Executive
Independent: No

Secretary to all committees

Non-Executive Director

General Counsel and Company Secretary

Committee membership:
RI

Date of appointment:

Date of appointment:

15/06/2020

24/07/2018

Experience:

Experience:

Marykay joined the Board in June 2020 as a shareholder
representative non-executive director for Greensands
Holdings Limited.

Richard joined Southern Water in July 2018 as General
Counsel and Company Secretary and now has overall
responsibility for leading the Risk and Compliance
directorate alongside his legal and governance roles.
He is a member of the Executive Committee and the
Executive Leadership Team.

Marykay’s executive career was in finance and
consulting with significant experience in organisational
transformation in both the public and private sectors
across a variety of industries, including infrastructure,
transportation, energy and construction.
Marykay previously served on the board of British
American Business and retired from KPMG LLP in
2016 as a senior advisory partner.

External appointments:
Marykay is currently a director of the UK Civil Aviation
Authority (CAA) where she sits on the audit committee
and the management advisory board for the CAA’s
subsidiary, CAA International.

He has held similar roles in a number of listed and
private companies including GCap Media plc, JJB Sports
plc and Waterstones, and brings a wide experience of
legal and governance matters.
Richard holds a law degree and an MBA and is a
qualified solicitor.

External appointments:
None.

She is the chair of the Air Travel Trust and a
director of GCP Asset Backed Income Fund Ltd
where she is a member of the audit and remuneration
committees as well as chair of the management
engagement committee.
She also serves on the Alumni Advisory Board of
Carnegie Mellon University Heinz College in the USA.
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Our approach to governance
Ofwat Principles
In 2019 Ofwat published its Board leadership, transparency and governance principles and, subsequently, in July 2019, amended
the licences of water and wastewater companies to require such companies to meet the objectives set out in the Ofwat Principles.
The Ofwat Principles represent a major update of the previous principles published in 2014 and include many of the principles
and provisions of the Financial Reporting Council’s (FRC) UK Corporate Governance Code. Therefore, Southern Water seeks to
apply both the Ofwat Principles and the relevant principles and provisions of the UK Corporate Governance Code in terms of its
approach to corporate governance.
The Ofwat Principles are based around four objectives (set out below), each of which is supported by a number of provisions
designed to assist companies in demonstrating that they are meeting the relevant objective.
Find more information on ofwat.gov.uk

1

Competence and independence

Boards and their committees are competent, well run, and have sufficient independent membership, ensuring they can
make high-quality decisions that address diverse customer and stakeholder needs.
Read more on pages 158 to 167

Objective/provision

Compliant

Page(s)

Boards and their committees are competent, well run, and have sufficient independent
Yes
membership, ensuring they can make high-quality decisions addressing stakeholder needs.

162-166

i. Boards and board committees have the appropriate balance of skills, experience,
independence and knowledge of the company. Boards identify what customer and
stakeholder expertise is needed in the boardroom and how this need is addressed.

Yes

163, 166, 167, 184

ii. Independent non-executive directors are the largest single group on the board.

Yes

158, 163, 164-165

iii. The chair is independent of managers and investors on appointment and demonstrates
objective judgment throughout their tenure. There is an explicit division of responsibilities
between running the board and executive responsibility for running the business.

Yes

163, 164

iv. There is an annual evaluation of the performance of the board. This considers the
balance of skills, experience, independence and knowledge, its diversity, how stakeholder
needs are addressed and how the overarching objectives are met. The approach is
reported in the annual report and any weaknesses are acted on and explained.

Yes

178-180

v. There is a formal, rigorous and transparent procedure for new appointments which is led Yes
by the Nomination Committee and supports the overarching objective.

184

Yes

184

vi. To ensure there is a clear understanding of the responsibilities attached to being a nonexecutive director in this sector, companies arrange for the proposed, final candidate for
new non-executive appointments to the regulated company board to meet Ofwat ahead of
a formal appointment being made.

vii. There is a majority of independent members on the Audit, Nomination and
Yes1
Remuneration Committees and the Audit and Remuneration Committees are independently
led.
1.

154

182, 187, 196

The membership of the Nomination Committee is: the Chairman, one independent non-executive director and one non-executive director. The Chairman, whilst not independent
under the UK Corporate Governance Code is independent of management and the shareholders
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2 Purpose, values and culture
The regulated company board establishes the company’s purpose, strategy and values, and is satisfied that these and its
culture reflect the needs of all those it serves.
Read more on pages 168 to 175

Objective/provision

Compliant

Page(s)

The regulated company board establishes the company’s purpose, strategy and values,
and is satisfied that these and its culture reflect the needs of all those it serves.

Yes

168-175

i. The board develops and promotes the company’s purpose in consultation with a wide
range of stakeholders and reflecting its role as a provider of an essential public service.

Yes

174

ii. The board makes sure that the company’s strategy, values and culture are consistent
with its purpose.

Yes

168-175

iii. The board monitors and assesses values and culture to satisfy itself that behaviour
throughout the business is aligned with the company’s purpose. Where it finds misalignment
it takes corrective action.

Yes

170-171, 172173, 175

iv. Companies’ annual reporting explains the board’s activities and any corrective action
taken. It also includes an annual statement from the board focusing on how the company
has set its aspirations and performed for all those it serves.

Yes

146-147, 160,
168, 170-171,
175

3 Effectiveness
The regulated company has an effective board with full responsibility for all aspects of the regulated company’s business for
the long term.
Read more on pages 178 to 185

Objective/provision

Compliant Page(s)

The regulated company has an effective board with full responsibility for all aspects
of the regulated company’s business for the long term.

Yes

148-153, 158-159, 160166, 178-180, 183-185

Yes
i. The regulated company sets out any matters that are reserved for shareholders or
parent companies (where applicable), and explains how these are consistent with the
board of the regulated company having full responsibility for all aspects of the regulated
company’s business, including the freedom to set, and accountability for, all aspects of
the company’s strategy.

113, 158-159

ii. Board committees, including but not limited to Audit, Remuneration and Nomination
Committees, report into the board of the regulated company, with final decisions made
at the level of the regulated company.

159, 161

Yes

iii. The board of the regulated company is fully focused on the activities of the regulated Yes
company; takes action to identify and manage conflicts of interest, including those
resulting from significant shareholdings; and ensures that the influence of third parties
does not compromise or override independent judgment.

158-160, 166, 185
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Our approach to governance
4 Transparency and accountability
The board’s leadership and approach to transparency and governance engenders trust in the regulated company and
ensures accountability for their actions.
Read more on pages 186 to 193

Objective/provision

Compliant Page(s)

The board’s leadership and approach to transparency and governance engenders trust in the Yes
regulated company and ensures accountability for their actions.

158, 186-191

Regulated companies publish the following information in a form and level of detail that is accessible and clear for
customers and stakeholders:
i. An explanation of group structure;

Yes

113-116

ii. An explanation of dividend policies and dividends paid, and how these take account of
delivery for customers and other obligations (including to employees);

Yes

108-109

iii. An explanation of the principal risks to the future success of the business, and how these
risks have been considered and addressed;

Yes

118-139

iv. The annual report includes details of board and committee membership, number of times
met, attendance at each meeting and where relevant, the outcome of votes cast; and

Yes

148-153,
162, 182,
187, 192, 196

v. An explanation of the company’s executive pay policy and how the criteria for awarding
short and long-term performance-related elements are substantially linked to stretching
delivery for customers and are rigorously applied. Where directors’ responsibilities are
substantially focused on the regulated company and they receive remuneration for these
responsibilities from elsewhere in the group, policies relating to this pay are fully disclosed
at the regulated company level.

Yes

194-209

156
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Corporate governance report
How we are becoming a more resilient organisation and ensuring
long-term success
Our journey of delivering better
outcomes for customers

Taking steps to address
water supply

As a provider of essential water and
wastewater services to customers in the
South East, the company’s and the Board’s
focus is on improving our performance to
deliver for our customers. Owing to the
nature of our business and the 25-year
licence to supply services, the Board
and company must take a long-term view
in order to ensure provision of services
in the future within a challenging and
changing environmental, demographic
and regulatory context.

It has become apparent in recent years
that for a number of reasons, including
substantial development in the South East
and the restrictions on abstraction from the
rivers Test and Itchen, that the so-called
Western Area around Southampton will face
significant issues over the coming years in
terms of water supply.

Delivering our 2020–25
business plan
The Board extensively reviewed, discussed
and challenged management’s execution plan
to deliver the 2020–25 business plan within
the financial envelope set by Ofwat. This
resulted in a refined and updated execution
plan and changes to the company’s risk
appetite and tolerance to make it consistent
with delivery of such an ambitious plan.
In addition, the plan necessitates something
of a cultural shift within the business in order
to proactively undertake certain activities,
including proactive maintenance, delivery of
capital programmes early on in the 2020–25
period and changes in approach to design
and construction of the company’s assets.
A key underpinning objective of the plan
is to significantly improve the company’s
resilience to events such as power outages
and thereby improve delivery for customers
and other key stakeholders.

Embedding risk management at
every level of the organisation
During the year, the company adopted
a new approach to risk in order to make
expression and understanding of risk clearer
and therefore improve management of risk.

 ead more on
R
our operational
performance
on pages
74 to 99

Therefore, the Board has played an
active role in developing, reviewing and
challenging the company’s strategy to
ensure a resilient water supply in the
region. This included the signing of a bulk
supply agreement in 2021 with Portsmouth
Water in connection with a new reservoir
to be constructed at Havant Thicket. In
addition, the Board has had oversight of
the company’s longer term plans, which
include construction of a desalination plant
at Fawley and transfers of water resources
via pipes across the region.

Improving our environmental
performance
The Board is clear that our environmental
performance has significant room for
improvement, including in particular in terms
of the prevention of and management of
pollution incidents. Therefore, the Board
approved the company’s Pollution Incident
Reduction Plan, which seeks to take steps
to improve the company’s management of
incidents in order to reduce the severity of
pollution events if and when they occur. In
addition, the plan seeks to implement more
proactive maintenance of the company’s
assets in order to reduce the likelihood of
such events occurring in the first place.
Furthermore, the Board has approved
the company’s environmental ambition
which intends to significantly improve
the company’s overall impact on the
environment as well as a commitment to
‘net zero’ carbon by 2030.
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Corporate governance report continued
Overview of the Board’s
responsibilities

1

The Board’s role is to:
• establish the company’s purpose, strategy
and values,

 ompetence and
C
independence
Boards and their committees are competent, well

• 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,

run, and have sufficient independent membership,
ensuring they can make high-quality decisions that
address diverse customer and stakeholder needs.


T
 o provide effective leadership, the Board must
exhibit independent decision-making informed
by diverse perspectives

	Keith Lough

• 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,

30 June 2021

2

• 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

Independent on appointment

1

Independent

6

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

Shareholder nominated

2

Executives
Non-Executives

Greensands Holdings Board
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 2020–21 a number of matters
required shareholder approval. These included the
raising of finance via the ‘Green Bond’ in May 2020
and additional finance raised in March 2021 and
approval of the company’s execution plan for the
2020–25 period.
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Governance structure
Shareholders
Greensands Holdings Limited Board of Directors
Certain key matters are reserved to the Board of Greensands Holdings Limited and/or the Shareholders.

Southern Water Services Limited Board of Directors
The Board of Southern Water is ultimately responsible for the company.

Executive Committee (EXCOM)
Comprising the Chief Executive Officer, Chief Financial Officer, Managing Director, General Counsel,
Director Wastewater and Asset Management, Director of Environment and Corporate Affairs and
Company Secretary, it meets regularly to discuss and make decisions on areas of strategy and
other matters critical to the company.

Executive Leadership Team
The Executive Leadership Team supports the CEO in driving the implementation of strategy in the
company. Comprised of the senior leaders of the functions and operational units, the ELT meets
regularly to:
• Consider performance and make decisions on operational matters;
• Oversee the company’s transformation programme; and
• Consider health and safety, risk and compliance.
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Corporate governance report continued
1. Competence and independence continued
The Board

Board committees

The Board comprises the non-executive Chairman,
two executives – the Chief Executive Officer and
Chief Financial Officer – and eight non-executive
directors, six of whom are independent.

In line with both the Board leadership,
transparency and governance principles published
by Ofwat and the UK Corporate Governance Code
as well as best practice, the Board has established
a number of standing committees with specific
responsibilities. These committees are:

It routinely determines the following matters:
• Business and financing strategy
• Business plans
• Approval of annual budgets
• Fixing of principal charges and schemes
• Approval of financial statements
• Key regulatory submissions
• Key customer and stakeholder publications
• Entering into significant contracts or
commitments
• Approval of dividends
• Commencing new businesses
• Appointment or removal of the auditor, directors
and company secretary

Audit
Risk
Nomination
Remuneration
These committees assist the Board by monitoring
and reviewing performance and issues within their
respective scopes. Specific responsibilities have
been delegated to these committees.
Each committee has written terms of reference,
which are published at southernwater.co.uk/
board-committee-terms-of-reference. These
terms of reference are reviewed at least annually.
Other committees are constituted if and when
required for specific matters.

• Remuneration of independent non-executive
directors.

What was on the Board’s agenda
during the year
• Refined and improved the company’s
execution plan for 2020–25.
• Reviewing and monitoring the impact of
COVID-19 on the company’s operations
and workforce.
• Developing and approving the company’s
Pollution Incident Reduction Plan.
• Approval of the company’s environmental
plan, including a commitment to net zero
carbon by 2030.
• Reviewing proposed transformational and
strategic programmes to ensure that the
company can deliver on its ambitions.
• Approval of the bulk supply agreement
with Portsmouth Water in respect of the
Havant Thicket reservoir.
• Developing measures for and monitoring
the company’s culture.
• Reviewing and monitoring the company’s
progress against the undertakings given to
Ofwat following the settlement in 2019–20.
• Bond issues and other financing measures.
• Risk appetite and risk monitoring.
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Southern Water Board and committee responsibilities
The Board
• Has full responsibility for the company’s business over the long term.
• Establishes the company’s purpose, values and culture and sets its strategy.
R
 ead more about our purpose, values and culture on pages 2 to 3

Audit Committee

Risk Committee

• Monitors the integrity
of the company’s
financial statements
by challenging the
basis of preparation
and the judgments
made.

• Advises on the
company’s overall
risk appetite,
tolerance and
strategy and level
of resilience.

• Monitors the integrity
of non-financial
information reported
by the company.
• Keeps under review
the company’s
internal controls and
risk management
systems.
• Oversees Internal
Audit and the
relationship with the
external auditor.
R
 ead more on
pages 187 to 191

• Oversees and advises
on current risk
exposures.
• Reviews the
company’s capability
to identify and
manage new risks.
• Monitors and
advises on health,
safety, security
and wellbeing and
makes appropriate
recommendations to
the Board.
 ead more on
R
pages 192 to 193

Nomination
Committee

Remuneration
Committee

• Reviews the size,
structure and
composition of
the Board.

• Sets remuneration
policy for all executive
directors and
the Chairman.

• Evaluates the balance
of independence,
skills, experience
and diversity on
the Board.

• Recommends
and monitors
remuneration for
senior leaders.

• Leads the process
for identifying
and nominating
candidates for
approval by the
Board of directors.
 ead more on
R
pages 182 to 185

• Approves the design
of and determines
targets for any
performance-related
pay schemes.
• Reviews the design
of all long-term
incentive plans.
• Oversees major
changes to employee
benefit structures.
 ead more on
R
pages 194 to 211
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Corporate governance report continued
1. Competence and independence continued

Board meetings and attendance
A total of six Board meetings were scheduled to take place during the year.
The attendance at scheduled Board meetings during the year was as follows:

Member

Attendance

Keith Lough

6/6

Ian McAulay

6/6

Sebastiaan Boelen

6/6

Paul Sheffield

6/6

Rosemary Boot

6/6

Mike Putnam

6/6

Gillian Guy

6/6

Kevin McCullough

5/61

Malcolm Cooper

6/6

Sara Sulaiman

6/6

Marykay Fuller

5/52

1.

Absence due to illness.

2.

Marykay Fuller was appointed to the Board on 15 June 2020.

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.
Ordinarily, the Board would hold its meetings at the company’s head office in Worthing or in London.
However, owing to the COVID-19 pandemic, the Board has held its meetings remotely during 2020–21
using tele- and video-conferencing facilities. In a ‘normal’ year, the Board also endeavours to hold one
meeting ‘off site’ during the year coupled with a strategy day in order to provide an opportunity to
discuss the company’s future strategy and plans. The Board held a strategy day in September 2020 at
which it reviewed the current environment and sought to outline the company’s medium and long-term
vision and plans, including discussion of use of technology and organisational structure.
Where a director has a concern over any unresolved matter, they are 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.
All members of the Board were and are able to allocate the necessary time to the company in order to
be able to discharge their responsibilities effectively.
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Board composition

Board composition at a glance

Unlike in previous years, there has been little
change in terms of the Board composition
during the year.

Board gender profile

Keith Lough has served as Chairman since
1 August 2019 and Ian McAulay and Sebastiaan
Boelen have served as executive directors since
2017 and 2018 respectively.

GSH
ownership

As stated in the 2019–20 annual report, Marykay
Fuller joined the Board as the shareholder
representative non-executive director for
Greensands Holdings Limited in June 2020.
As at 31 March 2021, women made up 36% of
the Board (four out of 11 directors). The company
is committed to having a diverse workforce that
reflects the communities it operates in. The
company publishes a Gender Pay Gap Report.
Our report showed that the median pay gap has
reduced from 2.4% in favour of male employees
to -2.0% in favour of female employees. In terms
of the bonus gap, we have seen a reduction from
26.8% to 24.5% in favour of male employees.
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.

Male (7)

Female (4)

Board background

GSH
ownership

Financial (6)
Operational (1)
Engineering (3)

 ublic sector/
P
Government/
charity (1)

Board independence

GSH
ownership

Independent (6)

Not independent (5*)

*Note the Chairman was independent on appointment, but does
not fulfil the criteria set out in the UK Corporate Governance Code
applicable to an independent non-executive director and is therefore
included in this figure.
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Corporate governance report continued
1. Competence and independence continued
Board composition continued

Chairman

Chief Financial Officer

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. Keith Lough has
served as the company’s Chairman since 2019. In line with
the Ofwat Board leadership, transparency and governance
principles as well as the UK Corporate Governance Code,
Keith was viewed as independent on appointment.

The Chief Financial Officer is a member of the Board with all
the responsibilities of a director of the company. Sebastiaan
Boelen was appointed as the company’s interim Chief
Financial Officer and member of the Board in December 2018
and this appointment was made permanent in September
2019. 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.

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.

Senior independent non-executive officer
Paul Sheffield is the senior independent non-executive
director. Paul chairs the Remuneration Committee and is
also a member of the Nomination 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.

Independent non-executive directors
Chief Executive Officer
The Chief Executive Officer is a member of the Board and
has all the responsibilities of a director of the company.
Ian McAulay has served as the company’s Chief Executive
Officer since 2017. 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.

The largest single group on the Board are the
independent non-executive directors in accordance with
the Ofwat Principles and as a matter of good governance
practice. 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
and the workforce. The independent non-executive
directors have been appointed for their individual
external 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 non-executive directors also appraise the Chairman’s
performance.
The standard terms and conditions for the appointments
of independent non-executive directors can be viewed at
southernwater.co.uk/corporate-governance.
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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.
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.

Shareholder representative
non-executive directors
Under the terms of the Subscription and
Shareholders’ Agreement, certain investors
have a right to nominate for appointment
a non-executive director to the Board of
Southern Water. As a statutory director, such
an individual has 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 those 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.

 ead more
R
about employee
engagement on
pages 56 to 59

Sara Sulaiman joined the Board in
2017 and was nominated by one of the
company’s three major investors. In June
2020, Marykay Fuller joined the Board
having been nominated by Greensands
Holdings Limited, the group’s ultimate
parent company. Please refer to pages
148 to 153 for details of the background
and experience of the shareholder
representative non-executive directors.
Sara Sulaiman does not receive any
remuneration from Southern Water.
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Corporate governance report continued
1. Competence and independence continued
Board independence

and 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,
communities, workforce, suppliers and the
environment and how these can be respected
and protected.

Throughout the year the majority of nonexecutive directors have been independent and
independent non-executive directors were the
largest single group on the Board in accordance
with the Board leadership, transparency and
governance principles published by Ofwat.
In accordance with best practice, the Board takes
into account those matters listed in Provision
10 of the UK Corporate Governance Code as
well as any other relevant circumstances or
considerations in forming its assessment of the
independence of directors.

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. During 2020–21,
no director declared a material interest at any time
during the year in any contract of significance with
the company.

The Board considers that the independent nonexecutive directors were throughout the year,

Balance of skills and experience of the Board
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 number of directors with significant and/or material skills, knowledge and
experience related to the key areas necessary to deliver the company’s strategy is summarised below.
Details of the individual Board members’ experience are on pages 148 to 153.

1

2

3

4

5

Capital programmes
Operations
Customer
Environment
Governance
Regulation
Financing
Transformation
Utilities Sector

166

Southern Water Annual Report and Financial Statements for the year ended 31 March 2021

6

7

GOVERNANCE

Moving towards creating a resilient
water future for our customers
In order to be able to deliver for our customers and the communities we serve, the Board requires a
diverse range of skills and experience. The table below shows the current Board members in terms of
their primary skills and experience and how these contribute to ensuring a more resilient water future.

Ensuring Southern
Water contributes
to a more resilient
water future

Board skills/experience
required

Board members

Succeeding together

Customer, capital programmes, Keith Lough, Ian McAulay,
operations, financing,
Sebastiaan Boelen,
transformation
Paul Sheffield, Rosemary
Boot, Mike Putnam, Gillian
Guy, Kevin McCullough,
Malcolm Cooper, Sara Sulaiman,
Marykay Fuller

Doing the right thing

Customer, environment,
governance, regulation

Keith Lough, Ian McAulay,
Rosemary Boot, Mike Putnam,
Gillian Guy, Malcolm Cooper,
Sara Sulaiman, Marykay Fuller

Always improving

Customer, capital
programmes, operations,
transformation, utilities sector

Keith Lough, Ian McAulay,
Sebastiaan Boelen,
Paul Sheffield, Rosemary
Boot, Mike Putnam, Gillian
Guy, Kevin McCullough,
Marykay Fuller
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Corporate governance report continued
Establishing Southern Water’s purpose
A company’s purpose should be the principle that
guides all actions within the company. Its strategy
must be to deliver its purpose. In simple terms, the
company’s purpose is the reason it exists.

2
 urpose, values and culture
P
The regulated company board establishes the
company’s purpose, strategy and values, and is
satisfied that these and its culture reflect the needs
of all those it serves.



A
 company’s values and culture must be
consistent with its purpose and underpin
its ability to deliver its strategy
Keith Lough
30 June 2021

Purpose statement:
To provide water for life to enhance health
and wellbeing, protect and improve the environment
and sustain the economy.
Vision:
To create a resilient water future for customers
in the South East.

The Board is responsible for establishing
Southern Water’s purpose and for ensuring that
its decisions in respect of its strategy enable it to
deliver this purpose. As such, the Board and the
company must consult with and take into account
the interests of a wide array of stakeholders,
including customers, employees, local
communities, suppliers, government and investors
to ensure that the decisions made with respect
to matters such as support for the vulnerable,
infrastructure investment, measures to protect the
environment and engagement with the public to
reduce water consumption support the company’s
purpose to deliver water for life to enhance
health and wellbeing, protect and improve the
environment and sustain the economy.

Alignment of Southern Water’s
purpose with values and culture
The values and culture of a company aim to
achieve the company’s purpose. Its values
dictate how it delivers its purpose and the
company’s culture ought to be in complete
agreement with the values of the organisation.
Therefore decisions should made in a certain way,
underpinned by certain core principles for the
reason of delivering the company’s purpose.
One of the key articulations of the company’s
values is its Code of Ethics, which sets out the
expectations for the company’s workforce and its
partners. Southern Water’s Code of Ethics makes
clear the basic expectations of how Southern
Water conducts its business.
The Board fulfils a key role in setting the tone
for the business, and has consistently supported
the commitment to embedding ethical business
practice throughout the organisation. All Board
members have signed up to the Code of Ethics,
and the Chairman and Chief Executive Officer
have personally endorsed it.
It is essential that the Board monitors the culture
of the company in order to take corrective action
where the values and behaviours exhibited
do not align with the company’s values and
purpose. Monitoring of this is a priority for the
Board in order to ensure that there is no repeat
of the unacceptable behaviours of the past.
The metrics for monitoring the culture of the
company have been developed in the year and
one of the Board’s key priorities is to ensure
that an ongoing robust system of reporting and
monitoring is implemented.
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Corporate governance report continued
2. Purpose, values and culture continued
 ead more about
R
our purpose on
pages 2 and 3

A key area of
focus for the
Board is to
monitor culture
Monitoring and assessing our culture
A core component of the company’s cultural
change programme is the development
of appropriate and informative measures
that can be used to inform the Board about
the culture within the organisation and the
progress made in terms of the attempts to
change culture for the better.
Such concepts as ‘culture’ are difficult to
measure but, based on advice, best practice
examples as well as the outputs required by
the Section 19 Undertakings given to Ofwat,
the company has developed a number of
measures which are reported regularly to the
Board. These measures include key metrics in
terms of collaboration within the organisation,
driving results, customer focus and ethical
working. More detail can be found on pages
172 to 173.

In addition, the Board is seeking to develop
further measures to ascertain the extent to
which ethical business practices have been
embedded within the organisation by means of
monitoring company and individual behaviours
as well as enterprise risk actions and controls.

Culture Change Group
The Culture Change Group has met since
December 2019 on a monthly basis. It includes
representation from Risk & Compliance,
Human Resources, Health, Safety, Security
and Wellbeing, Communications and Legal.
The aim of the group has been to share ideas
and best practice on culture change and has
included reviewing the outputs from the Gallup
employee engagement survey.
During 2020–21, following discussion and
agreement at the Culture Change Group, it was
agreed to implement a number of measures
to coordinate activities in terms of culture.
This included in areas such as line manager
training and engagement, the activities of the
Health, Safety, Security and Wellbeing team,
improvements to the Speak Up policy and
the embedding of ethical business practice
across the business.
In addition to the work of the Culture Change
Group, a new monthly People and Culture
meeting was added to the cycle of Executive
Leadership Team meetings in order to give
greater focus to the company’s workforce and
its culture.

Our culture journey
2017: December

Customer research
and ‘brand’ review.

2018: January

Stakeholder mapping
– what do customers
think about us?

Spring to summer
Brand propositions
test, 70+ colleagues/
partners review.
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July

November

February

November

Board holds a session
focusing on ethics.

Values tested at
colleague roadshow.

September

December

Water for Life
launch. Values
approved by Board.

Board session on
ethical business
practice facilitated
by the Institute of
Business Ethics.

Customers review
Water for Life.
Behavioural
expectations launch.

October
Board review. Quick
Check decisionmaking tool released.

Purpose approved
by Board.

2019: January

Engagement survey
expanded to include
culture measures.

June
Code of Ethics
approved by the Board
and launched.

October
Values week. Dilemma
scenarios released.
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Ethics and Speak Up
training for senior and
line management with
Institute of Business
Ethics.
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How the Board monitored
culture in the past year
Introduction of the culture
change dashboard
Throughout the year, the Board
received semi-annual reports of a
number of measures to provide an
indication of, and inform discussions
with respect to, the company’s culture.

88%

Link to culture

Self-reported
pollutions

By monitoring the culture within the organisation,
the Board is able to form a view regarding the extent
to which the organisation’s culture is changing and
how. This facilitates the Board’s plans and potential
interventions.

Development of
embedment metrics

By monitoring the behaviour and actions of employees
and the company more generally, the Board is able to
ascertain whether there has been an improvement in
The Board has monitored and received
terms of the culture of the company and whether and
updates on management's proposals
what further actions are required.
to measure the embedding of ethical
business practices within the business.
This includes behavioural metrics,
‘ethics interventions’ and enterprise
risk and control measures and actions.

The majority
of pollution
incidents are
reported by the
company itself.

3.89

Gallup survey
score out of 5
These results
provide valuable
insight for
the Board.

Regular reports on Speak Up

By monitoring concerns raised, often anonymously,
The Audit Committee receives regular the Board is afforded insight into the potential ethical
culture within the business and can take steps
reports on the company’s Speak Up
policy, including information in respect accordingly.
of the number and seriousness of
the reports.

Reviewing the results of
employee engagement surveys
Both the all-employee GALLUP and
targeted ‘pulse’ surveys provide
valuable insight into the attitudes
within the company.

2020: June –
2021: March

Publication of
quarterly dashboards.

2020: July

ELT paper Culture
Change Initiatives.

By reviewing the high-level results, the Board is
informed about the level of engagement across the
business. Engagement, values and ethics have a
positive correlation.

August/September

October

April

Code of Ethics Policy
Board Sign up.

Publication of revised
Code of Ethics.

September

2021: March/April

Production of
guidance for senior
managers.

Board paper for
Culture review
including Measures
of Culture Dashboard
and refreshed Code
of Ethics.

Board Culture
review including
Measures of Culture
Dashboard and
recommendations for
revisions for 2021–22
dashboard metrics
and targets.

May
Draft ethics ELT
embedment
indications.
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Corporate governance report continued
2. Purpose, values and culture continued
Measures of culture
Our past experiences show us it is essential to do the right thing and the importance of driving
performance by behaving correctly and compliantly.
The company has introduced a Culture Change Dashboard to provide a point of focus for thought, discussion and action around
our organisational culture.

Collaboration

Driving results

Each other

Our environment and public health

Metrics

Metrics

Employee Engagement

Pollution incidents

Overall company GALLUP survey
score out of 5.

Number of Category 1-3 pollutions

3.89

Employee sickness
% of all employees

1.87%

Gender hourly pay
Median difference male/female
salaries

2%

Gender bonus pay
Median difference male/female
bonuses

24.5%

400

Self-reported pollutions
% of total incidents self-reported

88%

WWTW Effluent Compliance
% permit compliance at numeric
wastewater treatment works

97.1%

Water quality compliance
Calculated score using DWI
Compliance Risk Index (CRI)

4.62

Gender distribution
Split of male/female employees

75/25%

Near misses
Reports by employees and supply
chain partners per 100 FTE

1.2

Rule of two
% of reporting of incidents compliant
with timescales

67%

STAR Award nominations
Number of employee STAR
nominations

1,979
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Key:
Improving

Static

Worsening

No target

Customer focus

Ethical working

Our customer

Our business

Metrics

Metrics

Escalated complaints

Values/Ethics Q15 survey scores

Number of written escalated
complaints per 10k customers

Scores out of 5 in GALLUP/Pulse
surveys – Q15 Confidence in
company

2.31

Note: The trend indicators
for non-targeted metric
performance show changes
to the number reported from
previous period and is not a
measure of performance.

4.05

GSS payments
Number of payments made

Values/Ethics Q16 survey scores

C-MeX Satisfaction

N/A

26,613

Scores out of 5 in GALLUP/Pulse
surveys – Q16 Integrity of colleagues

Overall quarterly C-MeX score out
of 100

Values/Ethics Q17 survey scores

Net Promoter Score - service

4.26

74.77

Scores out of 5 in GALLUP/Pulse
surveys – Q17 Understand values

Net Promoter Score achieved in
C-MeX quarterly reported service
survey

Code of Ethics sign ups

Net Promoter Score - experience

97%

5

Net Promoter Score achieved
in C-MeX quarterly reported
experience survey

22

*All metrics for the 12-month
period ending 31 March
2021, with the exception of
those under Driving Results,
which are in respect of the
12-month period ending
31 December 2020.

% of employees who have
completed mandatory training to
sign up to the Code of Ethics

Speak Up – cases opened
Number of Speak Up cases opened

37

Speak Up – cases closed
Number of Speak Up cases closed

56

Speak Up – anonymous cases
% of Speak Up cases reported
anonymously

86%

Speak Up – days to close
Average days to close Speak Up
cases

308
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Corporate governance report continued
2. Purpose, values and culture continued

Boards must be clear on the impacts of
decisions on stakeholders and must be
adequately informed about their views
	Read about
how the Board
is kept informed
of stakeholder
views on pages
66 to 69

Stakeholder engagement
Throughout the year, the Board has been
kept informed of the views of the company’s
stakeholders, including its regulators, suppliers,
investors and government. The company’s
Chairman and Chief Executive Officer regularly
attend meetings with government bodies such
as Ofwat, the Department for Environment, Food
and Rural Affairs, the Environment Agency and
Drinking Water Inspectorate.
The Chief Executive Officer also regularly attends
meetings and other events with Water UK in
respect of matters relevant to the water sector
as a whole.
Further information about stakeholder
engagement can be found on pages 46 to 50
and as part of the company’s section 172(1)
Statement on pages 66 to 69.

Employee engagement
In line with the UK Corporate Governance Code,
as well as the Board’s duty under section 172(1) to
consider the interests of the company’s workforce
and to support the Board in its monitoring and
assessing of culture, the Board appointed Kevin
McCullough as an independent non-executive
director with the remit of communicating the views
of the company’s workforce (as defined in the
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UK Corporate Governance Code) to the Board.
The scope of this role includes:
• Obtaining and communicating to the Board the
views of the company’s workforce in respect
of matters, including pay and conditions; health,
safety and wellbeing; working environment
and culture. This enables the Board to give
appropriate consideration of the interests
of the workforce. Communication methods
include: regular meetings with the company’s
workforce representatives, the HR Director,
Head of Communications and Head of Health,
Safety, Security & Wellbeing; attendance
at workforce events; and visits to operational
sites and offices.
• Providing regular reports to the Board.
• At least annually, meeting with the Chair of
the Remuneration Committee to enable the
committee to take into account the conditions
of the workforce when setting executive
remuneration policy (in accordance with the
UK Corporate Governance Code).
In addition, during the year, the Chief Executive
Officer carried out weekly ‘town hall’ meetings
via tele- and video-conferencing facilities with
all employees invited to attend and ask any
questions they may have.
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Board activities

Area

What was reviewed
and considered?

Business strategy

The Board considered the impact of changes
to the company’s design and delivery of capital
projects to improve the resilience of its assets as
well as a move toward more proactive maintenance.
In addition, the Board approved a revised execution
plan to deliver the company’s business plan.

The company’s plan to
deliver over the 2020–25
period and beyond.

The environment
The company’s impact
on the environment.

Our customers
The company’s delivery
for our customers.

Our finances
The company’s ability to
continue to operate as a
going concern and deliver
its strategy.

Our people
The health and safety and
wellbeing of our workforce.

Link to
purpose
Protect
Sustain

The Board approved the company’s environmental
ambition, including a commitment to ‘net zero’
carbon by 2030.

Protect

The Board reviewed and monitored the steps
taken by the company in response to the COVID-19
pandemic, including customers in financial difficulty
as well as those who are vulnerable.

Enhance

In May 2020, the company obtained £825m of
funding via the issue of a ‘Green’ bond, which seeks
to provide funding for projects connected with
improving and sustaining the environment.

Protect

The Board reviewed the company’s health, safety,
security and wellbeing transformation programme,
which seeks to further embed a ‘health and safety’
culture within the organisation.

	Read more about
our people on
pages 56 to 59

Sustain

Sustain

Enhance

Key:
Our purpose is to provide water for life to:
enhance health
and wellbeing

protect and improve
the environment

sustain the
economy
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Case Study

Outlining our
Environment Plan
Creating a resilient water future for
customers in the South East

Zero
Pollution
incidents
by 2040

Net
zero

Operational
Greenhouse
Gas Emissions
by 2030

	Read more on
our long-term
ambitions on
pages 54 to 55

Our vision is clear; we want to create a
resilient future for our customers in the
South East
The challenges which face us in delivering it are
to transform our operational performance, always
improving, while in parallel, demonstrating to our
customers, regulators and other stakeholders that
we can justify confidence in our ability to deliver.
The environment, and our role in protecting and
enhancing it, are at the core of these challenges
but we must go further to realise our ambition.
The underpinning context is the financial
limitation placed on us by the challenging Final
Determination made by our regulator Ofwat, the
realities of climate change and the changing
expectations of our customers, regulators, and
partners as a result of the COVID-19 pandemic.

Simplicity – implementing practical plans
and measurable activity to improve pollutions
performance and compliance, focus on
embedding natural capital approaches to
planning, development of our plans to achieve net
zero by 2030 and a focus on our flagship Target
100 water usage reduction programme.
Transformation – delivering a small and carefully
chosen number of bold, ambitious programmes
which differentiate Southern Water as an
environment custodian, such as our Water for Life
Hampshire programme; and
Capability – building, from Board level down, a
cadre of skilled and committed leaders and expert
practitioners.
The Board approved our Environment Plan in
March 2021.

Our executive and the Board have discussed how
we focus on critical environmental issues so that
we maximise the opportunities, learn efficiently
from the experience of others, and identify where
we want to lead the agenda. The steps we have
agreed to take to realise our ambition focus
around three core themes:

	Read more on
our purpose on
pages 2 to 3
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Corporate governance report continued
3
Effectiveness
The regulated company has an effective board with
full responsibility for all aspects of the regulated
company’s business for the long term.


B
 oards should continually evaluate
themselves in terms of their composition
and capabilities in order to ensure
continued effective leadership

	Keith Lough
30 June 2021

An evaluation
should consider
the balance of
skills, experience,
independence and
knowledge, and
diversity
Board evaluation
In line with the UK Corporate Governance
Code and the Ofwat Principles, there is an
annual evaluation of the Board in terms of its
performance and effectiveness. During 2020–21
an external evaluation of the Board took place
facilitated by Stanton Marris.
In accordance with listed company best practice,
Southern Water conducts an externally-facilitated
Board evaluation once every three years.

2019–20

2020–21

2021–22

Internal
evaluation

External
evaluation

Internal
evaluation

Progress against last year’s evaluation
The internal evaluation indicated a few areas for
improvement, including areas for development
of the recently-joined Board members and
changes to the structure of Board meetings and
Board reports.
Good progress has been made in all areas
identified and this can be seen by the outcomes
of the externally-facilitated Board evaluation
conducted in late 2020.
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Evaluation of the Board
As previously indicated, the annual evaluation of
the Board was externally facilitated by Stanton
Marris, who had previously supported a session
with the Board on risk and strategy, but who
otherwise have no connection with the company.
The evaluation was based on interviews with each
of the Board members, key senior managers and
representatives of the company’s shareholders
and parent company. In addition, the evaluator
used their experience from having worked with
the Board members previously to support their
observations. The review also took account of the
requirements of both Ofwat’s Board leadership,
transparency and governance principles and of
the UK Corporate Governance Code.
Following the completion of the evaluation, the
outcomes and suggested actions were presented
to the Board in December 2020. These outcomes
and suggestions are summarised on page 180.
The Board also conducted an evaluation of the
Chairman, led by the senior independent nonexecutive director. The feedback from the review
by the senior independent non-executive director
and from the non-executive directors consulted
as part of this process was positive. In addition,
a number of suggestions were made to further
improve the structure and strategic focus of
Board meetings.

Step 1 – Preparation
A review of a number of sets of Board
papers and other background information
about the company, including its most
recent annual report.

Step 2 – Observations
The reviewer had previously worked with the
Board on risk and strategy, which enabled
them to draw on their experiences of seeing
the Board at work first-hand.

Step 3 – Interviews
A series of interviews were held with all
of the Board members – non-executives,
Chairman and executives – as well as a
number of senior managers who work
closely with the Board. In addition, interviews
were held with representatives of the three
main shareholders and with the Chair of the
Board of Greensands Holdings Limited.

Step 4 – Consultation
The evaluation was overseen by the
Chairman and Company Secretary and the
findings discussed with them.

Step 5 – Outcomes
A number of observations and suggestions
were presented to the Board. These are
summarised on page 180.
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Corporate governance report continued
3. Effectiveness continued

Evaluation outcomes
Overall, the evaluation showed that the Board has come a long way in the past two to three years and
the current Chairman’s leadership has been instrumental in accelerating progress. It was noted that the
necessity of conducting meetings remotely rather than face-to-face was something of an impediment,
but that this was due to the exceptional circumstances of the year. It was recommended that the Board
should hold a workshop to address the findings of the review. The Board evaluation focused on a
number of key areas, identified below.

2020–21 areas of
assessment

Commentary and actions

Is the Board a proper
Board, not a mere
rubber stamp?

The Board provides challenge and holds the organisation to account.
It offers a high quality of questioning and intellectual engagement
with issues.

Does the Board tackle
the right issues?

It was noted that while the Board’s agenda has become more
focused, more could be done to define a more strategic agenda.
However, at the same time, it was acknowledged that it was
inevitable that the Board must continue to deal with some
operational and more day-to-day business given the highly
regulated environment.

Is the relationship
between the Board
and executive right?

It was considered that the Board has given strong support to the
executive in facing a number of difficult years and challenges.

Are the Board roles
and individual roles
clearly defined?

Formal definitions of the roles are clear and committees deal
effectively with much business prior to it coming to the Board.
It was suggested that the Board should consider whether more
can be done to delegate business to the committees.

Does the Board have the
right skills, experience?

The Board brings a strong range of experience and backgrounds.

Does the Board have the
right culture, allowing
challenge and debate?

The Board was viewed as well able to debate in an intelligent way
and provide challenge, although noting that remote meetings can
make free-flowing debate somewhat difficult.

It was suggested that the Board should consider how to build on
the evident current ‘non-executive’ skills.

It was suggested that the Board hold an in-person workshop for a
more open and strategic debate once COVID-19 restrictions allow.

Does the Board get the
right information?

The quality of papers and information was viewed as generally
high, but that further discipline needed to be applied in terms
of paper lengths.
A ‘decision cover sheet’ was introduced to improve focus.

Board development and training
The Board also has access to professional development provided by external bodies and by the
company’s professional advisers.
In his annual appraisal of the non-executive directors, the Chairman considered any specific training
and development needs for the non-executive directors. Individually, the Board members also carry out
their own training and development, such as by attending relevant seminars and workshops, in order to
ensure that their knowledge is kept up to date.

180

Southern Water Annual Report and Financial Statements for the year ended 31 March 2021

GOVERNANCE

Southern Water Annual Report and Financial Statements for the year ended 31 March 2021

181

GOVERNANCE

Corporate governance report continued
3. Effectiveness continued

Nomination Committee Report

Committee membership

Message from the Chair

This has been a busy year for the
Nomination Committee, as whilst there
has only been one appointment to the
Board in June 2020, the Board undertook
its externally facilitated evaluation, in
which the Nomination Committee was
heavily involved.
As part of our application of good corporate governance
practice, the Board carries out an externally facilitated
Board evaluation once every three years. The
Nomination Committee led in terms of the process
of selecting an independent evaluator and reviewing
the proposed scope and methodology. Following
the completion of the evaluation in December 2020,
the Nomination Committee also reviewed the output
and recommendations. The committee also reviewed
the output of the review of the Chairman carried out
by the non-executive directors. The committee will
continue to track the agreed actions and arrange their
implementation over the next year.

Keith Lough
Chair

Paul Sheffield
Committee member

Attendance 2/2

Attendance 2/2

Sara Sulaiman
Committee member
Attendance 2/2

Areas of focus this year:
• Board and executive composition and succession
planning.
• The externally facilitated Board evaluation.

Priorities for 2021–22:
• Implementing the recommendations of the externally
facilitated Board evaluation.

In addition to its role in terms of the Board evaluation,
a great deal of focus was also placed on reviewing
the composition of our Board and senior management
to ensure that they have the right balance of skills,
experience and diversity. As part of this, the committee
also considered succession planning both in terms of
short-term need should it arise and in terms of longer
term requirements, as it is crucial to be able to fill both
immediate requirements due to illness or resignations
as well as to have a more strategic view as to the
requirements of the business over the long term and
what skills and experience the Board and the company’s
senior management will require.
Keith Lough
Chair of the Nomination Committee
30 June 2021
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Our role is to
ensure an effective
Board
Introduction
The Nomination Committee is responsible for
reviewing the structure, size and composition
of the Board and, based on the results of this
review, for assessing the balance in terms of
independence, skills, experience, expertise and
diversity on the Board and making appropriate
recommendations based on this assessment.
The committee leads the process for identifying
and nominating candidates to fill independent
non-executive director vacancies. Read more
about the process on pages 184 to 185.

Southern Water Board

Nomination Committee

Identifying skills and experience gaps

Leading appointments

Reviewing effectiveness
and effecting change

Ensuring succession
planning

Assessing core skills
and commitment

Maintaining effective Board and
Committee composition
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Corporate governance report continued
3. Effectiveness continued

Board appointment process

Director induction

In the ordinary course of events, the Nomination
Committee would lead the appointment
process for a new independent non-executive
director based on criteria for skills, experience
and knowledge determined as a result of the
committee’s review of the Board’s composition.
The committee, usually assisted by an external
search firm with no connection to the business,
would draw up a role specification and then lead
the hunt for appropriate candidates, who would
be whittled down to the preferred candidate
through a series of meetings between Board
members and the candidate(s).

On appointment to the Board, induction coverage
is agreed with each appointee and then an
appropriate comprehensive and individualised
induction is provided. This will include access to,
and time with, the Executive Leadership Team
and other key staff, 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, the appointee will
meet with the company’s external advisers as
appropriate. The appointee will also be afforded
the opportunity to visit the company’s sites.

When the committee was satisfied with its
preferred choice, it would then recommend the
appointment to the Board for approval. Following
Board approval, the proposed appointment
would also be referred to Southern Water’s
parent company, Greensands Holdings Limited,
for approval as a reserved matter. The candidate
is also required to meet with Ofwat under the
provisions of the Board leadership, transparency
and governance principles. Once the candidate
had met with Ofwat and, subject to receipt of the
approvals by the Southern Water and Greensands
boards, the individual would be appointed as a
director on the terms published at southernwater.
co.uk/our-story/our-governance/appointment-ofnon-executive-directors.
The Board, as a whole, supported by the
Nomination Committee, appoints those individuals
nominated by investors under the terms of the
Subscription and Shareholders’ Agreement.
These candidates are, as with the independent
non-executive directors, required to meet with
Ofwat prior to appointment.
The current Chair would not chair the committee
if it was considering the succession of the Chair.

Board diversity
It is necessary to ensure that there are diverse
views in any decision-making body in order to
make sure that proposals come under sufficient
scrutiny and challenge and that decisions are
informed from a broad range of perspectives.
Diversity and different perspectives facilitate
innovation, which is crucial for any business.
Accordingly, the composition of the Board is
made up of individuals from a diverse range
of backgrounds, industries and professions
to encourage a diverse range of perspectives.
In addition, a Board must also reflect the
communities and other stakeholders served
by that business and there should be
representation of different genders and of
different ages, ethnic and social groups.
The Board continues to be supportive of greater
representation of those historically underrepresented in senior leadership positions and
seeks to, as a minimum, meet the expectation
applicable to listed companies that at least 25%
of Board members are female. As at 31 March
2021, four out of 11 (36%) directors were female.

Approach to succession planning
A considered and thorough assessment of the
skills and expertise currently on the Board and
what will be required going forward is crucial
for the long-term resilience of an organisation.
As such, the Board, assisted by the Nomination
Committee, has reviewed its current array of skills
and expertise as well as what is required in order
to ensure that the Board continues to be effective.
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Conflicts of interest and time
commitments
In order to function as an effective Board,
directors must be free of conflicts between the
interests of the company and their own interests,
or, where such conflicts are unavoidable,
appropriate mitigations must be in place. Directors
are required to declare any external interests that
they or persons closely connected to them might
have which could, reasonably, conflict with the
interests of Southern Water. Under its Articles of
Association, the Board of Southern Water is not
permitted to authorise conflicts of interest.
The Board is aware of the potential for conflicts
of interest in respect of the directors nominated
by the investors and closely monitors this.
As statutory directors, these individuals must
manage any conflicts arising from their position
in accordance with the provisions of the
Companies Act 2006.

This is no bad thing in and of itself, as it allows for
a breadth of experience and enables Southern
Water to take advantage of perspectives and
expertise from other industries and sectors.
However, the director must be able to devote
sufficient time to their role at Southern Water and
be able to discharge their duties effectively and
therefore the number of external appointments
of each director is monitored. Under their terms
of appointment, independent non-executive
directors are expected to devote at least 24 days
per year to their role at Southern Water.

	Read more about
the Board’s skills
and experience
on pages
148 to 153
	Read more about
our Gender Pay
Gap report on
pages 56 to 59

The Board is satisfied that all directors were able
to devote sufficient time and attention to their role
at Southern Water throughout the year.

It is accepted that most directors will also have
appointments on other boards (or similar bodies)
or, in the case of non-executives, potentially
also have full-time executive positions in
other companies.
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Corporate governance report continued
One of the most important roles of the Board
is to ensure that the company is transparent in
terms of its performance through the information
that it provides to markets and key stakeholders,
including, in Southern Water’s case, its customers
and its regulators.

4
Transparency and
accountability

The board’s leadership and approach to transparency
and governance engenders trust in the regulated
company and ensures accountability for their actions.
In order to be trusted, companies must be
transparent in terms of the financial and
non-financial information they provide to
their stakeholders and this information,
where appropriate, should be subject to
rigorous assurance by both internal and
external assurers
	Malcolm Cooper
30 June 2021
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The disclosures in the financial statements
and other documents and publications are key
to ensuring this transparency and with it, that
the company is accountable. However, these
documents only have value if the information
contained within them can be relied upon by their
readers. Accordingly, the Audit Committee plays
a significant role in providing such assurance that
the information is correct and accurate.
The committee is supported in its work by
both internal and external auditors who can
give independent assurance of the information
presented by management.
This transparency should also extend to the
market and environment in which the company
operates and with it, the risks it faces, what risks
it is willing to accept and how it mitigates risk.
Therefore, companies require a clear picture of
the risk landscape in which they operate as well
as agreement on what level and type of risk the
Board is willing to accept as the company goes
about its operations.
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Audit Committee Report

Committee membership

Message from the Chair

Malcolm Cooper
Chair

Rosemary Boot
Committee member

Attendance 4/4

Attendance: 4/4

Mike Putnam
Committee member

Sara Sulaiman
Committee member

Furthermore, the Audit Committee has provided support
to the company’s cultural change programme through its
monitoring of areas such as Speak Up and Internal Audit
as well as providing support to the company’s strategy
through its monitoring and review of the plans for the
Western Area to address water resources in the region.

Attendance: 4/4

Attendance: 4/4

Malcolm Cooper
Chair of the Audit Committee

• Section 19 Undertakings progress

This has been my first full year as Chair of the Audit
Committee, having been appointed in December 2019.
In addition to its core role in ensuring that the financial
reports and information published by the company is
accurate, transparent and meets appropriate accounting
and other standards, a key area of focus has been on the
assurance of the company’s non-financial information,
such as that supplied to its regulators. In particular, this
has included monitoring and reviewing the company’s
progress in respect of the Section 19 Undertakings given
to Ofwat as part of the settlement reached in 2019.

30 June 2021

Areas of focus this year:
• Annual and interim financial statements
• Non-financial assurance

• Western Area – assurance
• Audit tender for the 2021–22 year end

Priorities for 2021–22:
• Audit and corporate governance reform following
the Kingman, Brydon and Competition and Markets
Authority reports.
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Corporate governance report continued
4. Transparency and accountability continued
Introduction
The work of the Audit Committee is focused
on the monitoring and review of the company’s
internal controls in respect of its financial and
non-financial data, as well as the controls put in
place to address risk within the business in areas
such as legal and regulatory compliance and
information governance and information security.
The committee also oversees the relationship with
the company’s external auditor and oversees the
work of the company’s internal audit function.
Much of the committee’s attention is focused
on the company’s annual and interim financial
statements, including reviewing, assessing
and recommending to the Board related areas
including any relevant judgments and accounting
treatments, going concern and long-term viability
statement and 'fair, balanced and understandable'
assessments, as well as on reviewing and
assessing the company’s non-financial reports
such as the Annual Performance Report.
Throughout 2020–21, the committee received
regular reports from the Head of Group Accounts,
Group Treasurer, Head of Internal Audit and the
company’s external financial and non-financial
assurers and auditors. The Chief Executive
Officer, Chief Financial Officer, Director of Risk &
Compliance and the company’s external financial
and non-financial audit partners are all regular
attendees at meetings of the Audit Committee.
The committee also has access, as appropriate,
to external professional advisers.
The committee is comprised of a majority
of independent non-executive directors.
No executive directors or the Chairman of the
Board may be members of the committee, and
at least one member of the committee must have
recent and relevant financial experience, and at
least one member must also have competence
in accounting and/or auditing. The Chair of
the Risk Committee is also a member of the
Audit Committee.

Work of the Audit Committee during
the year
Throughout the year, the committee received
regular updates on financial reporting, risk,
internal audit and the company’s regulatory
framework. An area of focus continues to be
the company’s performance in improving its
internal controls and reporting in respect of
non-financial information.
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During the year the work of the Audit Committee
focused on the following key areas:
• The company’s annual and interim financial
statements and going concern and viability
statements
• Non-financial regulatory reporting and
improvements in processes and controls,
including oversight of external assurance
• Internal controls
• Corporate governance matters
• Reviewing and monitoring the proposed
refinancing activities
• Internal audit reports and plans
• Oversight of internal and external audit,
including an assessment of the effectiveness
of the external auditor
• Compliance with the company’s legal and
regulatory obligations in relation to financial
and non-financial reporting
• Water and wastewater regulatory compliance
• Speak Up
• The undertakings given to Ofwat as part of the
regulatory settlement
• The assurance of the proposals in respect of the
Western Area
• The improvements identified as being required
in respect of GSS payments
• The Environment Agency prosecution and the
associated accounting considerations
• The level of non-audit fees paid to the external
audit firm.

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. There were no
significant issues raised by Deloitte. The
company continues to take steps to address
the matters raised by Deloitte’s audit and the
committee will monitor progress.
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Revenue
There were no changes to treatment of
revenue recognition in the year, nor to
the underlying system for estimating the
measured income accrual.
However, it was necessary to apply a degree
of additional judgment this year, when
considering the element of revenue unbilled
at March 2021, to take account of the impact
of COVID-19 on consumption.

How this issue was addressed
There was a significant reduction in nonhousehold revenues during the year,
which was expected to be largely offset
by an increase in household consumption.
Much of the household consumption, in
particular for the second half year during
the lockdowns, remained unbilled at yearend as a result of the switch of the direct
debit customers to a single annual meter
reading. As a result it was necessary to
apply an additional manual judgment to the
accrual calculation to reflect this.

Impairment of trade receivables
The company’s policy for providing for bad
debt based on customer segments and the
age of outstanding debt has not changed
in the year and the methodology used last
year was applied, on a consistent basis,
to calculate the base underlying provision
charge for the full year accounts.

How this issue was addressed
As at the year end March 2020 and
interim report for September 2020, an
additional level of judgment was applied
to the provision to recognise the impact
of the COVID-19 pandemic on the likely
recoverability of the outstanding debt.
This additional level of judgment followed
the same approach used previously in
considering the performance of cash
collection against each segment, and most
importantly those with the worst cash
collection performance, with the underlying
expectation from the company’s model.

Provisions and contingent liabilities
The investigations and proceedings issued
by the Environment Agency into wastewater
compliance and reporting matters are
ongoing. There has been little change
regarding these matters. The next Court
hearing may take place in July 2021.

	Read more about
performance
commitments
on pages
74 to 99

How this issue was addressed
As the accounts were finalised and
approved by the Board on 30 June 2021,
the position regarding provisioning for
these matters will remain the same as that
reported at March 2020.

Havant Thicket
The signing of the Bulk Supply Agreement
with Portsmouth Water in respect of the
Havant Thicket reservoir required the
Committee to consider its accounting
treatment. The contract includes a
commitment for a series of fixed capacity
charge payments covering the cost of
construction to be made over a period of
80 years. There will be additional payments
based on the volume of water received.

How this issue was addressed
The details of the contract were reviewed
and it was concluded that the agreement
does not entitle Southern Water to control
of the reservoir or meet the definition of a
finance lease. However, a liability has arisen
in respect of the fixed capacity charge
payments due under the contract, which
was recorded as a liability on the balance
sheet for March 2021 with a corresponding
intangible asset for the right to draw water.

Viability statement
Last year the company’s viability assessment
was over 10 years through to 2030. In total
eight of the water and sewerage companies
used this look out period, with the other two
using a seven-year view.

How this issue was addressed
The committee reviewed the company’s
viability assessment and agreed for this to
be made for the period to 2030 for this year.
Please see page 140 for our statement.
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Corporate governance report continued
4. Transparency and accountability continued

Our Ofwat performance commitments
The company has an external non-financial
assurer to independently assure its nonfinancial reporting to Ofwat and that there is a
robust system of internal controls in place for
non-financial regulatory reporting, such that
information in the Annual Performance Report
fairly represents the company’s progress and
delivery of its promises. The assurer attends
meetings of the Audit Committee and reports
formally the results of its assurance.

Section 19 Undertakings
As part of the regulatory settlement reached
with Ofwat in 2019–20, the company agreed to
certain undertakings to implement improvements
in the business in areas such as culture and
robustness of non-financial reporting, as well
as to recompense current and former customers.
The Audit Committee is responsible for monitoring
and reviewing the controls and assurance put
in place by management in respect of these
undertakings and receives regular reports from
management about the progress against the
agreed action plans and from the company’s
external assurers in respect of such progress.

Internal controls
The committee keeps under review the internal
financial controls systems of the company that
identify, assess, manage and monitor financial
risks along with other internal control and risk
management systems and, accordingly, receives
regular reports from both Internal Audit, external
audit and any external assurers appointed by the
company to review any particular areas of concern.
The committee 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 is provided with updates on
matters identified via the company’s Speak Up
policy. There were no material incidents reported
via Speak Up during the year.
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Oversight of internal audit
and external audit
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 external auditors on an annual
basis to ensure that they remain effective.
In accordance with best practice, the committee
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 committee received regular reports
throughout the year from Internal Audit in respect
of its work during the year in accordance with
the internal audit plan agreed with the committee
at the beginning of the year. The reports from
Internal Audit are a material element of the
assurance received by the committee on the
company’s 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 able
to raise any issues with the committee or its Chair
at any time during the year.

Fair, balanced and understandable
At the request of the Board, the committee has
considered whether, in its opinion, this Annual
Report and Accounts, taken as a whole, is fair,
balanced and understandable and whether
it provides the information necessary for
shareholders to assess the company’s position,
performance, business model and strategy.
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Step 1 – Developing key themes
The initial themes and structure for the
Annual Report are developed, taking into
account feedback from Ofwat and other
stakeholders as well as a ‘best practice’
review.

Step 2 – Drafting content
Subject matter experts are identified to
provide the detailed information used to
draft the content for each section of the
Annual Report.

Step 3 – Review
The draft content is reviewed by the
subject matter experts, the project team,
legal team and members of the Executive
Leadership Team.

Step 4 – Assessment
The content of the report is reviewed to
determine which statements are ‘positive’
and which are ‘negative’. These are then
extracted and provided to the Audit
Committee organised by section and/
or subject for it to review the key areas
of the report for fairness, balance and
understandability.

Step 5 – Decision
Based on the content provided to it as well
as their own reading of the draft Annual
Report, the Audit Committee members make
their decision whether or not to advise the
Board that the Annual Report, taken as a
whole, is fair, balanced and understandable.

Risk
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. This includes
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 committee is also 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 current
audit partner, Anthony Matthews, rotated onto the
audit for the 2016–17 annual report and 2020–21
will be his last year as our audit partner.
The Audit Committee reviews the external
auditor’s effectiveness each year, seeking
views from the committee and management
via a questionnaire, and would report to the
Board any concerns over the continuation of
the appointment.
The committee undertakes an annual review
of the external auditor’s independence and
objectivity within the context of the applicable
regulatory requirements and professional
standards. 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. In the committee’s view the external
auditor met these criteria. The committee also
monitored the ratio of audit fees to non-audit fees
and approved non-audit services and fees paid to
Deloitte during 2020–21.
Details of the amounts paid to Deloitte for
these services are provided in note 6 to the
financial statements.
In accordance with listed company practice,
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. After
a tendering exercise carried out during the year,
Deloitte was re-appointed as the external auditor
for the financial year ending 31 March 2022.
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Corporate governance report continued
4. Transparency and accountability continued
Risk Committee Report

Committee membership

Message from the Chair

Mike Putnam
Chair

Gillian Guy
Committee member

Attendance: 3/3

Attendance: 3/3

Kevin McCullough
Committee member

Malcolm Cooper
Committee member

Attendance: 3/3

Attendance: 3/3

The Risk Committee continues to
develop its remit and activities, having
been established in 2018 to ensure that
appropriate and sufficient focus is given
to risk within the company.
We continue to recognise the importance of effective risk
and resilience management, and champion its use within
the company.
One of the key areas of focus for the committee this year
has been the continued transformation of our approach
to risk management. This has included the development
of a new risk taxonomy to improve the presentation and
understanding of the most significant risks faced by the
company. The Board has also revised its risk appetite in
line with the new risk taxonomy. We have also revised the
risk impact criteria to be more reflective of our business
operations.
The continued impact of the COVID-19 pandemic and
its impact on the company’s operations demonstrates
the necessity for organisations, and in particular those
engaged in supplying essential services, to be resilient
and still capable of delivering even under the most
difficult of circumstances. The company responded
well to the challenges faced by COVID-19 and as the
pandemic has evolved, we do not plan to make any
immediate material changes to the approach that we will
be taking to the pandemic. However the situation could
change at any time and there can be no assurance that
the COVID-19 pandemic will not have a material adverse
impact on the future of the Company.
The committee has continued to monitor and assess
the efficacy of health and safety within the organisation,
including reports on steps taken in response to tragic
events at Avonmouth in December 2020 experienced
by Wessex Water.
Mike Putnam
Chair of the Risk Committee

Marykay Fuller
Non-Executive Director
Attendance: 1/1

Areas of focus this year:
• Development of the new risk taxonomy.
• Reassessment of the company’s risk appetite and
tolerance to ensure that it is appropriate.
• Health and safety, including employee wellbeing.

Priorities for 2021–22:
• Continuing to embed the new risk taxonomy within
the organisation.
• Employee wellbeing and mental health.

30 June 2021
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Introduction
The work of the Risk Committee is focused on
advising the Board on its overall risk appetite,
tolerance and strategy as well as overseeing and
advising the Board on current risk exposures
and future risk strategy. Risk remains a matter
for the Board as a whole. The committee is
also responsible for advising the Board on the
impact of risk on Southern Water’s resilience.
The committee also advises the Board on how the
company’s resilience strategy should address risk.
The committee additionally reviews, advises on
and makes recommendations in respect of health,
safety, security and wellbeing.
Throughout the year, the committee received
regular reports from the Director of Risk &
Compliance, the Head of Risk & Assurance,
and the Head of Health and Safety. The Chief
Executive Officer, Chief Financial Officer, Director
of Risk & Compliance, Head of Risk & Assurance
and Head of Health, Safety, Security & Wellbeing
are all regular attendees at meetings of the Risk
Committee. The committee also has access, as
appropriate, to external professional advisers.
The committee is comprised of a majority of
independent non-executive directors. The Chair
of the Audit Committee is also a member of the
Risk Committee and, to ensure no gaps in the
remits of the two committees, the Chair of the Risk
Committee is a member of the Audit Committee.

Risk
Throughout the year the committee received
reports on significant risks faced by the company
and the appropriateness of controls and mitigation
measures in respect of such risks. As part of
this, the committee carries out ‘deep dives’ into
particular areas of risk. During the year this has
included COVID-19 and IT and cyber security.
A focus for the year in this area has been
in discussing, developing and challenging
management’s transformation of its approach to
enterprise risk management.
This has included the development of a new
risk taxonomy to improve the presentation and
understanding of the most significant risks faced
by the company. The committee reviewed changes
to risk appetite in line with the new risk taxonomy,
ahead of discussions at the Board. The Risk
Committee has also revised the risk impact criteria
to be more reflective of our business operations.
The agreement of the new risk taxonomy, makes
the presentation of the company’s principal
risks clearer, more relevant and, in doing so,
makes risk management more effective within
the organisation. Following these changes, the
committee has noted a marked improvement in
the discussions regarding risk.

In addition, the improvements to our risk appetite,
risk taxonomy and risk impact criteria ensure that
a consistent approach is taken with respect to risk
throughout the company. In part this has been
necessitated by the significant changes in thinking
required on the part of the company in the
development of its execution plan for the 2020–
25 period, which required a change in terms of
the level and types of risk to be taken by the
company to ensure delivery. A key aspect of this
is the need to deliver a highly ambitious plan (and,
ultimately, it is hoped, significant improvements for
customers), but not, in doing so, act in a manner
that is inappropriate from a risk perspective. The
risk analysis presented to the committee on the
execution plan provided a clear indication of the
risk position of the company and supported an
active debate on the subject, which was then
taken forward to wider discussions at the Board.

	Read more about
our health and
safety risks
on page 135
	Read more
about our Risk
Management
and Principal
Risks on pages
118 to 139

Resilience
The committee was a key participant in the
development of the company’s Resilience
Action Plan and received regular reports on the
actions set out in the plan during 2020–21. The
COVID-19 pandemic starkly highlighted the need
for companies to ensure that they are resilient
and capable of maintaining operations even
under the most unusual circumstances. The
committee noted the good progress on resilience
by the company during the year as well as the
obvious effectiveness of the company’s business
continuity plans demonstrated by the shift to
materially different ways of working following the
first national lockdown in March 2020 without
significant impact on the company’s ability to
continue to deliver essential services.

Health, safety, security and wellbeing
The committee receives regular reports from the
Head of Health, Safety, Security and Wellbeing.
In addition to information about relevant
key performance indicators and metrics, the
committee carries out ‘deep dives’ on particular
topics and areas. During 2020–21, this has
included reviewing the impact of COVID-19 on
working practices and the tragic incident at
Avonmouth in December 2020, which killed four
people working at a Wessex Water site. In terms of
the latter, the committee received updates about
the initial view in terms of the cause(s) of the
incident as well as the immediate and subsequent
steps undertaken by Southern Water in response
to the risks posed by working on such sites.
In addition, the committee has monitored the
company’s health, safety, security and wellbeing
transformation strategy, which seeks to improve
assurance, reporting rates and embed health and
safety further into the organisation’s culture.
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