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This Investors Report covers the six month period 
ending 30 September 2020. It also includes a 
summary of any subsequent material events in the 
period prior to the publication of this report.

1   OPERATIONAL PERFORMANCE 
The first six months of the financial year have 
undoubtedly been challenging as the impacts 
of Covid-19 coupled with heatwaves in May and 
August put the company under great operational 
pressures. Household water use has increased 
significantly since March 2020 when the 
nationwide lockdown was first introduced. There 
has been a reduction in the number of workers 
commuting into London and more people staying 
at home and using more water than normal. Also 
the majority of residents remained in the region 
for their summer holidays when in normal years we 
see a significant holiday exodus. Non household 
business and industrial consumption did reduce 
slightly but not by enough to offset the rise 
in household consumption. Hence there was a 
significant increase in the volumes of water we  
had to put into supply across all areas throughout 
the summer. 

In readiness for the anticipated high demand 
we ensured our level of outage (sites out for 
maintenance) was very low across the business. 
Performance year-to-date against the outage 
target had been very good at 1.5 per cent versus a 
4.0 per cent target so we were in a good position 
before the hot weather arrived. 

As we were operating at almost maximum 
production capacity a key activity to maintain 
supplies was customer communication on using 
water efficiently and responsibly. Water efficiency 
advice and messaging is something we do all 
year round, but from early spring we significantly 
increased our activity. This was intensified  
during the summer and ahead of the extreme  
hot weather. 

During July and August average day demand was 
579 Ml/d compared to a pre-Covid July and August 
average day demand of 545 Ml/d in 2019. We 
saw demand reach a peak of 695 Ml/d on Friday 7 
August – one of the highest levels on record for 
South East Water. Demand was consistently above 

650 Ml/d for a total of six days during the heatwave 
period of 6 – 13 August, which saw record 
maximum temperatures of 33 – 35°C sustained 
over the six days. Although across the organisation 
as a whole this level of demand was within our 
planned headroom, there were pockets where  
this consistently high demand exceeded our 
planned headroom.

Employees from across the business and our 
contractors responded superbly, working to keep 
water flowing for most of our customers, and 
striving to restore supplies for those impacted. 
Clearly at a time of pandemic the seriousness of 
the situation was increased and the welfare of our 
customers, particularly the vulnerable, was always 
our priority. 

While we were able to manage and maintain 
water supplies for more than 99 per cent of 
our customers during this period, there were 
unfortunately some, particularly in parts of Mid 
Sussex, who were without water or experienced 
low pressure as the volumes of water being used  
by customers outstripped the design capacity of 
our network. 

The community impacted was reliant on bottled 
water while we worked to refill the water network 
and restore water supplies. During the event we 
worked with community organisations, support 
agencies, local councils and other water companies 
to provide alternative water for those who needed 
it. We are very grateful for the invaluable support 
that these organisations provided. 

The team has since carried out a thorough  
review to learn lessons and the Board will monitor 
progress against the action plan that has been 
created which aims to reduce the impact or 
likelihood of a similar event in the future.  
A report has been published detailing the event, 
lessons learned, key actions and some wider  
policy implications. This can be found at 
southeastwater.co.uk/midsussex

In September a different challenge was faced when 
a series of large sinkhole voids appeared on the 
site of two treated drinking water storage tanks 
that serve the Maidstone area. The voids appeared 
after heavy rain, with one being large enough to 
hold three buses and caused extensive damage 
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to our tanks which between them hold 20 million 
litres of water and rendering the area unsafe. The 
team worked quickly to reconfigure the network 
to bypass the two tanks and were able to ensure 
customer water supplies were not impacted. We 
worked closely with the Local Resilience Forum 
and kept local residents informed. Working with 
specialist organisations, we are now developing 
engineering solutions to stabilise the site and 
restore the storage capacity in the area ahead of 
summer 2021. 

The implementation of our latest water resources 
management plan (WRMP19) is underway. The 
plan manages the predicted future shortfall in 
available water for our region by reducing demand 
for water and developing new sources of water. 
Key water resource schemes for the next 25 
years include upgrading existing treatment works 
alongside investment in two new reservoirs and a 
new treatment works at Aylesford, Kent. To reduce 
demand we have an ambitious water efficiency 
programme coupled with our commitment to 
reduce leakage by 15 per cent by 2025 and we 
aim to halve leakage levels by 2050. To achieve 
this level of reduction it is clear that we will need 
to innovate. We were therefore delighted to be 
recognised with three innovation awards for our 
Smart Network trial at this year’s Water Industry 
Awards; Data Project of the Year, Most Innovative 
Project of the Year and Water Innovation Project 
of the Year. The trial involved bringing together 
15 specialist companies to test cutting edge 
digital water meters, sensors, advanced analytics 
and telecommunications channels with 2,000 
customers in north Kent. To combine all the 
elements into a smart network was an industry-
first in England.

As an intrinsic part of our corporate plan, we have 
a responsible business strategy to further develop 
our environmental, social and governance (ESG) 
framework. We have also established a Responsible 
Business Board sub-committee to oversee 
progress. One way we are monitoring progress 
is through GRESB, a global benchmarking of ESG 
practice. This year we maintained the maximum 
five star rating and increased our score from 81 
out of 100 in 2019 to 90 in the 2020 GRESB survey 
versus a peer group average of 77, making us the 
sector leader globally for water and wastewater 
companies.

2  WATER RESOURCES AND LEAKAGE 
The first six months of the year have undoubtedly 
been challenging from a water demand perspective 
as both Covid-19 coupled with heatwaves in 
May and August saw demand increase by six per 
cent over the period, placing our water supply 
and network infrastructure under considerable 
additional pressure at times. 

Despite the high water demand conditions, our 
water resources have held up very well across 
the summer, having started from a very healthy 
position in spring 2020, and remaining in a healthy 
position overall as we move into this autumn. 

We have made good progress with implementing 
our customer water efficiency strategy agreed 
with the regulator. Leakage levels continue to 
be maintained below the leakage target. Good 
progress is continuing with new water resource 
schemes required to maintain the supply demand 
balance during the period 2020 to 2025.

We are already well underway in developing our 
next water resources management plan (WRMP24), 
which will set out how we plan to secure water 
supplies for today’s and tomorrow’s customers.

As part of this plan, we are key partners in the 
regional Water Resources South East (WRSE) group 
which is looking at how water will be supplied 
across the whole of the South East region in the 
future, not just within our supply area. WRSE is an 
alliance between six water companies in the south 
east – ourselves, Southern Water, Thames Water, 
Affinity Water, SES Water and Portsmouth Water. 

WRSE is currently creating its own draft regional 
water resources management plan which will be 
consulted on in January 2022. We will then use the 
results of that report to form the basis of our  
2024 plan. 

Early engagement is also underway on updating our 
drought plan which is being refreshed to ensure it 
not only provides clear guidance on how we would 
manage a severe drought, but also makes it easier 
for stakeholders and customers to understand the 
steps we are taking and the part they play. The 
draft drought plan will be published in March 2021 
for public consultation. 

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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3  CUSTOMER SERVICE
The first six months of the year has seen significant 
change due to the impact of Covid-19. Our 
frontline call centre has remained open throughout 
the pandemic and we now have over 90 per cent 
of our team working from home, helping us 
maintain our commitment to a “Ten out of Ten” 
customer experience to every customer. A number 
of activities were suspended; this included visits 
to customers’ properties and our debt collection 
process. These activities have now recommenced 
where restrictions allow.

We have had two quarterly results of the new 
Ofwat measure on customer service C-MeX, which 
replaced SIM from April 2020. Both results place 
us in 12th position out of 17. We have a detailed 
improvement plan for C-MeX that should see 
many of the service initiatives that have helped 
us achieve our excellent complaint reductions 
also deliver on C-MeX. After last year’s 30 per 
cent reduction on complaints, this year is likely to 
see a more modest fall due mainly to increases in 
July and August with customers impacted by the 
summer heatwave incidents. 

Our new truly self-service digital platform was 
launched in August, increasing further the number 
of transactions that customers can self-serve 
and enabling us to tailor our information and 
communication to targeted customer segments. 
Initial feedback has been positive and we have seen 
an increase in the volume of registrations. There 
will be further enhancements including a new 
customer APP being released in the second half of 
the year.

Our approach to ensuring customers in vulnerable 
circumstances, particularly in the first six months 
of this year, are also able to access our services has 
seen growing numbers of customers register on 
our Priority Services Register (PSR). Our dedicated 
Customer Care Team also supports customers 
experiencing financial vulnerability, and has 
increased the number of customers benefitting 
from our social tariff, which offers a discount on 
their water charges of between 30 to 40 per cent, 
to over 40,000. We have also developed the option 
for our customers to receive their bill in a language 
of their choice, closely reflecting the translation 
option that is available on our website, and helping 
ensure all customers can fully access our services. 

Despite the impact of Covid-19, we have 
maintained strong cash collection performance 
with the number of customers paying by direct 
debit increasing to 71 per cent. From March, 
we offered three month payment breaks to any 
customers needing support, in-line with the whole 
industry, most of these customers have now 
recommenced their payments, with our collection 
teams pro-actively managing those customers who 
are still struggling.

4  HEALTH, SAFETY AND ENVIRONMENT 
The health, safety and wellbeing of our people and 
those we work with has been our priority during 
the pandemic. Throughout the first half of the 
year we worked to develop Covid-19 safe practices 
and we were able to get 93 per cent of office-
based staff working from home by the beginning 
of April, and have developed a wellbeing hub with 
information and a place to share advice. We are 
pleased to say our regular employee pulse surveys 
have shown an average of 93 per cent of our 
colleagues have a positive view of our health and 
safety commitment and 92 per cent feel positive 
about their wellbeing. For any employees who have 
been struggling during the pandemic we have put 
a range of support measures in place. We have 
experienced two reportable accidents during the 
first half of the year. Both were twisted ankles as a 
result of slips and trips.

This year has seen the start of our 2020 to 2025 
Environment Programme which doubles the 
amount we are spending compared with the 
previous five years to £37 million. We are putting 
nature-based solutions into the heart of our long-
term water quality and sufficiency management, 
building on our established catchment 
management approach. 

Our catchment programme includes work at 44 
groundwater sites to be delivered by 2022. This 
work will investigate increasing nitrate levels in raw 
groundwater, with the aim to reduce the need for 
more expensive water treatment solutions in the 
future by working with landowners to improve soil 
conditions and reduce pollution at source. Due to 
Covid-19 we have moved some of our engagement 
online and were pleased to host our first virtual 
workshop with more than 60 attendees discussing 
a range of topics from cover crops to beneficial 
insects for soil health.

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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We are proud to be a part of the 2 Seas Interreg 
programme which aims to address the impacts 
of climate change and enhance the availability of 
raw water. The multinational collaborative project 
we are working on is called PROWATER, which 
stands for ‘protecting and restoring raw water 
sources through actions at the landscape scale’. 
The four-year project has a budget of more than 
€5.5 million. It is part funded by the European 
Regional Development Fund (€3.3 million) and 
part by project partners. This year has seen the 
commencement of pilot trials on our catchment 
land near Eastbourne to test which habitat types 
are best for allowing rainfall to reach the chalk 
groundwater sources. This work will help to 
develop understanding of which habitat type is 
likely to improve the resilience of the environment 
to drought in turn potentially helping the 
development of future nature-based solutions  
to complex environmental problems.

A company-wide trial is underway to reduce carbon 
and vehicular emissions with the investment in 
seven new electric vehicles and the installation 
of 10 charging points at South East Water sites 
across our supply area. This initiative is part of 
the company’s commitment to reduce carbon 
emissions by 80 per cent by 2025 and joins 
a number of hybrid cars already in our fleet. 
Although the main driver for the trial is to reduce 
our carbon footprint, we are confident that the 
lower running costs and longer usable lifespan 
compared to diesel vans makes financial sense too.

5   FINANCIAL PERFORMANCE IN THE SIX 
MONTHS ENDED 30 SEPTEMBER 2020

The ring fenced Group includes the following 
companies:

•  South East Water (Holdings) Limited

•  South East Water Limited

•  South East Water (Finance) Limited

South East Water (Finance) Limited is a 100 per 
cent subsidiary of South East Water Limited 
and South East Water Limited is a 100 per cent 
subsidiary of South East Water (Holdings) Limited.

The accounts for the SEW Group for the six months 
to 30 September 2020 are set out in the appendix. 
These accounts have been prepared under 
International Financial Reporting standards (“IFRS”) 

and are not published, but are prepared for internal 
use. The consolidated group accounts for South 
East Water Limited for the same six month period 
which are prepared on an IFRS basis are published 
on the Company’s website (The accounts on the 
website exclude the results for South East Water 
(Holdings) Limited).

The entity accounts for SEWL are prepared under 
IFRS. The entity accounts for SEWH and SEWF are 
prepared under FRS 101, taking advantage of the 
exemptions from full IFRS reporting available under 
this standard.

Turnover
Turnover for the period was £128.1 million 
compared with £122.8 million for the same period 
in the previous year. This increase of £5.3 million is 
due to the water revenue price increase averaging 
4.0 per cent for the year, amounting to £4.9 million 
in the period, the increased demand due to the 
Covid-19 pandemic and the summer heatwave of 
£3.7 million. This is offset by lower contributions 
from developers of £3.3 million, again as a result of 
Covid-19 restrictions.

Other income is £0.5 million lower than the 
previous year due to the effect of Covid-19 
restrictions on laboratory sampling and other  
third party work.

Operating costs
Operating costs for the period to 30 September 
2020 were £85.9 million, which is £0.3 million less 
than the corresponding period last year. The costs 
for the period include an exceptional credit of 
£7.8 million in respect of past service costs on one 
of the defined benefit pension schemes. This has 
arisen due to the change from using RPI to CPI in 
the measurement of future liabilities. 

Increases in other costs in the period include:

•   additional pumping and costs and compensation 
paid to customers in respect of the summer 
heatwave of £1.8 million

•   depreciation was £1.6 million higher due to 
continued investment in the company’s assets

•   the net impact of the Covid-19 pandemic of  
£0.7 million

•   general inflationary costs and costs in respect of 
other incidents in the period totalling  
£2.8 million

GENERAL OVERVIEW AND BUSINESS UPDATE continued



INVESTORS REPORT    FOR THE SIX MONTHS ENDING 30 SEPTEMBER 2020 7

Interest
Interest payable for the group for the six month 
period to 30 September 2020 was £22.8 million 
compared to £28.7 million in the prior year. The 
reduction largely reflects the lower costs of the 
new loans compared to the £200 million bonds 
repaid in September 2019 (£2.4 million). Indexation 
charges were also significantly lower in the period 
on the group’s other index linked borrowing.

Interest receivable for the six months to  
30 September 2020, which comprises interest 
earned on bank deposits and returns on pension 
scheme assets, was £0.4 million, which is in line 
with the prior year.

Interest payable includes the following:

•    £6.9 million interest on listed debt/bonds  
(2019 – £11.6 million)

•   £nil fair value movement on interest rate swap 
(2019 – £2.7 million)

•    £1.0 million indexation on index linked listed 
bonds (2019 – £2.5 million)

•    £6.3 million interest on Index linked loans 
(including Artesian Finance loans)  
(2019 – £6.2 million)

•    £2.1 million Indexation on Index linked loans 
(including Artesian Finance loans)  
(2019 – £2.2 million)

•    £2.6 million interest payable by SEWH to group 
companies (2019 – £2.8 million)

•    £2.7 million interest payable on fixed rate loan 
notes (2019 - £nil)

•    £0.9 million interest payable on variable rate 
loans (2019 - £nil)

•    £1.5 million relating to other interest and fees 
payable (2019 – £2.2 million)

•   £(1.3) million capitalised interest  
(2019 – £(1.5) million)

Taxation
The Income Statement shows a tax charge of  
£0.9 million in the period compared to £0.8 million 
for the period to 30 September 2019, being £nil of 
current tax on our ordinary operations and  
£0.9 million of deferred tax.

Cash
The SEW Group has cash and cash equivalent 
balances of £59.3 million as at 30 September 2020 
compared with £12.9 million as at 30 September 
2019. The balance in 2020 includes £40 million 
of cash held in reserve against potential liquidity 
issues that may arise from the Covid-19 pandemic.

The restricted cash balance as at 30 September 
2020 was £5.4 million compared to £6.8 million as 
at 30 September 2019. This is held in designated 
bank accounts in order to meet interest and 
associated swap payments falling due in respect 
of the listed debt and interest payments on index 
linked loans.

6  REGULATORY UPDATE 
On 29 September the Competition and Markets 
Authority (CMA) published its provisional 
determinations in relation to the price review 
appeals of Bristol, Anglian, Yorkshire and 
Northumbrian, which can be found through the 
following link www.gov.uk/cma-cases/ofwat-
price-determinations. 

Ofwat has published the Final Blind Year 
adjustments, which can be found through the 
following link www.ofwat.gov.uk/wp-content/
uploads/2020/11/South-East-Water-Adjusting-
for-actual-performance-in-2019-20-Blind-year-
adjustment-final-decisions.pdf. There are no 
significant changes to our original submission in 
July, other than an increase of £0.3 million in RCV 
which will be applied at PR24 and results from 
updated inputs to the RPI-CPI wedge. 

Significant announcements/publications by 
Ofwat/government
Ofwat has launched a review of asset health 
regulation in the industry as Ofwat has limited 
visibility of how asset resilience is managed by 
companies and has concerns about the long term 
risk to customers and the environment from future 
asset failure. The Ofwat presentation can be 
found on the following link: www.ofwat.gov.uk/
wp-content/uploads/2020/11/Asset-resilience-
presentation.pdf 

Service Performance Overview
Ofwat has engaged Frontier Economics and Atkins 
to conduct an industry wide survey of the impact 
of Covid-19 on the industry. South East Water 
provided data for this survey.
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Instrument of appointment
Ring-fencing obligations

In October 2019 Ofwat issued a pre-consultation 
document setting out how it intended to 
standardise ring-fencing licence conditions relating 
to credit rating and cash lock-up, notification of 
material issues and change of control (requesting 
companies to notify their consent in principle) 
before issuing a formal consultation. The Company 
notified its consent in principle on 11 December 
2019. Ofwat issued a consultation under section 
13 of the Water Industry Act 1991 in May 2020 on 
substantially the same wording except for changes 
requested by companies. The Company notified its 
consent to the modification on 25 June 2020. 

This modification came into effect on 13 July 2020 
and brings all ring-fencing related provisions into a 
new condition P, replacing the current condition P. 
Ring-fencing provisions in current conditions K and 
I were transferred (with or without changes) to the 
new condition P which also includes new provisions. 
The current condition I was removed entirely and 
condition K now only relates to disposals of land.

The main modifications include:

•   a new obligation to notify Ofwat of changes in 
ultimate controller and of merger controls

•    a new obligation to comply with a direction to 
enforce a condition P undertaking against an 
ultimate controller

•    a revised obligation to ensure that an 
investment grade credit rating is maintained (as 
opposed to a “reasonable endeavours” obligation 
to do so) and revised provisions on cash lock-up

•    the inclusion of corporate family ratings and 
alternative ratings in the definition of issuer 
credit rating

•    revised provisions relating to ring-fencing 
certificates

•    a new obligation to report any issues that may 
materially affect the ability of a company to 
carry out its regulated activities

In August 2020 South East Water received a letter 
from Ofwat confirming that its ratings fall under 
the Licence definition.

Revenue Forecast Incentive Mechanism
Following several stages of consultation on 
technical changes relating to the Revenue Forecast 
Incentive (RFI) mechanism formula, Ofwat issued a 
formal section 13 consultation in September 2020 
proposing to:

•   include the blind year reconciliation of totex 
menus in the RFI’s blind year adjustment figures 
in order to apply it in period (for all companies)

•    allow for the correction of “unambiguous 
revenue errors” 

The RFI only applies to wholesale price controls i.e. 
for the Company: water network plus and water 
resources activities.

Ofwat considered that it was appropriate to 
apply all revenue-based blind year adjustments to 
wholesale price controls over the last four years of 
the price control period as this would ensure that 
the impacts on revenue would be felt by companies 
closer to the performance to which they related. 
This is consistent with the approach adopted 
by Ofwat for all in-period adjustments. Any RCV 
adjustments would be applied at PR24.

Paragraph 8.1A of Condition B was introduced 
in November 2019 to clarify that despite the 
limits set in price controls, companies can 
collect revenue above the price limits in the final 
determination pursuant to the RFI mechanism. 

Paragraph 8.1A provides that Ofwat should notify 
the RFI formula to companies by 31 December 
2019 and accordingly it was set out in final 
determinations. Ofwat subsequently proposed to 
amend the formula, but because the 31 December 
2019 deadline had passed, a licence modification 
was required to implement changes.

The RFI formula notified in the FD included a blind 
year adjustment term that was labelled “TBYA” and 
the modification added any revenue adjustment 
associated with the blind year reconciliation of 
totex menus to the TBYA.

The Company notified its consent to the 
modification on 12 October 2020 and the  
change of the RFI formula came into effect on  
11 November 2020. 

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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7  CAPITAL EXPENDITURE 
Capital investment net of grants and contributions 
for the first half of 2020/21, the first year of the 
AMP7 five year programme, is £39.1 million. 

For the first half of 2020/21:

•    £12.0 million (31 per cent) of investment has 
been made in the development of new assets 
and the enhancement of existing assets, 
including £10.6 million for the management of 
the supply demand balance and £1.4 million to 
meet the company’s legal undertakings with 
respect to drinking water quality standards 

•     £16.5 million (42 per cent) of investment has 
been made in the maintenance of its below 
ground assets. This investment is essential to 
maintain the performance of the mains network 
and maintain a stable level of service, thus 
preventing a rise in disruption to customers 
with the associated water quality and leakage 
issues. Investment in the period has been 
predominantly in the following key areas

•     mains renewal programme

•     reactive mains burst repairs

•     reactive communication pipe and stop tap 
repairs and replacements

•    £10.6 million (27 per cent) of investment has 
been made in the maintenance of its above 
ground assets. Again, this investment is 
essential in maintaining a stable level of service 
to its customers and has been targeted in the 
following key areas:

•     resource facilities

•     treatment works maintenance

•     service reservoirs and water towers

•     pumping stations

•     management and general spend such as  
IT infrastructure

Covid-19 has challenged our ability to deliver some 
elements of our capital investment programme 
during the first six months of this financial year. 
Work had to stop on a small number of schemes 
while safe working practices were developed  
and a reduction in the number of people able to 
work safely on site together impacted progress. 
The delayed schemes are being rescheduled.

The £22 million project to increase the capacity of 
the Keleher water treatment works in Berkshire 
has reached a pivotal stage as we have now started 
treating water through the newly expanded works. 
The site treats water extracted from the River 
Thames to drinking water standards, increasing 
treatment capacity from 45 million litres per day  
to 68 million litres per day. 

We have installed eight kilometres of new water 
mains in the first six-months of the year. This 
includes a £1.4 million project in Wokingham, 
Berkshire, where we laid more than three 
kilometres of pipe to replace an old pipeline  
which had become prone to bursting.

8  WATER QUALITY
Each year the Chief Inspector of the Drinking 
Water Inspectorate publishes a report summarising 
drinking water quality in England and Wales which 
includes a number of comparative compliance 
indices. These are also used by Ofwat to assess 
asset performance. 

Our overall Drinking Water Quality performance, 
as measured using the DWI’s key performance 
indicator at the customer’s tap “Mean Zonal 
Compliance” is above industry average at 99.98 
per cent. The DWI have introduced a new measure 
of compliance, the Compliance Risk Index (CRI), 
which assesses performance across all final water 
samples. For the first six months of the year the 
Company performance was in line with industry 
average at 2.85. A further indication of the high 
performance standards of our water treatment 
works is provided by the Treatment Process 
Control Index which was again maintained at 
the high level of 99.97 per cent, the disinfection 
index which is at 99.96 per cent and the Reservoir 
Integrity Index which has been maintained at the 
improved level of 99.97 per cent from the previous 
year. These results are based on 138,8570 tests 
measured against EU and UK mandatory standards. 

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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In addition to these regulatory tests the company 
carried out over 300,000 operational tests to 
ensure that our assets consistently performed to 
deliver excellent quality water to our customers.

The laboratory is one of the key areas of the 
business that has had to continue to work on 
site during the developing Covid-19 pandemic. 
Throughout the first half of the year we worked 
to develop Covid-19 safe practices across the 
business. Within the laboratory this has included 
a full site lockdown with access for key personnel 
only, the implementation of split shifts and 
dedicated welfare facilities for each team to 
minimise social interaction and a rationalisation of 
our operational sampling programmes as a result 
of the impacts this has caused on capacity. Despite 
these challenges, the laboratory has continued  
to perform to the same high standards of quality 
and output.

9  OUTSOURCING
The Company continues to deliver a competitive 
tendering/outsourcing programme using a number 
of standard tools including:

•    call for competition (OJEU)

•     request for Information (RFI) and  
pre-qualification of potential vendors

•     use of Achilles Utility Vendor Database  
(industry specific supplier database & 
qualification system)

•    invitation to Tender

•    contract negotiation

All procurement activities are compliant with 
relevant laws and undertakings including 
EU Utilities Contracts Regulations and the 
Outsourcing Policy of the Common Terms 
Agreement.

Contracts awarded, extended and/or signed (during last six months) include:

Supplier Description Contract Value

Clancy Docwra Network Maintenance and Strategic Mains £360,000,000 

BP Fuel Cards £5,500,000 

MWH Treatment Woodgarston Nitrate Removal £4,600,000 

Waterfit Gunmetal Fittings £1,900,00

Hambaker Pipelines Pipeline Gate Valves £1,900,000 

Tenders in preparation and/or issued include:

Tenders In Hand Estimated Contract Value

Consultancy Services Framework £56,000,000 

Power Purchasing Agreement – Green Energy £10,000,000 

Commercial Vehicles £5,400,000 

Chamber Sections £2,100,000 

Fire Systems, CCTV, Alarms, Door Access, ID Cards £2,000,000 

Building Maintenance £2,000,000

Man-Guarding Services £1,800,000

Fire Extinguishers £1,700,000

Bolt Sets £1,600,000

Clothing, PPE & Consumables £1,440,000

GENERAL OVERVIEW AND BUSINESS UPDATE continued



INVESTORS REPORT    FOR THE SIX MONTHS ENDING 30 SEPTEMBER 2020 11

South East Water operates a sustainable 
procurement policy whereby suppliers of 
goods and services are rated for whole life cost, 
environmental impact and sustainability as part  
of the contract award decision criteria. 

The tender processes and documentation is 
packaged and securely managed with bidders 
electronically. For all the tender activity to date 
South East Water and bidders meetings and tender 
presentations have successfully been delivered 
using video conferencing during  
Covid-19 restrictions.

As Covid-19 is a recognised pandemic, during the 
tender process bidders are asked to confirm risk to 
maintain services / supply of goods and mitigation 
measures in place. During the first lockdown we 
found that the supply chain was able to re-open 
facilities in-line with Government guidance.  
Where required we provide our supply chain with 
an official letter confirming their status as an 
essential worker on behalf of South East Water.

10  FINANCING 
The Group has adequate liquidity with £59.4 million 
on the balance sheet at the half-year end and a 
further £10 million available to draw down on the 
authorised credit facility.

There has been no financing activity in the period.

11  CREDIT RATINGS
The credit rating of South East Water is covered by 
Moody’s Investor Service (“Moody’s”) and Standard 
and Poor’s (“S&P”). Moody’s issued its credit 
opinion in October 2020. S&P issued its latest 
update in December 2020. There was no change in 
credit rating from either rating agency.

12  SURPLUS
The SEWH Board approved £2.2 million of dividends 
to Hastings Water (UK) Limited in the first six 
months of this financial year.

Moody’s S&P

Credit rating Baa2 BBB

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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13  BOARD/MANAGEMENT CHANGES
The South East Water Board of directors is  
as follows:

South East Water Limited
N Salmon
Independent Non-Executive Chairman

P Butler
Managing Director* (resigned 31 July 2020)

A Farmer
CFO* 

D Hinton
CEO* 

J Barnes
Independent Non-executive Director

C Girling
Independent Non-executive Director 

C Pronto
Independent Non-executive Director

R Drew
Non-executive Director**

M Szczepaniak
Non-executive Director **

*   Denotes an Executive Director

** Denotes a Shareholder appointee

The Company Secretary is Nicolas Truillet 

South East Water (Holdings) Limited 
R Drew
Non-executive Director*

M Szczepaniak
Non-executive Director* 

* Denotes a Shareholder appointee

South East Water (Finance) Limited 
P Butler
Executive Director (resigned 31 July 2020)

A Farmer
Executive Director 

D Hinton
Executive Director (appointed 31 July 2020)

R Drew
Non-executive Director*

M Szczepaniak
Non-executive Director* 

* Denotes a Shareholder appointee

GENERAL OVERVIEW AND BUSINESS UPDATE continued
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1  Historic
We confirm that in respect of the Calculation Date on 31 March 2020, by reference to the most recent 
financial statements that we are obliged to deliver to you in accordance with Paragraph 1 (Financial 
Statements) of Part 1 (Information Covenants) of Schedule 4 (Covenants) of the Common Terms 
Agreement that the ratios are as detailed in the table below in respect of the Calculation date on  
31 March 2020. 

2  Forward looking
We confirm that each of the above Ratios has been calculated in respect of each of the relevant period(s) 
for which it is required under the Common Terms Agreement and has not breached the Trigger Event 
Ratio Levels and has not caused Paragraph 17 (Ratios) of part 2 (Event of Default (SEW)) of Schedule 6 of 
the Common Terms Agreement to be breached.

RATIOS

Date Calculation 
Date

31-Mar-21 31-Mar-22 31-Mar-23 31-Mar-24 31-Mar-25

RAR (at such 
Calculation Date or, in 
the case of forward-
looking ratios, as at 
31 March falling in the 
relevant Test Period)

74.5% 78.1% 77.7% 77.0% 77.5% 77.5%

Test Period 1-Apr-19 to
31-Mar-20

1-Apr-20 to
31-Mar-21

1-Apr-21 to
31-Mar-22

1-Apr-22 to
31-Mar-23

1-Apr-23 to
31-Mar-24

1-Apr-24 to
31-Mar-25

ICR
Adjusted ICR
Average Adjusted ICR
Conformed Adjusted 
ICR
Conformed Average 
Adjusted ICR

3.38 x
3.38 x
3.42 x

 
1.57 x

1.61 x

3.38 x
3.38 x
3.41 x

 
1.50 x

1.63 x

3.49 x
3.49 x
3.41 x

 
1.76 x

1.64 x

3.37 x
3.37 x
3.41 x

 
1.62 x

1.63 x

3.36 x
3.36 x
3.41 x

 
1.54 x

1.63 x

3.51 x
3.51 x
3.41 x

 
1.72 x

1.63 x
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3  We set out below the computation of the following ratios set out in the table in Paragraph 1 on page 13 
for your information:

a) RAR

Calculation 
date 

£m

31-Mar-21 
 

£m

31-Mar-22 
 

£m

31-Mar-23 
 

£m

31-Mar-24 
 

£m

31-Mar-25 
 

£m

Senior Debt  
(Closing Balances)
Finance Leases 
Debentures 
Nominal Debt 
Index Linked Bonds
Fixed Rate Loan Notes
Variable rate loans
Index Linked Loans 
Index Linked Loans 
Capex Drawdown Facility 

 

4.2 
1.0 

166.0 
175.0 
175.0 
120.0 
119.7 
275.7 

30.0 

 

4.1 
1.0 

166.0 
176.7 
175.0 
120.0 
121.5 
280.2 

80.0 

 

3.7 
1.0 

245.1 
182.0 
175.0 
120.0 
124.4 
284.6 

0.0 

 

3.5 
1.0 

245.1 
187.5 
175.0 
120.0 
128.1 
293.3 

0.0  

 

3.2 
1.0 

245.1 
193.1 
175.0 
120.0 
131.9 
302.2 

0.0 

 

2.9 
1.0 

245.1 
198.9 
175.0 
120.0 
135.9 
311.4 

3.9 

Total Senior Debt  
Closing Balance
Less: Cash Balance

1066.6
(13.1)

1124.5 
(43.9)

1135.9
(30.4)

1153.4 
(20.7)

1171.5
(6.0)

1194.1
(0.5)

Senior Net Indebtedness 1053.5 1080.6 1105.5 1132.7 1165.5 1193.6 

Regulatory Capital Value 1413.2 1382.8  1423.4 1470.9 1503.6 1540.6 

RAR 74.5% 78.1% 77.7% 77.0% 77.5% 77.5%

RATIOS continued
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b) ICR

1-Apr-19 to
31-Mar-20

£m 

1-Apr-20 to
31-Mar-21

£m 

1-Apr-21 to
31-Mar-22

£m 

1-Apr-22 to
31-Mar-23

£m

1-Apr-23 to
31-Mar-24

£m

1-Apr-24 to
31-Mar-25

£m

Net Cash Flow
Net cash flow from  
operating activities
Exceptional items
Recoverable VAT
Corporation tax paid
Pension funding
Non-appointed

134.4 
0.0 
1.4 
0.0 
0.0 
0.0 

120.8 
0.0 
0.0 
0.0 
0.0 

(4.4) 

135.6 
0.0 
0.0 
0.0 
0.0 

(4.3) 

133.1 
0.0 
0.0 
0.0 
0.0 

(4.6)

135.2 
0.0 
0.0 
0.0 
0.0 

(4.9) 

143.2 
0.0 
0.0 
0.0 
0.0 

(5.3) 

Net Cash Flow 135.8 116.5 131.3 128.5 130.2 137.8

Senior Debt Interest
Finance Leases 
Debentures 
Nominal Debt 
Fixed rate loan notes
Variable rate loan facility
Synthetic Index  
Linked Bonds 
Index Linked Bonds
Index Linked Loans 
Drawdown Facilities 
Financial Guarantor fees

0.1 
0.0 
9.3 
2.7 
1.2 

9.4 
4.4 

12.5 
0.5 
0.3  

0.1 
0.0 
9.3 
5.4 
1.7 

0.0 
4.4 

12.8 
0.4 
0.3 

0.1 
0.0 

11.3 
5.4 
2.4 

0.0 
4.5 

12.9 
0.5 
0.3 

0.1 
0.0 

11.3 
5.4 
2.6 

0.0 
4.6 

13.2 
0.5 
0.3 

0.1 
0.0 

11.3 
5.4 
2.6 

0.0 
4.8 

13.6 
0.5 
0.3 

0.1 
0.0 

11.3 
5.4 
2.7 

0.0 
4.9 

14.0 
0.5 
0.3 

Senior Debt  
Interest Payable
Interest Receivable

40.4 
(0.2)

34.6 
(0.1)

37.6 
0.0 

38.2 
0.0 

38.7 
0.0 

39.3 
0.0 

Senior Debt Interest 40.2 34.5 37.6 38.2 38.7 39.3 

ICR 3.38 x 3.38 x 3.49 x 3.37 x 3.36 x 3.51 x

RATIOS continued
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c) Adjusted ICR

1-Apr-19 to
31-Mar-20

£m 

1-Apr-20 to
31-Mar-21

£m 

1-Apr-21 to
31-Mar-22

£m 

1-Apr-22 to
31-Mar-23

£m

1-Apr-23 to
31-Mar-24

£m

1-Apr-24 to
31-Mar-25

£m

Net Cash Flow 135.8 116.5 131.3 128.5 130.2 137.8 

CCD & IRC
CCD 
IRC

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0

Total regulatory 
depreciation

 
0.0 

 
0.0 

 
0.0 

 
0.0 

 
0.0 

 
0.0 

Net Cash Flow after 
regulatory depreciation

 
135.8 

 
116.5 

 
131.3 

 
128.5 

 
130.2 

 
137.8 

Senior Debt Interest 40.2 34.5 37.6 38.2 38.7 39.3 

Adjusted ICR 3.38 x 3.38 x 3.49 x 3.37 x 3.36 x 3.51 x

d) Average adjusted ICR

1-Apr-19 to
31-Mar-20

£m 

1-Apr-20 to
31-Mar-21

£m 

1-Apr-21 to
31-Mar-22

£m 

1-Apr-22 to
31-Mar-23

£m

1-Apr-23 to
31-Mar-24

£m

1-Apr-24 to
31-Mar-25

£m

Net Cash Flow 135.8 116.5 131.3 128.5 130.2 137.8 

CCD & IRC
CCD 
IRC

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

0.0 
0.0 

Total regulatory 
depreciation

 
0.0 

 
0.0 

 
0.0 

 
0.0 

 
0.0 

 
0.0 

Net Cash Flow after 
regulatory depreciation

 
135.8 

 
116.5 

 
131.3 

 
128.5 

 
130.2 

 
137.8 

Senior Debt Interest 40.2 34.5 37.6 38.2 38.7 39.3 

Adjusted ICR 3.38 x 3.38 x 3.49 x 3.37 x 3.36 x 3.51 x

Average Adjusted ICR 3.42 x 3.41 x 3.41 x 3.41 x 3.41 x 3.41 x

RATIOS continued
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e) Conformed adjusted ICR

1-Apr-19 to
31-Mar-20

£m 

1-Apr-20 to
31-Mar-21

£m 

1-Apr-21 to
31-Mar-22

£m 

1-Apr-22 to
31-Mar-23

£m

1-Apr-23 to
31-Mar-24

£m

1-Apr-24 to
31-Mar-25

£m

Net Cash Flow 135.8 116.5 131.3 128.5 130.2 137.8 

RCV Depreciation
Capitalised IRE

51.5 
21.3 

51.5 
13.3 

52.6 
12.5 

54.3 
12.2 

55.9 
14.6 

57.2 
13.1 

Total regulatory 
depreciation

 
72.8 

 
64.8 

 
65.2 

 
66.5 

 
70.5 

 
70.3 

Net Cash Flow after 
regulatory depreciation

 
63.0 

 
51.7 

 
66.2 

 
62.0 

 
59.7 

 
67.5 

Senior Debt Interest 40.2 34.5 37.6 38.2 38.7 39.3 

Conformed Adjusted ICR 1.57 x 1.50 x 1.76 x 1.62 x 1.54 x 1.72 x

f) Conformed average adjusted ICR

1-Apr-19 to
31-Mar-20

£m 

1-Apr-20 to
31-Mar-21

£m 

1-Apr-21 to
31-Mar-22

£m 

1-Apr-22 to
31-Mar-23

£m

1-Apr-23 to
31-Mar-24

£m

1-Apr-24 to
31-Mar-25

£m

Net Cash Flow 135.8 116.5 131.3 128.5 130.2 137.8 

CCD & IRC
CCD 
Capitalised IRE

 
51.5 
21.3 

 
51.5 
13.3 

 
52.6 
12.5 

 
54.3 
12.2 

 
55.9 
14.6 

 
57.2 
13.1 

Total regulatory 
depreciation

 
72.8 

 
64.8 

 
65.2 

 
66.5 

 
70.5 

 
70.3 

Net Cash Flow after 
regulatory depreciation

 
63.0 

 
51.7 

 
66.2 

 
62.0 

 
59.7 

 
67.5 

Senior Debt Interest 40.2 34.5 37.6 38.2 38.7 39.3 

Conformed Adjusted ICR 1.57 x 1.50 x 1.76 x 1.62 x 1.54 x 1.72 x

Conformed Average 
Adjusted ICR

 
1.61 x

 
1.63 x

 
1.64 x

 
1.63 x

 
1.63 x

 
1.63 x

4  We certify that the Annual Finance Charge will be £36.9 million.

RATIOS continued
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31 March 
2020

£m

Senior Debt Interest
Finance Leases 
Debentures 
Nominal Debt (£166 million) 
Fixed rate loan notes
Variable rate loan
Synthetic Index Linked Bonds (£200 million) 
Index Linked Bonds (£130 million) 
Index linked loans (USS)
Index Linked Loans
Working Capital Facility 
Ambac fee 
Commitment fee

0.1 
0.0 
9.3 
2.9 
1.2 
4.7 
4.4 
2.9 
9.6 
0.4 
0.5 
0.9 

37.1

Less: interest earned (0.2)

12 Months Total 36.9 

5  Annual Finance Charge calculation:

Total payments into the DSR Accounts for the period to 30 September 2020 were £17.7 million.

6  We also confirm that:

(a) no Default of Potential Trigger Event is outstanding

(b) that SEW’s insurance’s are being maintained in accordance with:

 (i) the Common Terms Agreement

 (ii) the provisions of the Finance Leases

Yours faithfully,

Director Director
For and on behalf of For and on behalf of 
SOUTH EAST WATER LIMITED SOUTH EAST WATER (FINANCE) LIMITED

Director 
For and on behalf of  
SOUTH EAST WATER (HOLDINGS) LIMITED 

RATIOS continued
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FINANCIAL STATEMENTS
South East Water (Holdings) Limited
Consolidated profit & loss account for the six months ended 30 September 2020

APPENDIX 

Companies 
£’m

Eliminations 
£’m

Group 
£’m

Turnover
Operating costs
Profit on disposal of fixed assets
Other operating income

128.1 
(85.9)

(0.0)
5.6 

- 
- 
- 
- 

128.1 
(85.9)

(0.0) 
5.6 

Operating profit
Income from investments
Interest receivable – group
Interest receivable – other
Interest payable – group
Interest payable – other
Return on pension scheme assets
Profit on sale of intangible assets 

47.9 
5.5 
1.6 
0.1 

(4.2)
(20.1)

0.4 
- 

- 
(5.5)
(1.6)

- 
1.6 

- 
- 
- 

47.9 
- 
- 

0.1 
(2.6)

(20.1)
0.4 

- 

Profit on ordinary activities  
before taxation
Tax (charge)/credit on profit  
on ordinary activities

 
31.0 

 
(0.9)

 
(5.5)

 
-

 
25.5 

 
(0.9)

Profit on ordinary activities  
after taxation
Dividends

 
30.1 
(7.7)

 
(5.5)
5.5 

 
24.6 
(2.2)

 
STRGL – pension

22.5  
(17.8)

- 
- 

22.5 
(17.8)

Profit/(loss) for period taken  
to p&l reserves

 
4.7 

 
- 

 
4.7 
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South East Water (Holdings) Limited
Consolidated balance sheet at 30 September 2020

Companies 
£’m

Eliminations 
£’m

Group 
£’m

Tangible assets
Investments
Net Current (liabilities)/assets
Creditors: amounts falling due after more than one year
Current asset investments
Cash and cash equivalents:

Current accounts
DSR
O&M
First loss account

Financing liabilities
Intra group loan creditors
Intra group loan debtors
Other HDF group loans
Debentures
Bonds
Indexation
Artesian loans
Indexation
Other external loans
Finance leases (IFRS 16)
Unamortised costs
Bank loans

Net pension liability

1,633.4 
361.4 

(8.1)
(175.4)

- 

54.0 
5.4 

- 
- 

(598.7)
598.7 
(82.2)

(1.0)
(296.0)

(45.9)
(269.0)
(128.5)
(295.0)

(4.1)
7.0 

(80.0)
24.0 

- 
(361.4)

- 
- 
- 

- 
- 
- 
-

598.7 
(598.7)

- 
- 
- 
- 
- 
- 
- 
- 
- 
- 
- 

1,633.4 
- 

(8.1)
(175.4)

- 

54.0 
5.4 

- 
- 

- 
- 

(82.2)
(1.0)

(296.0)
(45.9)

(269.0)
(128.5)
(295.0)

(4.1)
7.0 

(80.0)
24.0 

Net assets 699.9 (361.4) 338.5 

Capital and reserves
Called up share capital
Revaluation reserve
Profit and loss account b/fwd.
Profit for period

 
194.7 
238.9 
261.6 

4.7 

 
(49.3)

- 
(312.1)

-

 
145.4 
238.9 
(50.5)

4.7 

Capital employed 699.9 (361.4) 338.5 

FINANCIAL STATEMENTS continued
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South East Water (Holdings) Limited
Consolidated movement in the profit and loss reserve for the period ended 30 September 2020

Companies 
£’m

Eliminations 
£’m

Group 
£’m

At 1 April 2020 259.1 (312.1) (53.0)

Profit for the year
Pension scheme in STRGL
Dividends
Movement through reserves

30.1 
(17.8)

(7.7)
2.5 

(5.5)
- 

5.5
- 

24.6  
(17.8)
(2.2)
2.5 

7.2  - 7.2 

At 30 September 2020 266.3 (312.1) (45.8)

FINANCIAL STATEMENTS continued




