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What does this appendix do?  

This document supports the submission of South East Water’s business plan for 

2020-2025 and provides:  

 Board statement and details of Board assurance 

 outline of our assurance strategy 

 regulatory and licence obligations 

The evidence you will find in this appendix  

The following evidence is included in this document: 

 Elements of our PR19 assurance framework and a description of how it 

has been applied in practice 

 how we comply with our obligations 

Need further information?  

Please email yourwateryoursay@southeastwater.co.uk if you require further 

information or wish to clarify anything in this document.  

mailto:yourwateryoursay@southeastwater.co.uk
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Executive summary   

In this appendix we explain how we assured that our business plan is of high quality 

and enables the company to: fulfil its statutory and licence obligations; remain 

resilient - operationally, financially and corporately; and meet the expectation of the 

UK government’s strategic policy statements. 

Board assurance  

Our Board has taken collective responsibility for assuring our business plan. The 

Board statement (section 2.2) describes the framework of engagement, control, 

challenge and oversight we put in place to ensure that our plan is of high quality, 

resilient, and deliverable; and, while remaining affordable to our customers, it is also 

ambitious and innovative.  Our plan is supported by customers and stakeholders 

because it has placed them at the heart of our decision-making and has been 

underpinned by: 

 Robust business planning and efficient expenditure forecasts 

 comprehensive customer and stakeholder engagement  

 a thorough and systematic assessment of the current resilience and of 

interventions necessary to manage resilience in the long-term interest of 

customers, the environment and society  

Our assurance strategy for PR19 

We have a track record of producing high quality information. Our strategy for 

assurance of PR19 business plan has been developed on the sound basis of Our 

Company Monitoring Framework (CMF). Our CMF - a rigorous framework for 

assuring and providing information to customers and stakeholders – contributed to 

South East Water being classified by Ofwat as a self-assured company.  

The assurance framework we developed for PR19 ensures the same level of 

governance, assurance and scrutiny as in CMF, but it is enhanced further to cover all 

of the requirements of our customers, stakeholders and regulators that are relevant 

to our business plan.  

Our PR19 assurance framework allowed us to: 

 Provide a consistent method for identifying the assurance requirements for 

each component of our PR19 business plan 

 inform the detailed planning and implementation of business plan governance, 

assurance and assessment activities  
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 demonstrate our compliance with the requirements and challenges of Ofwat's 

PR19 final methodology  

The principles of our PR19 assurance framework are illustrated below. 

 

 

Statutory and licence obligations 

Our main obligations as a water undertaker are discussed in section 4. Our 

assessment of how the business plan would enable us to comply with our statutory 

and licence obligations concluded that the company: 

 considers it has a full understanding of, and is meeting, all its relevant 

statutory, licence and regulatory obligations and has taken steps to 

understand and meet customer expectations 

 has satisfied itself that it has sufficient processes and internal systems of 

control to meet its obligations; and  

 has appropriate systems and processes in place to allow it to identify, 

manage, mitigate and review its risks.  
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1. Introduction 

This appendix explains how we assured our business plan is high quality, allows us 

to fulfil our statutory and licence obligations and meet the expectations of the UK 

government and our regulators. 

Our Board has taken collective responsibility for assuring our business plan. Section 

2 contains the Board statement which explains how the Board challenged the 

company on different aspects of the plan, and the role played by the Customer 

Challenge Group in challenging and changing our plan. It also explains the role of 

South East Water’s Board in ensuring that our business plan allows us to meet our 

statutory and licence obligations, is of high quality and reflects the views of our 

customers.  

Section 3 sets out the details of our assurance strategy and framework we 

implemented for PR19 to ensure our business plan meets the regulatory 

expectations, is consistent and accurate.  

Section 4 outlines our statutory and licence obligations. 
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2. Board assurance  

2.1 Evidence underpinning Board assurance statement 

The Board assurance statement contained in section 2.2 has been underpinned by a 

robust assurance framework described in detail in section 3.3. The evidence 

underpinning the key statements is presented in other parts of our plan. Table 1 

below contains the key references. 

 Table 1: References to supporting evidence 

Area Statement Evidence presented in 

Business 
Planning 

How it has challenged and satisfied itself that all 
the elements add up to a business plan that is 
high quality and deliverable 

Section 2.3.3 Board challenge 

How it has challenged and satisfied itself that 
the overall strategy for data assurance and 
governance processes delivers high-quality data 

Section 2.4 Governance and 
assurance 

Section 3 Our assurance strategy  

Appendix 15 Risk management 
and mitigation 

How it has challenged and satisfied itself that 
the business plan will enable the company to 
meet its statutory and licence obligations, now 
and in the future and take account of the UK 
and Welsh Government’s strategic policy 
statements 

Section 4 Statutory and licence 
obligations 

How it has challenged and satisfied itself that its 
plan will deliver operational, financial and 
corporate resilience over the next control 
period and the long term through its 
governance and assurance processes, taking 
account of its track record of performance 

Section 2.3.3 Board challenge 

Section 2.4 Governance and 
assurance 

Appendix 9 Resilience in the 
round 

Appendix 15 Risk management 
and mitigation 

Appendix 14 Financial 

How it has challenged and satisfied itself that it 
will enable its customers’ trust and confidence, 
through appropriate measures to provide a fair 
balance between customers and investors 
(which include outperformance sharing, 
dividend policies and any performance related 

Section 2.3 Board engagement 

Appendix 1 Engagement 

Appendix 14 Financial 
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element of executive pay) and high levels of 
transparency and engagement, on issues that 
matter to customers (which extends to their 
ability to understand corporate and financial 
structures and how they relate to its long-term 
resilience) 

How it has provided ownership of the overall 
strategy and direction of the plan in the long 
term. 

Section 2.3 Board engagement 

Customer 
Engagement 

Assurance that the company’s business plan has 
been informed by customer engagement 

Section 2.3 Board engagement 

Appendix 1 Engagement 

Assurance that the company’s business plan has 
been informed by feedback from the company’s 
CCG about the quality of its customer 
engagement and how this has been 
incorporated into its plan. 

Section 2.3.4 CCG challenge 

Appendix 1 Engagement 

 

Affordability Assurance that the company’s business plan is 
affordable for all customers, including in the 
long term and including appropriate assistance 
for those struggling, or at risk of struggling, to 
pay. 

Section 2.3 Board engagement 

Appendix 8 Vulnerability -  
Affordable, accessible and 
protective services 

Outcomes Assurance that the business plan will deliver – 
and that the Board will monitor delivery of – its 
outcomes and performance commitments.  

Appendix 2 Performance 
commitments and outcome 
delivery incentives 

Assurance that the company’s proposed 
outcomes, performance commitments and 
outcome delivery incentives (ODIs) reflect 
customer preferences and are stretching.  

Appendix 1 Engagement 

Appendix 2 Performance 
commitments and outcome 
delivery incentives 

Assurance that the company’s proposed 
approach to reporting on its performance 
commitments, ODIs and projections of 
outcomes is robust. 

Appendix 2 Performance 
commitments and outcome 
delivery incentives 

Appendix 15 Risk management 
and mitigation 

Resilience Assurance that the company’s business plan has 
been informed by a robust and systematic 
assessment of the resilience of the company’s 
systems and services 

Appendix 9 Resilience in the 
round 

Appendix 15 Risk management 
and mitigation 

Assurance that the company’s business plan has 
been informed by customers’ views about 
managing resilience 

Appendix 1 Engagement 

Appendix 9 Resilience in the 
round 

Assurance that the company’s business plan has 
been informed by a comprehensive and 
objective assessment of interventions to 

Appendix 9 Resilience in the 
round  
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manage resilience in customers’ long-term 
interests 

Appendix 15 Risk management 
and mitigation 

Appendix 7 Water resources 

Cost 
Assessment 

Assurance that the expenditure forecasts 
included in the company’s business plan are 
robust and efficient. 

Appendix 11 Our investment 
plan 

Appendix 13 Wholesale 
efficiency 

Appendix 14 Financial 

Assurance that large investment proposals are 
robust and deliverable, that a proper 
assessment of options has taken place, and that 
the option proposed is the best one for 
customers. 

Section 1.1.7 Cost assessment 
and finaceability 

Section 3.3. Our PR19 assurance 
framework 

Appendix 17 Direct 
procurement for customers 

Appendix 7 Water resources 

Risk and 
Return 

Assurance that the Board has identified the 
risks associated with delivering the plan. 

Appendix 15 Risk management 
and mitigation 

Assurance that the risk mitigation and 
management plans the Board has in place are 
appropriate. 

Appendix 15 Risk management 
and mitigation 

Financeability Assurance that the company’s business plan is 
financeable on both the notional and actual 
capital structure and that the plan protects 
customer interests in both the short and the 
long term. The statement should clearly set out 
the steps taken to provide this assurance 

Appendix 14 Financial 

 

2.2 Board assurance statement 

2.2.1 Introduction  

The Directors of South East Water all recognise our collective responsibility to 

provide the strategic leadership for a business that provides an essential service; and 

to promote good corporate governance and professional conduct within a framework 

of effective controls that identify and manage any risks to the provision of that 

service. 

We understand our collective duty to achieve the long-term success of the company 

by striking the right balance between the interests of current and future customers, of 

the communities we serve, of the environment that underpins the provision of our 

essential service, of our employees, and of our shareholders.  
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We want to remain focused on maintaining the right level of service to our customers 

at a fair and affordable price while ensuring they can benefit from resilient and 

sustainable water supplies in the long-term.  

In providing this essential service, we recognise the responsibility of being a 

regulated monopoly. Customers cannot choose their water supplier, so it is our role 

to make sure our actions and behaviours, as well as our product and services, make 

customers feel that we can be trusted to serve them. 

Effective engagement is a key tool to establishing that trust with customers and we 

have taken significant strides to do just that. This plan has been co-created with our 

customers and other stakeholders to ensure it reflects their needs and expectations.  

As the company’s Board of Directors, we own the overall strategy and direction of 

this business plan and take collective responsibility for assuring its quality and 

ambition.  

This statement, together with the remainder of this appendix, describes the 

framework of engagement, control, challenge and oversight that we have put in place 

to satisfy ourselves as Directors that the company has a high quality, resilient, and 

deliverable plan that is ambitious and innovative while remaining affordable to our 

customers.  Our plan is supported by customers and stakeholders because it has 

placed them at the heart of our decision-making and has been underpinned by: 

 Robust business planning 

 comprehensive customer and stakeholder engagement  

 a thorough and systematic assessment of the current resilience of our systems 

and services; and of interventions that are necessary to manage resilience in 

the long-term interest of customers, the environment and society  

 robust and efficient expenditure forecasts 

We are confident that our business plan will, over the next control period and in the 

long term, enable the company to: 

 Fulfil its statutory and licence obligations 

 remain resilient - operationally, financially and corporately  

 meet the expectation of the UK government’s strategic policy statements 

This statement sets out the governance, assurance and assessment processes that 

have given us a high degree of confidence in the quality of this business plan. It 

explains how we have provided rigorous Board scrutiny and made strategic decisions 

based on robust effective engagement with the independent Customer Challenge 

Group (CCG) at Board and senior management level. It also explains how we have 

established clear accountability for data collection and analysis, and for the 
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preparation of the different components of our plan which was reinforced by thorough 

internal and external validation.  

2.2.2 Engagement 

Engaging with our customers and stakeholders to increase their satisfaction with our 

product and services has empowered everyone in the company to strive to do things 

differently and better. Our unique and innovative approach at the last price review 

included a suite of satisfaction measures as core performance commitments; and we 

see this business plan as an evolutionary advancement of that approach. Our 

engagement this time included corporate and financial structures; including profits, 

dividends, executive pay and taxation, although there was generally limited interest in 

this.  

Our focus on engagement has directly shaped the choices and decisions we have 

made. It underpins our strong community-based presence and wider corporate 

reputation as a socially responsible business.  

Our Customer Challenge Group (CCG) has provided a vital contribution and 

challenge on many areas of our work and on the decisions we have made. Thanks to 

the CCG, we have achieved high levels of wide and effective engagement and 

transparency that translated customers’ expectations into our plan and our incentive 

mechanism.  

A similar level of engagement with members of our Environmental Focus Group 

(EFG) for the preparation of our Water Resources Management Plan (WRMP) and, 

later, of the environmental aspects of the business plan, ensured a continuity of 

representation from our WRMP to our business plan. The now well established EFG 

contributed to an informed and effective challenge throughout the entire process to 

provide the right solutions at the right time. 

We believe our engagement for this plan (which has been independently assured) 

has been innovative and successful, providing valuable feedback and constructive 

challenge throughout. We would like to thank the members of the CCG and of the 

EFG for their valued contribution. We are confident that these high levels of 

transparency and engagement with customers will enable our customers’ trust and 

confidence in our plan.  

2.2.3 Affordability 

Affordability continues to be high on our, and our customers’ agenda, but this price 

review takes us even further.  

We have considered a number of options to ensure that we provide the best possible 

package of price and service to our customers. We have made sure that we 

understand who all our customers are, and this includes vulnerable customers.  Our 
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innovative approach to customer segmentation is based on how customers consider 

and value water. It has enabled us to offer help that’s suitable for each circumstance, 

and we have strived to achieve a balance between the needs of our current and 

future customers. 

2.2.4 Business planning 

With the objectives of transparency and accountability in mind, from the outset we 

have embedded key principles of governance within our process for the preparation 

of our plan.  

The full Board has collectively assumed ownership of the overall strategy and 

direction of the plan in the long term through regular meetings to set the plan’s 

strategic direction, offer advice and challenge, and oversee its implementation and 

submission.  

In addition, our Independent Non-Executive Directors have constructively challenged 

and helped develop the proposals for strategy, the key principles underpinning this 

plan and the selection of best options. We have also created sub-groups of the Board 

for the price review to allow for the in-depth examination of all aspects of the plan.  

The Board as a whole has scrutinised, tested and challenged the options and 

assumptions in the plan; each director has contributed his or her experience and 

perspective; and all have been conscious to keep water bills affordable while 

ensuring an appropriate level of ambition and the long term viability of the necessary 

infrastructure and environmental resilience. Through this scrutiny we have 

challenged and satisfied ourselves that all the elements add up to a business plan 

that is high quality and deliverable, and that it will enhance our operational, financial 

and corporate resilience in the short and long term. 

Through a comprehensive review of statutory and licence obligations, processes, 

service levels and investment programme we are satisfied that the company is able 

to meet its statutory and licence obligations now and in the future and take account of 

the government’s strategic policy statements. 

The Board considered a range of options and scenarios to inform its decisions and 

test the management team’s assumptions to make sure that the plan results in low 

but sustainable bills for all customers and provides specific help for our vulnerable 

and low income customers. The management team has been encouraged to refine 

options and develop alternatives that strike the right balance for customers and other 

stakeholders.  

This approach informed many other aspects of our plan and all of our strategic 

choices. We have conducted comprehensive customer research to understand what 

our customers think about our service now and what they want the service to be in 
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the future; and gathered their views on what actions and behaviours best represent a 

responsible business. For the latter especially social and environmental issues had 

most traction and became more credible as we are seen as a local, smaller company 

with a real commitment to the region, its staff and its customers.  

We developed innovative approaches that allowed us to respond to customer 

challenges and make this plan ambitious and innovative while keeping the bills 

affordable. 

We have made our plan accessible for customers and made sure that our outcomes 

and incentives reflect the preferences, expectations and needs of our customers and 

other key stakeholders, and are considered by them to be sufficiently stretching.  

We have put in place a transparent governance structure that promotes 

accountability and responsibility. Our risk-based assurance framework, built on the 

principles of our Company Monitoring Framework, ensures our data is high quality, 

reliable and fully auditable, and we have ensured that recommendations from the 

external assurance process have been appropriately addressed.  

2.2.5 Outcomes 

Our customer engagement for this plan has been extensive with 107 specific 

elements of research undertaken with nearly 13,000 household customers and 

businesses so we can understand their needs, expectations and priorities for the 

2020 to 2025 period, and for the longer term too. 

This research, along with the insight we have gained from the thousands of daily 

transactions and conversations we have with customers, shows a continuing 

importance of safety, quality, reliability and resilience of tap water - but there is an 

increased focus on the service and customer experience, particularly when things go 

wrong. 

Unsurprisingly, tackling leakage remains a top priority, while addressing the impacts 

of climate change and ensuring we continue to educate current and future customers 

to reduce their water use is important too. 

We have set a comprehensive range of performance commitments that represent our 

customers’ priorities.  We have set stretching targets with improved levels of 

performance across the full range of our performance commitments. This includes a 

number of commitments in areas of: 

 Customer satisfaction and vulnerability 

 leakage and per capita consumption 

 resilience – including drought and flooding  

 interruptions and low pressure 
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 environmental improvements 

 water quality 

In the development of our performance commitments, we have worked with and have 

been challenged by our Customer Challenge Group and Environmental Focus 

Group. 

We will continue to report our performance against commitments in our Annual 

Report and Performance, People and Planet Report and will introduce new ways to 

let customers know how we are performing. 

We closely monitor our performance against targets and report progress during the 

year through our Company Monitoring Framework, which includes assessing risks of 

not achieving the performance levels we have committed to, and a plan to mitigate 

these risks.  We have applied the principles of our Company Monitoring Framework 

in the Risk Assessment and Mitigation Plan we have developed for 2020-25. It 

demonstrates to our customers and stakeholders our resolve to manage the risks 

and achieve our performance commitments.  This can be found in Appendix 15 Risk 

Management and Mitigation. 

2.2.6 Resilience - Ofwat’s requirements 

A central theme of this plan is defining the resilience of our future services in terms of 

financial, corporate, operational and environmental resilience. The results of our 

customer research to understand their views and priorities on resilience clearly show 

that customers want us to focus on managing and protecting our assets, planning for 

future water needs and managing customer demand.  We used these views, along 

with our systematic assessment of resilience at resource zone level, to identify core 

resilience risks and to develop options to keep these risks to appropriate and 

acceptable levels.  In selecting the final options to include in the plan, we again 

engaged with customers to understand their preferences, with catchment 

management, leakage reduction and licence trading having high appeal for both 

businesses and households.   

2.2.7 Cost assessment and financeability 

Our large investment proposals are informed by customer preferences and 

underpinned by cost information derived from a single source of cost data, our Unit 

Cost Database (UCDB). Our investment process including options screening, UCDB 

and the resulting investment proposals have been assured both internally and by 

external assurance partners. This helps us to ensure that the solutions we develop 

are robust and deliverable, and provide the best value for our customers and the 

environment over their entire asset life. Our comprehensive assurance activities 

(guided by our Company Monitoring Framework and defined in detail in our PR19 
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Assurance Framework) give us additional confidence that our proposals are robust 

and efficient.  

Our expenditure forecasts are efficient and underpinned by a three-way assessment: 

a comparative top down econometric assessment relative to the England and Wales 

water sector; bottom up benchmarking of our relative efficiency performance; and 

comparison of the unit costs used in this plan against our historical project delivery 

costs. This gives us a good indication of our relative efficiency compared to the 

leading companies in the market;  the extent of efficiency catch up required for the 

period 2020 to 2025, to maintain our upper quartile position, and any areas that 

require improvement. As a result, we have applied an overall plan efficiency of 4.5 

per cent of our total expenditure, which equates to savings of £45 million over the 

period 2020 to 2025.  

Our business plan is financeable on both the notional and actual capital structure on 

the basis of the business plan taken as a whole and protects customer interests in 

both the short and the long term.  We have analysed the financeability of our plan 

with support from NERA Economics using the financial forecasts taken from the 

financial model issued by Ofwat as part of the PR19 process.   

The data tables that populate the Ofwat model that we consider to be high risk have 

been assessed by Deloitte to assure the Board of the accuracy of the data 

tables.  Deloitte have also assessed specific areas of the plan in relation to 

financeability, focusing on the process governance and supporting assumptions. 

We have reviewed the financial ratios generated by our business plan and compared 

them to rating agency ratio guidance levels and our bank financial covenant 

levels.  The proposed level of gearing allows us to maintain our current investment 

grade credit ratings over the period, albeit with tighter ratios (notably around AICR 

and FFO to debt) than before.  In addition, we show that we are financially resilient to 

reasonable cost and revenue shocks, with our financial covenant protections and 

stand-by bank facilities providing protection to both customers and creditors.   

2.2.8 Risk and return 

We have identified the key risks to the delivery of the business plan using the 

principles of our Company Monitoring Framework (CMF). We have updated the CMF 

and our Corporate Risk Register ready for the 2020-25 period. These risks, together 

with the plan for their monitoring and mitigation, can be seen in Appendix 15 Risk 

Management and Mitigation. This approach has been subject to our three-level 

assurance (as dictated by our PR19 Assurance Framework) including independent 

assurance, and we consider it to be robust and appropriate.  
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2.2.9 Data and reporting 

South East Water has a track record of producing high quality information that 

secured us a self-assured category from Ofwat. To ensure that the data and 

information we publish is reliable, transparent, timely and appropriate to the 

audience, we built on the approach set out in our Company Monitoring Framework 

and previously applied in our Performance, People and Planet reports.  

That approach, used for reporting on our performance commitments, ODIs and 

projections of outcomes, is also supported and, crucially, trusted by customers. 

During our research with them on what actions and behaviours best represent a 

responsible business, they were clear our corporate transparency and reporting was 

not the most pressing issue or concern for them; as a heavily regulated business 

they are confident we will do the right thing - for those we serve and those that 

regulate that service.  

2.2.10 Summary 

Our plan is ambitious. It innovates in areas of greatest need, such as engagement 

with customers and environmental improvements. Our performance commitments 

reflect the priorities of our customers, and our targets are the most stretching yet.  

The challenge of doing more for less should not be underestimated. We have worked 

hard to design a plan that is compliant and delivers for our customers and 

stakeholders. The business plan is designed to work as a complete package and 

material changes to any of these elements are likely to have a significant impact on 

the deliverability of the plan as a whole. To achieve our ambitious performance 

commitments while lowering water bills has required us to make aggressive 

assumptions on our ability to reduce total expenditure, via strong efficiency and 

productivity improvements.  The performance commitments also create significant 

risk of financial penalties to the business.  

Furthermore, maintaining a financeable structure and credit rating with the historical 

low cost of capital nominated by Ofwat has required our shareholders to accept the 

lowest-ever returns on their investment.  

However, that passion to do more for less is what this plan is built upon. This drives 

us to set a new tone of trust and transparency in water by evolving our use of 

satisfaction and introducing responsible business commitments. This makes the 

promises in this plan credible – so that customer satisfaction is responsibly achieved.  

Relying on this comprehensive governance framework and stringent quality 

assurance, the Board of South East Water states that it has ownership of the overall 

strategy and direction in the long term and that it has satisfied itself that this business 

plan is of high quality, innovative, deliverable and will enhance operational, financial 
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and corporate resilience over the next control period and the long term. The Board is 

able to confirm that: 

 The plan will enable the company to meet its statutory and licence obligations, 

now and in the future and take account of the government’s strategic policy 

statements  

 the plan has been informed by comprehensive customer and stakeholder 

engagement during the plan development, and by feedback from our CCG 

about the quality of our customer engagement, which has been incorporated 

into the plan 

 it has satisfied itself that the plan is affordable for all customers, including in 

the long term, and includes appropriate assistance for those struggling, or at 

risk of struggling, to pay 

 it has challenged and satisfied itself that the plan will enable our customers’ 

trust and confidence, through appropriate measures to provide a fair balance 

between customers and investors (which include outperformance sharing, 

dividend policies and any performance related element of executive pay) and 

high levels of transparency and engagement, on issues that matter to 

customers  

 it has confidence that the business plan will achieve its outcomes and 

performance commitments 

 the proposed outcomes, performance commitments and outcome delivery 

incentives are ambitious and reflect customer preferences  

 the company has a robust approach to reporting on its performance 

commitments, ODIs and projections of outcomes which includes monitoring by 

the Board 

 the plan has been informed by a robust and systematic assessment of the 

resilience of the company’s systems and services, by customers’ views on 

managing resilience and a comprehensive and objective assessment of 

interventions to manage resilience in customers’ long-term interests 

 the expenditure forecasts included in the plan are robust and efficient 

 the plan’s investment proposals are based on a rigorous assessment of 

options, are robust and deliverable, and are the best options for customers 

and the environment 
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 the Board has identified the risks associated with delivering the plan and has 

put in place appropriate plans for managing and mitigating these risks 

 the business plan is financeable on both the notional and actual capital 

structure and protects customer interests in both the short and the long term.  

The clarity and transparency of the process followed allows the Board to be satisfied 

that this high quality, ambitious and innovative business plan reflects that our 

business is: 

 driven by customer satisfaction: co-created by our customers, focused on what 

matters most to them, and is affordable 

 driven by new ways of working: customers, stakeholders and society play a 

greater part in the delivery of our services and become part of the solution to 

overcoming the water supply challenges we face 

 a business that does more than just supply water: our wider responsibilities to 

vulnerable customers, the environment, our staff and society are embedded in 

our decision making and activities  

 a business that is ambitious and innovative: our stretching performance 

commitments are anchored in what our customers, stakeholders and regulators 

expect of us, with innovation focused on meeting their priorities for water 

 a business that had a significant challenge: Our CCG, EFG and regulators were 

central to shaping the development of this plan  

 acts and behaves in the right way:  in addition to our stretching performance 

commitments, we want to be known as a company with strong and transparent 

social and corporate ethics; with a reasonable balance of risk and reward for 

customers, investors and all stakeholders, while meeting its statutory 

obligations now and in the future. 

These principles have guided us in achieving our primary objectives of legitimacy and 

transparency, which we recognise as the essential conditions to obtain the support of 

our customers. This customer-centric focus, strong Board leadership, high standards 

of governance and transparency about our performance will continue to be our 

guiding principles as we implement our plan. 
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Board signatures 

Nick Salmon (Independent Chair) 

 

John Barnes (Independent Non-

Executive Director) 

 

Celia Pronto (Independent Non-

Executive Director) 
 

Emma Gilthorpe (Independent Non-

Executive Director) 
 

Chris Girling (Independent Non-

Executive Director) 
 

Stephen Jordan (Shareholder-

Nominated Non-Executive Director) 
 

Oliver Schubert (Shareholder-

Nominated Non-Executive Director) 

 

Paul Butler (Managing Director) 

 

Andrew Farmer (Finance Director) 

 

David Hinton (Asset and Regulation 

Director)  
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2.3 Board engagement 

2.3.1 Board structure 

Our Board is structured and managed to ensure that it is effective and complies with 

the highest standards of corporate governance. 

The appointment of high calibre independent Non-Executive Directors with 

complementary skills and experience, and new executive appointments harnessing a 

wealth of industry and company knowledge, demonstrate the commitment of the 

Board to ensure that it maintains the appropriate balance of skills, experience, 

independence and knowledge of the company to enable it to effectively fulfil its duties 

and responsibilities. 

There have been a number of changes to the Board since our previous plan was 

published. Nick Salmon took up the position as in Independent Chair on Gordon 

Maxwell’s retirement in 2015.  Paul Rich and Graham Setterfield retired as 

independent Non-Executive Directors; and Valeria Rosati, Jean Etienne Leroux, 

Jean-Pierre Quelet, Oliver Fortin and Peter Dixon, the shareholder-appointed Non-

Executive Directors, left the Board. In 2016 Marissa Szczepaniak joined the Board as 

a shareholder-appointed Non-Executive Director followed by Oliver Schubert in 2017. 

In August 2018, following the appointment of Morrison & Co LLP as the new 

manager of UTA's investment in South East Water, Stephen Jordan was appointed 

as a new shareholder nominated director replacing Marissa Szczepaniak. 

Chris Girling and John Barnes joined the Board as independent Non-Executive 

Directors in 2014 and 2015 respectively. Chris and John bring with them the 

knowledge of finance, water industry and engineering at a time of increased focus on 

costs, value for money and resilience. 

Emma Gilthorpe, an independent Non-Executive Director, has announced her 

intention to leave the Board in the autumn of 2018. Emma’s comprehensive 

knowledge of regulated industries has been of great benefit to the Board at the time 

of plan development, and we are grateful to her for remaining as a Board member 

until the submission of the plan. Emma's place on the Board is taken by Celia Pronto. 

Celia’s expertise in developing innovation, building excellence in services (including 

digital), customer experience and communications will be a valuable addition to the 

Board as we prepare for one of the most challenging business plans yet. 

In 2015 Andrew Farmer joined the Board as Finance Director following Jo Stimpson 

departure. Paul Seeley, Operations Director, and Steve George, Customer Services 

Director, left the Board in 2015 to rebalance the Board representation in favour of 

independent Non-Executive Directors. This ensures the necessary challenge and 

compliance with Corporate Governance Principles described in the South East Water 

Corporate Governance Code.   
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These changes to our Board brought fresh perspectives and experience that will be 

useful as the company moves towards the new regulatory period.   

Figure 1: South East Water Board structure 

 

 

2.3.2 Board oversight 

The level of Board engagement and oversight is designed to enable the Non-

Executive Directors to challenge the company management and provide strategic 

direction for each component of the plan. The engagement is structured to give the 

full Board the ownership of the overall strategy and direction of the plan in the long 

term and to ensure full transparency of the process. 

The full Board normally meets 6 times per year. The purpose of these meetings is to 

set the strategic direction of PR19, oversee the implementation and submission of 

the plan and provide a full approval. In addition, there are two Board committees 

dedicated to the development of the business plan: 

The Board’s PR19 committee – which includes a Non-Executive Director -  monitors 

the progress of PR19 programme and outputs, and provides a forum for more 
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detailed discussions on key strategic areas such as customer and stakeholder 

engagement and research, vulnerability services, performance commitments and 

ODIs, business plan structure, content and design, engagement with our Customer 

Challenge Group programme plan and risk management.  

The Board’s PR19 technical committee focuses on financing, financeability, capital 

structures, risk and return, and totex.   

Both committees commenced their activity with quarterly meetings in 2017. These 

became monthly since January 2018 as the work on the plan accelerated. 

2.3.3 Board challenge 

Throughout the development of the plan the independent Non-Executive Directors 

have constructively and effectively challenged and helped develop the proposals on 

strategy, the key principles underlying this plan and the selection of best options to 

ensure, in particular, that the interests of customers were duly considered and 

protected. 

The Board as a whole has actively scrutinised, tested and challenged the options and 

assumptions in the plan, each director contributing their experience and perspective; 

all being conscious of the need to keep bills affordable while challenging the 

management to improve ambition and innovation and to ensure the plan is of the 

highest quality.  

In particular, the Board has challenged the executive and management team on: 

 Ensuring our plan is based on a comprehensive and robust investment 

programme while at the same time including challenging efficiency 

assumptions so that any impact on customers’ bills is minimised 

 ensuring our targets are stretching as an overall package as well as for each 

individual performance commitment  

 ensuring the targets and incentives are balanced across the range of 

performance commitments so management is not focused on a few individual 

targets to the detriment of others 

 maximising the use of reputational incentives by considering how we will 

report on our performance in the future 

 ensuring we evidence the learning and insight we have gained over the past 

few years in reducing our complaint levels and improving satisfaction 

 ensuring we focus on ongoing engagement and delivery of our plan as much 

as producing a high quality plan, including highlighting the risks of delivery and 

what mitigation actions can be implemented 

 ensuring we work with other utilities to see how data sharing can be improved 

to help identify vulnerable customers 
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 challenging the company about how the Board can get more involved in the 

engagement programme to gain a greater depth of insight and learning – 

which led to the creation of the Board Engagement Programme 

 ensuring that our efforts on innovation are not diluted by trying to be a ‘lead 

company’ in every area – critical evaluation of the areas our customers and 

stakeholders tell us is important balanced with our strategic priorities and 

ability and track record to innovate 

 ensuring our resilience approach covers all aspects of corporate, financial and 

operational issues but with a central theme of how we can work with 

customers and stakeholders to improve resilience for all 

 ensuring we undertake research and engagement to understanding society’s 

view of our business as it is essential to help deliver on our trust and 

legitimacy aims and be a responsible business 

 ensuring we build a partnership approach with our stakeholders to help us 

across the range of our business activities – from catchment management 

through to helping to identify customers in vulnerable situations 

 ensuring we put in a place a comprehensive assurance programme that 

clearly demonstrates the evidence the Board has used to make its decisions 

and be able to approve the required Board assurance statements    

2.3.4 CCG challenge 

The role of the CCG is to provide independent challenge assurance to Ofwat on the 

quality of the company’s customer engagement, and the extent to which this 

engagement has influenced the company’s decision making and business plan.  

The CCG comprises regulators, community representatives, economic and research 

experts from other industries and household and business customers. In addition to 

the extensive knowledge of the water industry, it benefits from the varied expertise of 

its members from outside of the water sector.  

The CCG has been central to the development of this plan, providing significant 

scrutiny and challenge to many of the decisions we have made – whether that’s for 

this plan or our business more generally.  It has challenged the company in several 

key areas: 

 Customer engagement and our wider evidence base – its quality and impact 

on the business plan 

 affordability for current and future customers, and those struggling (or at risk of 

struggling) to pay 

 vulnerability – ensuring customers with additional needs are able to have 

equal access to the benefits of water, and are protected, particularly when 

things go wrong  - for example, during interruptions of supply 
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 performance commitments and outcome delivery incentives (ODIs) –the 

approaches to setting performance commitments, their ambition, the evidence 

used in the development of performance commitment and ODI development 

(including customer engagement and consultation)  

We describe this in more detail in Appendix 1, Engagement. 

That challenge has been extensive with over 600 challenges, actions and information 

requests logged during the preparation of our 2020 to 2025 business plan compared 

to 321 challenges and actions in total for the duration of the last price review process 

– these have come from the main CCG group, as well as from two dedicated sub-

groups that were set up to look specifically at our customer research and our 

vulnerability strategy and services.  

We have embraced the majority of the challenges and actions as they have had a 

positive impact on our plan and business; for example we have changed and 

adapted our research methods as a result of having the input of independent experts 

in this field; and adapted the process of co-creating the eventual solutions, such as 

our Vulnerability Strategy, due to the keen interest our CCG chair has in this arena of 

public service. We discuss our customer engagement in more detail in Appendix 1 

Engagement. 

2.4 Governance and assurance 

The specific governance and assurance process put in place by the Board and 

followed for the preparation of the business plan supplements the well-established 

systems of internal control we already have in place, while maintaining consistency 

with processes followed for all regulatory and performance reporting. 

In accordance with the Company Monitoring Framework, the Board has established a 

strong governance and management framework ensuring statutory requirements are 

met and published data is robust, accurate and of a high quality. 

Figure 2 shows the governance structure in place for the business plan. 
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Figure 2: PR19 governance structure 

 

We ensured the business plan had a clear ownership structure with relevant 

Directors and Senior Managers appointed as sponsors of sections of the plans and 

supporting material, and with named owners, checkers and reviewers.  

To ensure the reliability, accuracy and completeness of the data reported, a similar 

process has been followed for completion of data tables. We describe this in more 

detail in section 3.  

The Board also assured itself through external independent assurers on all published 

data and statutory performance reporting. 

  



 

Supporting Appendix 20, Governance and Assurance | September 2018 
 

Not confidential | Author: Magda Styles | Last saved: 31/08/18 

File name: Appendix 20 PR19 Governance and assurance FINAL 180831  Page 28 of 67 
 

3. Our assurance strategy  

3.1 Our Company Monitoring Framework 

The company monitoring framework (CMF) is a framework for assuring and providing 

information to customers and stakeholders. Ofwat uses it to challenge water 

companies to provide information that can be trusted and categorises companies into 

self-assured, targeted or prescribed category based on the quality of their data 

assurance. A company that demonstrates an appropriate assurance of its information 

has a significantly reduced level of prescription in the process it must follow. South 

East Water has a track record of producing high quality information and has been 

consistently placed by Ofwat into the highest category of self-assured. 

Our CMF (published on our website1 ) sets out what we do to ensure that the data 

and information we publish is reliable, transparent, timely and appropriate to the 

audience. It sets out the process we follow to define our risks and assurance. Our 

assurance strategy for PR19 is built on the principles of CMF. 

3.2 Assurance strategy for PR19 

3.2.1 Ofwat’s expectations 

For PR19, Ofwat expects company Boards to own and be accountable for the 

business plan to ensure that: 

 The plan is of high quality and underpinned by high quality data 

 it enables the company to meet its statutory obligations 

 it delivers operational, financial and corporate resilience  

 it is transparent, informed by customer engagement, and therefore enables 

customers’ trust and confidence 

 the Board has provided ownership of the overall strategy and direction of the 

plan in the long term 

3.2.2 Our PR 19 assurance strategy  

Our assurance strategy has been designed to fulfil the above expectations. It 

provides clarity of structure and processes. The overall approach is shown in Figure 

3. 

                                                
 

1 https://corporate.southeastwater.co.uk/media/2340/180329-sew-company-monitoring-framework-2017-18-final.pdf 

https://corporate.southeastwater.co.uk/media/2340/180329-sew-company-monitoring-framework-2017-18-final.pdf
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Figure 3: Overview of PR19 governance and assurance  

 

 

We have developed a specific business plan assurance framework to ensure the 

same level of governance, assurance and scrutiny is carried out on our business plan 

as in CMF. The framework uses the strong foundations of our CMF and is enhanced 

further to ensure it covers all of the requirements of our customers, stakeholders and 

regulators that are relevant to our business plan. We used it to show how our Board 

provides strong governance, assurance and approval of our plan, demonstrating how 

it has challenged the management team and what evidence it has used to decide 

that our plan is the best it can be. 

3.3 Our PR19 assurance framework 

3.3.1 Scope and purpose 

The framework covers all elements of PR19-related work and provides a methodical 

and fully auditable approach to assurance. 

The objectives of our PR19 assurance framework are to: 

 Provide a consistent method for identifying the assurance requirements for 

each component of our PR19 business plan 

 inform the detailed planning and implementation of governance, assurance 

and assessment activities for the PR19 business plan  
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 allow us to demonstrate our compliance with the requirements and challenges 

of Ofwat's PR19 final methodology for the 2019 price review. 

The sections below outline the development and elements of the framework and 

explain how it’s used. 

3.3.2 PR19 components 

For the purpose of assurance, we have divided the business plan into components.  

These were identified through discussions with PR19 team in workshops and 

meetings, a review of Ofwat’s PR19 methodology and data and verification against 

the expected Board assurance statements. The components are classified into PR19 

workstreams, processes, non-numeric outputs, and tables. Each component has a 

named owner.  

3.3.3 Risk-dependent assurance requirements 

Our Company Monitoring Framework (CMF) is based on an approach to managing 

risks that is designed to embed risk reporting into day-to-day management activity. 

This approach applies a risk rating of low, medium or high depending on the 

likelihood and consequence of the risk occurring, as shown in Figure 4. 

Figure 4: PR19 assurance framework risk matrix, adapted from CMF 

 

We have applied this approach to develop a risk assessment tool suitable in 

particular for the wider assurance activities underpinning the PR19 Board Assurance 

Statements (see Annex A).  This gave us a standard approach to risk assessment for 

all PR19 components regardless of their nature. 
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The risk level assigned to each component - low, medium or high - determined the 

required assurance level, as shown in Figure 5. 

Figure 5: Assurance level mapped to risk score 

Risk 
Score 

Level 1 
(check) 

Level 2a 
(internal review) 

Level 2b 
(external review) 

Level 3 (approve) 

High 


 

Medium  
 

Low 
  

 

3.3.4 Governance and assurance requirements 

All PR19 components with their risk scores and assurance level were then mapped 

to the requirements for governance, assurance and assessment needs, as shown in 

Annex C. This gave the component owners clarity on the requirements early in the 

process of developing the business plan. 

Every PR19 component has been mapped to assurance requirements such as: 

 Governance 

 robust data  

 compliance with definitions 

 compliance with guidance  

 robust process 

 decision / proposal has sufficient justification 

 proposal meets quality requirements (stretching, efficient, innovative etc) 

 CCG challenge and support 

 

This mapping, used for scoping the assurance requirements for each component, 

very clearly documents our compliance with the requirements of PR19 methodology. 

3.3.5 Board statement mapping 

The Board is expected to provide evidence of where it has challenged company 

management and an explanation of the process it has used to arrive at the view that 

its plan is the best it can be (including any external assurance, where appropriate). 

Section 13.4.1 of Ofwat’s methodology sets out the detailed areas to be covered by 

the Board statement. 

We have mapped these against the components described in 3.3.4. This provides 

clarity and transparency to each of the Board statement requirements, ensures a 

clear audit trail and gives the Board the evidence upon which to sign the statements. 
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The mapping can be seen in Annex B. The Board statement can be found in section 

2.2. 

3.3.6 Workstream and table mapping 

The bottom-up build-up of components ensured that our PR19 programme was 

comprehensive, risk-based and covered all requirements. 

Our development of the PR19 business plan relied on a number of workstreams with 

named owners and sponsors. For the purpose of clarity, we have mapped all 

workstreams to PR19 components. In combination with the mapped governance and 

assurance requirements (described in 3.3.4) this linked components covered by each 

workstream to its assurance requirements. We have also mapped PR19 tables to 

framework components so that links are clear and understood by authors. Annex D 

shows the mapping for PR19 tables. 

3.4 Assurance of data tables and cost allocation 

We have set out a transparent process for data completion: each data table has an 

owner with data providers assigned for each line.  The owner is responsible for the 

overall table completion, and each table has an appointed checker and (as 

necessary), a reviewer. The responsibilities of originators, checkers and reviewers 

are clearly set out in supporting documentation available to checkers and reviewers.   

The assurance requirements for data table were determined on the basis of the 

assurance framework, with risk level determined as described in section 3.3.3. The 

framework also determined links between tables and other PR19 components and 

this helped us to ensure consistency and accuracy of data throughout the plan. 

3.5 Assuring the quality of outputs 

3.5.1 Assurance 

The PR19 assurance framework provided the discipline around the quality of outputs, 

with clear mapping of all PR19 components to workstreams. As with the tables, the 

framework determined the level of risk and therefore the assurance requirements for 

each PR19 output. 

3.5.2 Assessment 

In addition to assurance we undertook a dry run initial assessment of the business 

plan (IAP). The IAP questions posed by Ofwat in the IAP proforma were 

disaggregated into a more detailed set of questions and our assurers, Jacobs, 

undertook the assessment of the draft of business plan documentation. 

We used the feedback from that assessment to help us finalise the plan 

documentation to ensure that our business plan met all requirements and that the 

information was clearly and comprehensively presented. 
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3.6 External assurance 

All high risk components were assured externally by Jacobs, Deloitte and Frontier as 

appropriate to the content of the component. Their assurance letters are included in 

Annexes E-I at the end of this appendix. 
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4. Statutory and licence obligations  

4.1 Introduction 

This section summarises our main obligations as a water undertaker which  we have 

taken into account for this plan. This will ensure we are able to maintain compliance 

with them for the 2020 to 2025 period and beyond.  

We have been reporting on compliance with our statutory obligations in the 2015 to 

2020 period under our Outcome Delivery Incentive (ODI) M “We are compliant with 

other statutory obligations and licence conditions” and other ODIs relating to specific 

statutory obligations. We have used these current review and monitoring processes 

to assess the effectiveness of our compliance mechanisms so our 2020 to 2025 

business plan continues to operate and improve the systems of risk management 

and internal controls necessary to maintain compliance with these obligations. We 

will also enhance our compliance and reporting during 2020 to 2025 using our 

“responsible business” key performance indicators as detailed in our main business 

plan (section 3.3) and Appendix 3 Responsible Business. 

4.2 Definition of our statutory obligations 

The obligations set out in this section are those of a water undertaker primarily under 

the Water Industry Act 1991 (the “Act”), related Statutory Instruments, the conditions 

of our instrument of appointment (Licence), competition law especially as it applies to 

the water sector in respect of inset appointments (NAVs), self-lay, water supply 

licensing and cross-border supplies, and the specific environmental duties of a water 

undertaker. 

In addition, Appendix 10 Environmental Resilience relates specifically to our 

environmental obligations and other environmental outcomes we are expected to 

fulfil; and explains how our business plan incorporates the requirements of the water 

industry national environment programme (WINEP) and of the water industry 

strategic environmental requirements (WISER). 

This section also needs to be read in conjunction with Appendix 6 Water Quality and 

Appendix 9 Resilience in the Round.  
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4.3 How we have assessed that our plan will enable us to comply with our 

statutory obligations 

In the 2015 to 2020 period we have been reporting annually on our compliance with 

our statutory obligations under ODI M “We are compliant with other statutory 

obligations and licence conditions”. 

For this purpose, we maintain a register of statutory obligations and we carry out an 

annual review of compliance with them. A summary of our obligations is set out in 

sections 4.4 to 4.15 below. 

We have also been reporting on compliance with other commitments under ODIs 

relating to mean zonal compliance (ODI I), breach of abstraction licences, discharge 

consents and environmental permits (ODI J1), pollution incidents (ODI J2), health & 

Safety (ODI K) and our national security obligations (ODI L). 

This process was our starting point in assessing how our 2020 to 2025 business plan 

would enable us to comply with our statutory obligations.  

Our assessment is based on: 

 The compliance assessment prepared and updated every year as part of our 

reporting by the relevant heads of departments and managers 

 separate reporting on whether obligations and/or levels of service are met 

which are maintained by data owners and are also used as evidence of 

compliance (e.g. water quality reporting to DWI, developer services levels of 

service, GSS reporting, SIM reporting, Highways performance reporting, 

market performance standards) 

 review of requirements and information collected by the company secretary 

and legal team as part of our reporting on compliance 

 external review of our reporting process by our external assurance partner 

The company secretary and legal team also provides ongoing support on specific 

issues and on compliance generally. It will highlight areas for improvement when 

necessary and for compliance with changes in legislation. It works with colleagues to 

review and put in place compliance processes (including guides, policies, processes, 

standard documents, training etc.) as required. 

Legal risks are also identified and monitored as part of our risks management 

system. Our executive team reviews regularly the risks and mitigations in different 

areas of the business. We report annually to our board of directors on our risk 

management and principal risks. Our audit and risk committee carries out regular 

reviews of different areas of risks in the performance of its general duty to monitor 

the effectiveness of our risk management and compliance systems. We report 
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annually on our principle risks and our risk management framework in our strategic 

report. 

These controls and our reporting on compliance with our statutory obligations also 

supports the statements made in the risk and compliance statement in the annual 

performance report which requires directors to confirm that the company: 

 considers it has a full understanding of, and is meeting, all its relevant 

statutory, licence and regulatory obligations and has taken steps to 

understand and meet customer expectations 

 has satisfied itself that it has sufficient processes and internal systems of 

control to meet its obligations; and  

 has appropriate systems and processes in place to allow it to identify, 

manage, mitigate and review its risks. 

We have used this process and our obligations register to assess that our 2020 to 

2025 business plan allows us to continue to deliver our statutory obligations.  

4.4 Summary of obligations 

Our register of statutory obligations includes our main statutory obligations grouped 

by topics (with section references) as follows:  

Classification of obligations 

Supply system – section 4.6 

Water quality – section 4.7 

Forward planning & security (SEMD) – section 4.8 

Supply duties – section 4.10 

Customers levels of service / GSS – section 4.11 

 

Charges and Price Controls – section 4.12 

Competition law – Self-Lay, NAVs, cross-border 

supplies – section 4.13 

Environmental obligations (arising from the Water 

Industry Act) – section 4.14 

Corporate Governance and social responsibility – 

section 4.15 

 

Our register of statutory obligations does not list legal obligations which, while they 

do not relate specifically to a water undertaker, apply generally to all utilities or to any 

business. However, our internal controls cover these wider requirements and the 

appropriate resources are available to ensure compliance with them.  

For brevity the summary included below does not list specifically the conditions of 

exercise of our statutory rights and powers (as opposed to our statutory obligations 

and duties). Again, we have processes and controls in place to ensure the 

appropriate procedures and steps are followed.  

Unless otherwise noted the sections below relate specifically to the Water Industry 

Act 1991. 
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4.5 Compliance with obligations relating to the management of our supply system 

Our investment programme underpinned by our water resources, drought and 

emergency response planning is the most essential means of ensuring that we have 

the operational capability to deliver our service obligations especially those detailed 

below under the following categories:  

 supply system 

 water quality 

 forward planning and  security (SEMD)  

 supply duties 

 customers’ levels of service / Guaranteed Standards Scheme (as relevant to 

the above). 

Our investment is essential to ensure compliance with required levels of service to 

customers on consistency of supply and pressure; the prevention and management 

of interruptions; and the provision of emergency response and to maintain water 

quality standards.  

It is also essential to the development and the availability of the information 

technology and communication infrastructure necessary to support our operations; to 

meet customer service standards; and to achieve our innovative customer 

satisfaction targets.  

Although this section is focused on our legal and statutory obligations, our 2020 to 

2025 business plan as a whole demonstrates how we will deliver and measure 

compliance with our statutory and licence obligations in the next five-year period  and 

beyond. 

4.6 Supply system 

We ensure compliance with our service obligations by assessing the need for 

additional investment via four main approaches: 

 we assesse growth forecasts in terms of population and water used.  These 

are derived from third parties where possible and have been externally 

assured as part of the water resources management plan and business plan 

processes 

 we then ensure this growth is adequately met having strict adherence to 

predetermined parameters relating to flows, pressures and storage via 

changes to our supply network design.  These parameters are designed to 

ensure compliance with our relevant duties 
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 we have prepared a forecast of new connections and diverted mains based on 

an assessment of growth and historic activity and we maintain and update a 

rolling forecast every year 

 We have also assessed the estimated contributions from developers taking 

account of historic contribution data and the new charging rules for new 

connection services. We monitor the balance between the actual expenditure 

in relation to new connection services and the actual contributions received 

from developers annually and over a period of five years. 

These general service obligations are also met via the continuation of base service 

both within the average cost to serve mechanism in retail, and the base operating 

expenditure position within wholesale.   

We provide details of the processes and resources we maintain to ensure 

compliance and service delivery in each of the sub-sections below. 

4.6.1 General duty to maintain an efficient supply system 

Section 37: Duty to develop and maintain an efficient and economical system of 

water supply to ensure water supply obligations are met. 

Compliance processes and controls 

Our asset management function is primarily responsible for the management of the 

processes and controls relating to the maintenance and development of our water 

supply system, and does this in close coordination with our engineering and 

operations functions. 

Our asset management function is split into teams which focus on specific areas of 

delivery and compliance: 

 Asset performance, which monitors the performance of assets on a constant 

basis reviewing their condition, operational performance, criticality and 

contributes to the identification of risks and the prioritisation of investment 

 Asset planning, which reviews the asset performance data each month 

(including above ground, below ground, leakage and hydraulic modelling) and 

determines corrective actions that need to be undertaken.  This includes a 

monthly assessment of leakage, water quality, bursts, interruptions, pressure 

and growth 

 Capital programme management, which reviews the capital programme and 

ensures governance of the investment plan within the agreed budget 

 Programme delivery and optimisation team which ensures that the capital 

programme is developed in collaboration with our operations, engineering, 

water quality functions, our engineering partners and framework contractors. 
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All our relevant processes and controls are documented in our PASS55 system.  This 

system is externally audited annually. 

We produce a monthly asset management report which monitors our compliance with 

our water supply obligations.  Each month we review the data and compare them 

against monthly target levels including ODIs. Where the need is identified, we review 

the investment programme to take account of changes of circumstances and revised 

priorities.  This monthly report is reviewed by the executive team each month. The 

monthly report also reviews the overall investment programme including spend 

against budget an efficiency targets.    

The executive team is made aware of any key risks via a risk register in the monthly 

report.  New risks and associated actions are added each month.  Key information 

from the asset management report is included in the Board performance report, and 

specific updates are also provided to the Board at least twice a year on the delivery 

and definition of our investment programme. 

New schemes and changes to the investment programme are reviewed at a project 

management office meeting involving key stakeholders from across the business with 

a strong focus on optimising solutions and delivering efficiencies. This review 

ensures that all relevant parts of the business are involved in the development and 

approval of new schemes and technical solutions, and in the optimisation and 

delivery of efficiencies.  

Schemes above the authorisation of the project management office are reviewed at 

an executive investment committee.  High value schemes are also reviewed by the 

Board.   

Section 198: Duty to keep records of the location of water mains and other 

underground works other that service pipes and other particulars in relation to 

adopted main. Obligations to ensure these records are available for inspection by the 

public at an office of the undertaker. 

Compliance processes and controls 

We maintain an asset information code of practice which sets out the framework for 

managing asset information.  It covers key aspects of the management of our asset 

data including the need for an accurate up-to-date asset inventory, responsibility for 

maintaining the asset inventory, prescribed requirements for asset data quality and 

duty to comply with regulatory, statutory and legal obligations, methods for capturing 

accurate asset records using traditional as-constructed drawing techniques or using 

global positioning system (GPS) devices. 

Access to records of the location of water mains is currently provided through a 

public version of our geographic information system that has been developed to allow 

self-service by customers who need access to information on the local distribution 
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network whilst ensuring that information on strategic assets is not accessible for 

security reasons.  In particular it does not show the location of key assets such as 

reservoirs and treatment works. 

Constancy and pressure 

Section 65: Obligation to maintain constant supply and at a pressure sufficient to 

reach the top-most building in the area subject to what can be achieved by 

gravitation from the service reservoir or tank. (Compliance with related GSS levels of 

service and regulatory standards DG2 and DG3.) 

Compliance processes and controls 

Our hydraulic modelling team manages the information and processes related to 

compliance with these obligations.  

We maintain company-wide all mains models which we update regularly to ensure 

that new growth or changes to the network do not result in reductions in levels of 

service.  These models are used for all new development enquiries to ensure that the 

impact of the new demand on existing customers is assessed and any reinforcement 

is identified and planned. We have internal performance metrics regarding this 

modelling which have been met consistently. 

We also maintain a register of properties at risk from low pressure.  The properties 

are constantly logged using pressure transducers at critical points.  Changes are 

reported in the monthly asset management report.  If the number of properties at risk 

increases then we make the necessary updates to the capital programme to improve 

service and resilience.  This includes laying new mains, pressure management and 

district metering areas re-organisation.   

 New water mains and service pipes 

Provision of new connection services generally to developers, self-lay providers, new 

undertakers (NAVs) including under the following provisions as they may apply to us.  

Section 41-44: Duty to comply with water main requisition, including financial 

provisions on contributions.  

Section 45-51: Duty to make connections of service pipe with water main. Duty to 

carry out ancillary works for the purposes of making domestic connections. Including 

financial provisions.  

Section 51A- 51E: Adoption of water main under self-lay provisions. Including 

financial provisions on charges and asset payment. 



 

Supporting Appendix 20, Governance and Assurance | September 2018 
 

Not confidential | Author: Magda Styles | Last saved: 31/08/18 

File name: Appendix 20 PR19 Governance and assurance FINAL 180831  Page 41 of 67 
 

Section 55-56: Supplies for non-domestic purposes and to premises other than 

building(s) – duty to provide a supply of water and lay pipes required to provide the 

supply. 

Section 185: Duty to alter or move a pipe or apparatus in private land when 

necessary to allow the applicant to develop the land. 

Compliance processes and controls 

The main indicator of performance is through reporting on the Water UK levels of 

service which are published quarterly on the Water UK website in the form of a 

league table.  Our processes have also been updated to prepare for the introduction 

of the new developer satisfaction measure (D-MeX) that will run alongside the 

quantitative measures of the levels of service. 

Our performance is reviewed and reported monthly and is also reported to the Board 

in the company’s performance report.  

A monthly audit of the data provided by our contractor is carried out by our developer 

services team. The data provided to Water UK is also audited by our external 

assurance partner.  

Our developer services team uses the Water UK developer services levels of service 

guidance document and the standard exceptions list to ensure that staff members 

are aware of how data is to be logged and what timescales they should be working 

to. Training is provided using these documents and they receive regular updates in 

team briefs. 

The estimating tool for developer contributions was redesigned in 2018 ensuring 

compliance with the financial provisions set out in the new charging rules. This and 

previous versions of the tool had been designed to receive standard input data and 

automated to ensure compliance with legal or regulatory requirements, consistency 

and to reduce the risk of human error in preparing estimates.  

As well as the levels of service reporting our developer services team also carries out 

monthly phone surveys highlighting any areas that need to be improved. 

Regular engagement activities are carried out to drive service improvements and 

identify the needs and expectation of developers and other infrastructure providers 

such as self-lay providers.  

4.6.2 Fire fighting 

Section 57: Duty to allow any person to take water for firefighting purposes from fire-

hydrants and to install and maintain fire-hydrants requested by fire authorities.  

Section 58: obligation to provide fire-hydrants to businesses. 
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Section 43(1) of the Fire and Rescue Services Act 2004:  obligation of a person 

who proposes to carry out works for the purpose of supplying water to any part of the 

area of a fire and rescue authority to give at least 6 weeks' notice in writing to the 

authority. (It is an offence under section 43(4) to fail to give the required notice 

without permissible excuse). 

Compliance processes and controls 

The provision of fire hydrants is part of the process of delivering new water mains as 

set out in the previous sub-section. To comply with our obligation under Section 43 of 

the Fire and Rescue Services Act 2004, copies of water mains designs are sent 

when estimates are prepared to the relevant fire authority for their comments in 

accordance with agreed procedures.  

4.6.3 Works obligations 

Street works noticing in accordance with the New Roads and Street Works Act 

1991 (street works noticing and permitting) and any permitting scheme adopted by a 

local authority under that Act. 

Section 182: Duty to submit a code of practice on the exercise of works powers in 

private land to the Secretary of State and if required to submit proposed 

modifications for approval. 

Compliance processes and controls 

Compliance with our obligations in relation to street works is managed primarily by 

our highways team and also by our engineering function. The statutory street works 

regime provides for monitoring and possible fixed penalty notices, notices of 

defective reinstatement and enforcement actions (including improvement notices and 

potentially prosecution) by the relevant highway authorities. We monitor our 

compliance and report on any actions taken by these authorities.  

We monitor and report on the quality of street notices and also monitor the 

performance of our contractors in this area. We use daily and weekly reports which 

are also sent to our contractors as appropriate.  

We have developed and implemented a real time remote system allowing for 

photographs being taken and other details of works recorded on site throughout the 

life-cycle of the works. This allows quality and compliance reviews and enables us to 

require improvements where necessary. This is used for both compliance with street 

works requirements and for health and safety purposes. 

All Highway Authorities in our supply area operate permit schemes, except one which 

is expected to start a scheme in 2019-2020. Permit schemes require that we request 

permission to work on the roads as opposed to providing notices of our intent to carry 
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out works. Permit schemes also provide for payments to the highway authorities 

(lane rental and associated payments).  

Performance meetings are held quarterly with highway authorities to discuss 

requirements, compliance and improvements.  

As required we have and operate in accordance with a code of practice on the 

exercise of works powers in private land which is published on its website. 

4.7 Water quality 

A key aspect of our strategy to ensure compliance with our water quality obligations 

(including related ODIs) is the assessment of the need for additional investment 

using the following approaches: 

 The assessment of guidance provided by the Drinking Water Inspectorate 

 the review of the risks posed to water quality via the continuous reviews of 

drinking water safety plans 

 a comprehensive operational sampling regime to identify and monitor potential 

hazards in our catchments and ensure that treatment works are performing 

satisfactorily against these challenges 

 a programme of Water Treatment Works and Service Reservoir audits which 

feeds directly into our capital maintenance / investment programme 

 deterioration modelling which informs the capital maintenance programme is 

optimised to minimise water quality risk 

 bespoke water quality strategies to address areas of particular concern, e.g. 

discolouration, taste and odour 

 governance of the above is carried out through monthly reporting to the 

executive and board and bi monthly strategic water quality steering group 

meetings attended by Asset & Operations Directors, Managing Director, 

Operational Department Heads, Water Quality team 

The maintenance of compliance of existing assets and processes is achieved via the 

continuation of base service both within the retail costs, and the base operating 

expenditure position within the wholesale business plan.  

4.7.1 Water quality standards and monitoring 

Section 68: Duties of water undertaker with respect to water quality. Duty of a water 

undertaker where water is supplied for domestic purposes or food production to 

ensure that (a) water is wholesome and (b) that there is no deterioration in the quality 

of water in sources from which water is supplied. 

SI: The Water Supply (Water Quality) Regulations 2016 made under section 67 

and 68 of the Act.  
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Section 202 and directions – the Water Industry (Suppliers’ Information) Directions 

Section 70: creates the offence of supplying water unfit for human consumption.   

Section 86: Obligation to cooperate and provide information to the Chief Inspector of 

Drinking water. 

Compliance processes and controls 

Water quality compliance processes and controls are operated and monitored by our 

water quality function and our accredited laboratory. The water quality function 

performs its roles in close coordination with our operations and engineering 

functions.   

Results from our scheduled regulatory sampling programme are reported on a 

monthly basis to the Drinking Water Inspectorate. The scheduling, sampling, analysis 

and reporting is undertaken in accordance with the Water Supply (Water Quality) 

Regulations 2016 and is subject to external accreditation to ISO 17025:2005 and 

Drinking Water Testing Specification (DWTS) by the independent United Kingdom 

Accreditation Service (UKAS). Our laboratory is accredited by UKAS. All sample 

results are managed within and extracted from our laboratory information 

management system which ensures the integrity of the information.  

We maintain monitoring and reporting processes for the purpose of regular reporting 

to the DWI and for our annual regulatory reporting in the Annual Performance Report 

on Mean Zonal Compliance, Disinfection Index, Reservoir Integrity Index and 

Discoloration Complaint Rate and our reporting is externally assured. Performance is 

reviewed by the Board of directors at each meeting and an annual update is provided 

to the Board. Our external assurance partner presents their findings on water quality 

performance (and all other areas of reporting in the APR) to the audit and risk 

committee annually as part of the approval process of our regulatory reporting by the 

Board.  

4.7.2 Fluoridation 

Section 87C: Obligation to comply with a fluoridation agreement with a health 

authority. 

Compliance processes and controls 

There is no fluoridation scheme in our supply area. 

4.7.3 Water fittings compliance 

SI: The Water Supply (Water Fittings) Regulations 1999 made under section 74 of 

the Act. 

Compliance processes and controls 
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Our main obligation is to act as enforcement authority in our supply area and to carry 

out inspections to ensure that water fittings are compliant with the regulations. The 

compliance and control processes are operated by our water regulation team. 

We operate a risk-based regime of inspections taking into account fluid categories 

and the usage of buildings. We focus on the higher fluid categories and public 

buildings as defined by the Drinking Water Inspectorate.  

4.8 Forward planning (water resources and drought) and security (SEMD) 

In respect of our security obligations, we ensure compliance in these areas by 

identifying the need for additional investment through: 

 the assessment of the steps required to meet Defra Security Advice notes and 

other relevant guidance 

 external review by third parties of the appropriateness of our plans and 

schemes made in accordance with this guidance 

The continuation of the drought plan and water resources management plan are 

ensured by the addition of funding directly for these purposes within our base 

operating costs and capital investment plans respectively.  Given their strategic 

importance these are reviewed and approved by the Board. 

4.8.1 Water Resources Management Plan and Drought Plan 

Section 37A-37D: Duty to prepare and maintain a water resources management 

plan. 

Section 39B-39C: Duty to prepare and maintain a drought plan. 

Compliance processes and controls 

The relevant compliance and control processes are managed by our water resources 

function.  

The planning process for both the drought plan and water resources management 

plan is carried out in accordance with relevant directions and is subject to the 

approval of the Secretary of State after engagement and consultation with regulators 

and stakeholders. The water resources management plan may also be subject to 

public inquiry.  

Our water resources function is responsible for developing our plans in accordance 

with the provisions of the Act and the relevant directions engaging with the relevant 

stakeholders. This work in the case of South East Water is also carried out in 

coordination with the Water Resources in the South East group with the involvement 

of the Environment Agency.  
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We also have a specific forum, the Environmental Focus Group, for our engagement 

with stakeholders. (see Appendix 7 Water Resources). 

4.8.2 Security and Emergency Measures Direction 

Section 208: duty to comply with direction given by the Secretary of State in the 

interests of national security or in relation to civil emergency.  

Civil Contingency Act 2004 and Civil Contingency Act 2004 (Emergency 

Planning) Regulations 2005: obligations as Category 2 Responder under the 

CCA04 and in particular in relation to local resilience forums 

Network and Information Systems Regulations 2018 and associated guidance 

from the National Cyber Security Centre: imposing obligations on providers of 

essential services to have in place certain IT security measures and on the reporting 

of incidents.  

Compliance processes and controls 

Our Security Manager has primary responsibility for the management of our 

compliance processes and controls and is the main point of contact with external 

agencies in relation to physical security, personnel security and cyber security. Cyber 

security is managed by our business information services functions and personnel 

security is managed by our human resources function in coordination with other 

relevant teams. 

We carry out a number of security enhancement schemes which are developed by 

our asset planning team and are notified to Defra who also monitors progress and 

compliance.  

SEMD audits by an external certifier are also undertaken every six months. The audit 

reviews how we have interpreted and applied the relevant directions and our ability to 

meet their requirements. It also reviews the processes for emergency planning.  

Security matters (personnel, physical and cyber security) are also regularly reviewed 

and coordinated by the corporate security steering group which monitors the 

company’s systems and implements necessary changes as risks are identified and 

assessed. It also ensure the coordination of all aspects of security. 

Cyber security testing is carried out in accordance with recommendations from the 

relevant agencies and our internal policies. We are also certified with Cyber 

Essentials (Plus).  

Our Security and Emergency Risk Management (SERM) Policy, process and 

associated guidance are designed to ensure that the risk control measures 

associated with risks either caused by malicious intent or requiring emergency 
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response are proportionate to the risk and address both the national and corporate 

interests. Once the risk response measures have been implemented a number of 

performance monitoring tools are used to monitor the on-going performance of the 

response measures. Security exercises and simulations are carried out on a regular 

basis internally or with external agencies.  

4.9 Compliance with obligations other than supply systems obligations 

The obligations listed below in sections 4.10 to 4.15 are general compliance 

requirements that we are required to meet as part of our usual operation.  The 

necessary processes and controls are incorporated into the delivery of our services 

and activities.  

These requirements are met through the continuation of base services both within 

retail costs and the base operating expenditure for wholesale. 

As such the operating expenditure and maintenance requirements set out in the 

business plan will enable us to maintain the resources and processes necessary for 

compliance with these obligations (and with general legal requirements applying to 

any business).  

4.10 General supply duties 

Section 52: The domestic supply duty. Duty to provide a supply of water for domestic 

purposes and to maintain the connection between a water main and the service pipe 

by which the premises are supplied. 

Section 55: duty to provide a supply of water to premises other than building(s) and 

for non-domestic purposes – and to lay pipes required to provide the supply. 

Section 59: Obligation to provide a supply of water for cleansing of sewers and 

drains, cleansing and watering highways, supplying public pumps, baths or wash-

houses on reasonable terms and from a pipe with sufficient capacity. 

Section 63: Obligation to notify the local authority within 48 hours if any inhabited 

house is disconnected or cut-off for more than 24 h. (Offence for not serving the 

notice and offence of disconnecting or cutting off when the undertaker has no power 

to do so or without complying with the conditions of exercise of a power). 

Section 79: Duty to provide a supply of water other than in pipes for domestic 

purposes at the request of a local authority (when pipe supply is not practicable at 

reasonable costs). 

Compliance processes and controls 

We ensure compliance with our general supply duties by assessing the need for 

investment as follows: 
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 the maintenance of the base position for operating costs and reference to the 

historic need for maintenance investment in particular in relation to the 

maintenance of connections.  This relates to both retail and wholesale where 

these activities are undertaken.   

 the overarching duty of supply is addressed by ensuring sufficient resources 

are available through the Water Resources Management Plan process and 

associated investment requirement based on third party growth forecasts. 

Specific aspects of compliance with our supply duties, and the relevant processes 

and controls are managed by the relevant functions or service teams. This includes 

in particular processes relating to disconnections which may be carried out due to 

risk of contamination of our supply or at the request of customers. Local authorities 

are notified as part of the usual process and informed of any concern with water 

quality that would have justified a disconnection. 

We have a tanker license scheme that allows water to be drawn from designated 

hydrants for various purposes. 

Requests from local authorities under section 79 would be met using resources 

available for emergency supplies.  

The provision of emergency supplies in case of interruptions is ensured through the 

implementation of our emergency and incident management plans.  

4.11 Customer service standards (GSS) and customer information 

4.11.1 Customer service standards (GSS) 

Section 38: Standards of performance in connection with water supply. 

SI: The Water Supply and Sewerage Services (Customer Service Standards) 

Regulations 2008 (GSS Standards). 

Section 39A: Duty to inform customers of the GSS standards and of the company’s 

performance in respect of GSS. 

Compliance processes and controls 

The processes and controls relating to GSS compliance are managed by our asset 

management and operations functions for those relating to pressure, interruptions 

and emergency supplies; and by our household retail function for those relating to 

written complaints and billing enquiries.  

The provision of emergency supplies in case of interruptions is ensured through the 

implementation of our emergency and incident management plans.  
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Compliance with specific customer services measures is incorporated into our 

customer services processes as part of our 5 out of 5 initiative which is designed to 

ensure we meet our targets for SIM performance, our customer satisfaction targets 

and GSS standards.  

All contacts from customers are recorded on arrival and daily age reports are used to 

ensure all contact are dealt with well within the requirements of the GSS. Dedicated 

channel managers ensure that the necessary resources are available to maintain 

compliance with our targets and the GSS standards.  

Our processes for recording GSS related data on interruptions, pressure, contacts, 

response times, credits and payments are reviewed by our external assurance 

partners as part of our annual regulatory reporting process.  

These records are also used to ensure that any payments or credits are made as 

required. Payments to non-household customers are made to retailers who are 

required to pass them to their customers.  

4.11.2 Information to customers 

Section 86A: Duty to have a complaints procedure and to comply with a direction 

from Ofwat to review the procedure and a direction to amend it following a review. 

Licence Condition G/H/I: Requirements to have Codes of Practice in relation to 

services to customers and charges, debt recovery, complaints and leakage. 

Licence Condition J: obligation to report of Levels of service and information of 

customers. 

Compliance processes and controls 

We maintain and publish a complaint procedure and all codes of practice required 

under the licence or the Act which are updated regularly and not less frequently than 

every three years.  

Our information to customers is also produced in accordance with our Company 

Monitoring Framework. 

Our complaint procedure reflects the steps we implemented to meet the 

requirements of the WATRS dispute resolution scheme. 

Bills include references to GSS and our codes of practice which are available on our 

website.   

4.11.3 Duty to promote water efficiency 

Section 93A & 93B: Duty to promote the efficient use of water by customers. 
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Compliance processes and controls 

Our water efficiency strategy and demand management measures that meet our 

obligations and duties are defined in our water resources management plan. 

We collect data on our activities for the promotion of the efficient use of water by 

customers. We report annually to the Environment Agency as part of the annual 

review of our water resources management plan and also report annually on our 

water resources activities in our regulatory reporting and in our Performance, People 

and Planet report.   

4.12 Charges and price controls 

4.12.1 Setting and publishing charges 

Section 142-143A: obligation of water undertaker to have a charges scheme and to 

ensure that the charges scheme complies with regulations. 

Licence Condition B: obligation to ensure that charges are in line with price 

controls. 

Licence Condition D: obligation to have a Charges Scheme. 

Licence Condition E: obligation to ensure that no undue preference is shown to, 

and that there is no undue discrimination against, any class of customers or potential 

customers in fixing charges. 

SI: Water Industry (Charges) (Vulnerable Groups) (Consolidation) Regulations 

2015 made under s143A.   

Charging rules issued by Ofwat 

Wholesale Retail Code relating to charges between wholesalers and retailers and 

requiring a wholesale tariff document to be published by wholesalers. 

Compliance processes and controls 

The processes and controls in relation to setting and publishing our charges are 

managed primarily by our economic regulation and company secretary and legal 

functions.  

Each year a specific review is undertaken by the Head of Economic Regulation and 

Strategy and the Head of Legal to identify all current statutory obligations, charging 

rules and market rules (Wholesale Retail Code) and any changes to ensure that any 

proposed charges, charges scheme, charging arrangements and the wholesale tariff 

document are determined in compliance with them and our licence conditions. 

Compliance with the relevant provisions of the Water Industry Act 1991 is also part of 

this process. 
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Each year charging models and charges are externally reviewed to ensure they 

comply with regulatory requirements and our competition law obligations. 

Compliance with the obligations and requirements listed above are summarised in 

the Board Assurance Statements that is published alongside our charges documents 

every year.  

Our charges, the charges documents and our other publications relating to charges 

such as statements of significant changes are approved via our Regulatory Strategy 

Group and the Board as outlined in the assurance statement. 

4.12.2 Metering and metered charges 

Section 144A: Obligation to fix charges by reference to volume at the request of a 

customer issuing a “measured charges notice”. 

144C: restrictions on the ability of water undertakers to fix charges by reference to 

volume except when certain conditions are satisfied. This includes the ability to 

implement a metering programme included in the company’s WRMP in an area of 

serious water stress. 

Compliance processes and controls 

Comprehensive processes and controls are in place in relation to meter optants and 

our customer metering programme. We have dedicated customer services and 

operational metering teams.  

Requests from meter or managed through our billing system and works management 

system following set steps and times to carry out sites visits and installation within the 

required period. Applications received over the phone are able to get instant survey 

appointment dates. Online applications require outbound calls by the metering 

customer services team. 

Water companies are entitled to meter premises when the premises to be metered 

are located in an area which has been determined by the Secretary of State to be an 

area of serious water stress and are included in a metering programme specified in 

the relevant company’s water resources management plan. These rights are granted 

by section 144B of the Water Industry Act 1991 and the Water Industry (Prescribed 

Conditions) Regulations 1999 as amended in 2007. It is on this basis that our 

metering programme is carried out.  

We follow a comprehensive and well established process for metering under our 

metering programme, with advance notification and specific information provided to 

customers at each stage of the metering process. The services are delivered by 

specifically trained employees and contractors.  



 

Supporting Appendix 20, Governance and Assurance | September 2018 
 

Not confidential | Author: Magda Styles | Last saved: 31/08/18 

File name: Appendix 20 PR19 Governance and assurance FINAL 180831  Page 52 of 67 
 

Specific tariffs are available to customers who are metered under our metering 

programme.  

4.13 Competition law – self-lay, new appointment and variations (NAVs), cross 

border supplies  

In addition to general awareness of Competition Law, there are specific processes 

incorporating consideration of competition law relevant to the regulatory regime 

applying to new mains, self-lay, water supply licensing, inset appointments and cross 

border supplies. 

4.13.1 Self-lay 

Section 51A - 51E: Adoption of water main under self-lay provisions. Including 

financial provisions on charges and asset payments. 

Code for adoption agreements: Code issued by Ofwat under s51A in relation to 

self-lay agreements. 

Compliance processes and controls 

Compliance with the processes and controls relating to self-lay are managed 

primarily by our developer services functions, with support from the economic 

regulations and company secretary and legal functions. 

Services to self-lay providers are provided in accordance with the Water UK levels of 

service and the performance against these levels of service is reported regularly and 

published (please refer to section 4.6 relating to new connection obligations).  

Consistency of charges is ensured by using an estimating tool that has been 

designed to ensure compliance with the rules relating to the calculation of the asset 

payment and limit the risk of human error. 

Information is published on our website to ensure transparency of the relevant 

technical requirements and processes to self-lay providers and of the applicable 

service levels and of the relevant financial provisions. 

Direct contacts with self-lay providers to identify their needs are encouraged. We also 

provide training sessions for all self-lay organisations working or looking at working 

within our area of supply to allow them to carry out trench inspections themselves 

and self-certify.  

4.13.2 Water supply licensing 

Section 66A - 66L: Duty to supply licensed water suppliers and to give access to the 

supply system. 

Wholesale Retail Code and Market Arrangements Code: obligations as a 

wholesaler or retailer under the market codes and the written arrangements between 



 

Supporting Appendix 20, Governance and Assurance | September 2018 
 

Not confidential | Author: Magda Styles | Last saved: 31/08/18 

File name: Appendix 20 PR19 Governance and assurance FINAL 180831  Page 53 of 67 
 

South East Water Choice and SEW Wholesale in accordance with Condition R4 

(Stapling Condition).  

Licence Condition R: Obligation to ensure any transaction with a related water 

supply licensee is at arm’s length. Obligations to keep information received from 

licensed water suppliers confidential, to disseminate and use that information only for 

the purposes provided (i.e. for the purpose of water supply licensing) and to have a 

compliance code.  

Licence Condition S: obligation to have an access code for the purpose of 

combined water supply licensing, and obligation to comply with the customer transfer 

protocol in respect of combined licensees and their customers. 

Compliance processes and controls 

We maintain information separation arrangements to manage information received 

from retailers. Communications with retailers are channelled through a dedicated 

wholesale service desk. Contract discussions with new retailers are dealt with by a 

separate group of employees trained to keep information confidential and to avoid 

undue discrimination and preference. 

We have exited the non-household retail market on 1 May 2018 and do not have any 

associated retailer. 

We provide training across the business and implement processes to ensure that a 

level playing field is maintained in favour of retailers and to avoid undue 

discrimination or advantage being shown to retailers. 

Performance against market performance standards is measured and recorded as 

required.   

Our Access Code had been updated to reflect the changes to conditions R and S of 

the instrument of appointment.  

4.13.3 NAVs - inset appointments 

Provision of bulk supplies to inset appointees.  

Section 40: bulk supplies to undertaker or inset appointee and determination by 

Ofwat in case of failure to reach agreement. 

Ofwat final guidance on bulk charges for NAVs: guidance on charges to be 

applied under bulk supply agreements with NAVs. 

Compliance processes and controls 

We maintain information separation arrangements to manage information received 

from NAVs.  



 

Supporting Appendix 20, Governance and Assurance | September 2018 
 

Not confidential | Author: Magda Styles | Last saved: 31/08/18 

File name: Appendix 20 PR19 Governance and assurance FINAL 180831  Page 54 of 67 
 

Our policies and processes provide that the same measures as are required in 

relation to applications from licensed water suppliers are to be applied in relation to 

applications from prospective inset appointees, especially in respect of control of the 

confidentiality and dissemination of information.  

These applications are dealt with in accordance with our policies and only by a 

limited number of trained staff to maintain the confidentiality of the application and 

information provided by applicants and a level playing field.  

Our approach for charging is kept under review to take account of the requirements 

introduced by Ofwat to pay an asset payment to NAVs and guidance on charging 

(the latest of which was issued in May 2018). Our charging approach is designed to 

comply with these requirements and to avoid the risk of margin squeeze. Advice from 

external consultants is obtained to assure our charging approach.  

A standard bulk supply agreement designed specifically for supplies to NAVs is in 

use and has been agreed as a template with NAVs already receiving a bulk supply. 

This is intended to reduce the time it takes to conclude bulk supply agreements.  

4.13.4 Supplies across borders 

Connections to premises located outside of the company’s supply area. As a result of 

the changes introduced in the Act by the Competition and Service (Utilities) Act 1992. 

Compliance processes and controls 

Our processes provide that such application are to be dealt with following the same 

principles of non-discrimination and information management as would apply vis-à-

vis NAVs or self-lay providers. 

4.14 Environmental obligations (arising from the Water Industry Act) 

4.14.1 General environmental and recreational duties 

Section 2: to comply with any Guidance issued from the Secretary of State related to 

how Water Companies can make a contribution towards the attainment of any social 

or environmental policies. The latest guidance issued being the Code of practice 

published by MAFF and DETR, ‘Conservation, Access and Recreation: Guidance for 

the Environment Agency and Water and Sewerage Undertakers, February 2000. 

Section 3:  General environmental and recreational duties to:  

 comply with any guidance issued by the Secretary of State   

 further the conservation and enhancement of natural beauty and the conservation 

of flora, fauna and geological or physiographical features of special interest and 

as to further water conservation 
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 have regard to the desirability of protecting and conserving buildings, sites and 

objects of archaeological, architectural or historic interest  

 take into account any effect which works would have on the beauty or amenity of 

any rural or urban area or on any such flora, fauna, features, buildings, sites or 

objects 

 have regard to preserving access for the public to areas of woodland, mountains, 

moor, heath, down, cliff or foreshore and other places of natural beauty 

 have regard to maintaining to the public the availability of any facility for visiting or 

inspecting any building, site or object of archaeological, architectural or historic 

interest, however, a Water Company is not required to make recreational facilities 

available free of charge 

 obtain the consent of any navigation authority, harbour authority or conservancy 

authority before doing anything which causes navigation to be obstructed or 

otherwise interfered with and in doing so the water company shall take into 

account the needs of persons who are chronically sick or disabled 

4.14.2 Environmental duties with respect to Sites of Special Interest 

Where sites are designated as SSSIs or National Parks or AONBs we must consult 

with the relevant body for the site -  for example, Natural England for works on SSSIs 

- before carrying out any works, operations or activities which appear to that 

undertaker to be likely (a) to destroy or damage any of the flora, fauna, or geological 

or physiographical features by reason of which the land is of special interest; or, (b)  

significantly to prejudice anything the importance of which is one of the reasons why 

the site has been designated. 

Compliance processes and controls 

The relevant processes and controls are manged primarily by our environmental 

management function whose remit covers the environmental elements of drought 

and water resource planning, operational and developmental work delivered by the 

company together with the compliance of more general biodiversity requirements. 

An Environmental Steering Group with members from across the business oversees 

the development and implementation of our long term strategy for the effective 

management of environmental risks. 

We have a suite of environmental policies and training packages covering our main 

environmental activities or the environmental aspects of operational activities.  
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Annual environmental performance is reported in our annual Performance, People 

and Planet report. This document reports our environmental successes, performance 

and areas requiring further targeted improvement.  

We have specific programmes and processes relating to the fulfilment of Biodiversity 

2020 targets, compliance with SSSI conditions, implementation of our statutory 

Water Industry National Environmental Programme (and resulting outcomes and 

outputs), and of our Strategic Environmental Assessment Plan. We report on these 

aspects in our annual Performance, People and Planet report. 

Appendix 10 Environmental Resilience details how our 020 to 2025 business plan will 

allow us to deliver our environmental obligations. 

4.15 Corporate governance and social responsibility 

Condition F: Obligations relating to provision of accounts and accounting 

information, transactions with associates, ring fencing, certificate of adequacy, and 

conduct of the appointed business including having regard to the principles of 

governance of the UK Corporate Governance Code. 

Regulatory Accounting Guidelines including Annual Performance Report and Risk 

and Compliance Statement 

UK Corporate Governance Code 

Ofwat’s Principles of board leadership, transparency and governance 

South East Water’s Corporate Governance Code 

Company Monitoring Framework 

Compliance processes and controls 

The processes and controls for compliance with our licence obligations relating to 

corporate governance and our corporate governance framework are managed by our 

Company Secretary advising the board and its committees.  

We have adopted a code of corporate governance incorporating the requirements of 

the UK Corporate Governance Code, the Disclosure and Transparency Rules, and 

the principles of board leadership, transparency and governance issued by Ofwat. 

Our board committees carry out the functions that are attributed to them within our 

corporate governance framework.  

We report annually in our corporate governance statement and in our strategic report 

on our governance. Our audit committee considers update from our external auditors 

on corporate governance as part of the audit process each year. 
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Annex A Risk assessment tool 

 

Overall likelihood Score 0

Volume Complexity Completeness / Robustness Maturity of Method Existing Governance and Controls

The total number of data items

Degree of dependence upon specialist and/or expert 

knowledge and the number of data sources and Level of 

automation and subsequent data manipulation Confidence in accuracy of assumptions Extent of clear, accurate and current documentation

Extent of controls and escalation process prescription 

and/or systems/models/reports already assured

Enter Volume Score here Enter Complexity Score here Enter Completeness Score here Enter Maturity Score here Enter Controls Score here

Score 3 if there is:

A very large volume of data -  (database or many 

spreadsheets)

Score 3 if it:

Requires technical/expert knowledge

AND 

There is a significant number of manual tasks  (e.g.  

Sorting, copy and pasting)

Score 3 if there is :

Low confidence in assumptions  due to lack of/unclear 

guidance

OR

Significant data gaps or amount of estimated data 

(>10%)

Score 3 if;

The method is not mature and is not documented

Score 3 if;

There are no quality controls and/or the data does not 

have a clear business owner.

Score 2 if there is a

Significant volume of data  (a single large spreadsheet)

Score 2 if it;

Requires calculation in line with existing guidance 

AND 

There are multiple data sources 

AND 

Tasks are mostly automated - there may be some mnor 

manual tasks

Score 2 if there is;

Medium confidence in assumptions that may be inferred 

by broad principles and documented 

OR

Some data gaps/estimated data 5 -10%

Score 2 if;

The method is partially documented and/or is mature

Score 2 if;

The data is owned and/or is subject to some level of 

control.

Score 1 if there is a;

Low volume (a few lines on a spreadsheet)

Score 1 if it;

Requires basic/no calculations and is from a single source

OR

Is fully automated

Score 1 if there is;

High confidence in assumptions that may be prescribed 

and documented and/or clear precedent set

AND/OR

Few data gaps/estimated data <5%

Score 1 if;

The method is fully current documentation eg as CAT or 

APR table

Score 1 if;

The data is subject to formal, documented controls and 

has a clear business owner.

Overall impact Score 0

Customer Service Financial (Revenue/Bills/Costs) Reputational Legal/Competition Procedural/IAP

An error in the business plan that is not corrected before 

the FD would mean that Customers receive worse service 

than they should, or alternatively the Company would 

provide a service in excess of what customers want. +/- 

impact on committed PC level.

An error in the business plan that is not corrected before 

the FD would lead to customers paying more than they 

should - or the company receiving less revenue or 

incurring more cost than it should.  Total financial impact 

+/- as shown

An error in the business plan that is not corrected before 

the FD would lead to the company’s regulatory and/or 

political reputation being adversely impacted and this 

could attract negative publicity

An error in the business plan that is not corrected before 

the FD would mean that the the company would not 

comply with legal requirements AND/OR would 

disadvantage a potential competitor or otherwise stifle 

new markets

An error in the business plan if identified will result in the 

following action by OFWAT

Enter Customer Score here Enter Finance Score here Enter Reputational Score here Enter Legal Score here Enter Procedural Score here

Score 3 if 

The error would have a significant impact (>10%) on 

more than 2 customer service PCs

Score 3if there would be

a material impact (>2%) on 1 or more years bills and/or 

profile over the five years

OR

Investment grade threatened

Score 3 if there would be;

National feeding frenzy, questions in parliament - nearly 

all customers and stakeholders would know

 Significant damage to relationship with Regulators

Score 3 if;

Prosecution almost certain

Score 3 if 

The Company would be demoted to significant scrutiny 

for PR19  and /or prescribed in CMF

The error would have a significant impact (>10%) on 2 

customer service PCs, or some effect on a wide range of 

customer service PCs

minor impact (>1%<2% or more years bills and or minor 

re-profiling required over the five years

AND/OR

Credit rating downgrade

Significant local/regional and minor national - many 

customers and stakeholders would know.

Some damage to relationship with regulators

Enforcement action by regulator is likely
Demote company to slow track for PR19 / standard 

status in CMF

The error would have a significant impact on a single 

customer service PCsI, or a minor effect on more than 

one customer service PCs

Trivial (<=1%)  impact on bills

AND

No credit rating impact

Minor local interest - hardly any customers/stakeholders 

would be aware.

Minor damage to repationship with regulators

Technical breach - enforcement action unlikely Preclude Exceptionsal status / No action on CMF

Likelihood

Impact
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Annex B Board statement mapping 
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How it has challenged and satisfied itself that all the elements add up to a 

business plan that is high quality and deliverable;    

How it has challenged and satisfied itself that the overall strategy for data 

assurance and governance processes delivers

high-quality data

   

How it has challenged and satisfied itself that the business plan will 

enable the company to meet its statutory and licence obligations, now 

and in the future and take account of the UK and Welsh Government’s 

strategic policy statements

         

How it has challenged and satisfied itself that its plan will deliver 

operational, financial and corporate resilience over the next control 

period and the long term through its governance and assurance 

processes, taking account of its track record of performance

     

How it has challenged and satisfied itself that it will enable its customers’ 

trust and confidence through high levels of transparency and engagement 

with customers on issues such as its corporate and financial structures.

    

How it has provided ownership of the overall strategy and direction of the 

plan in the long term.
 

Assurance that the company’s business plan has been informed by 

customer engagement
         

Assurance that the company’s business plan has been informed by 

feedback from the company’s CCG about the quality of its customer 

engagement and how this has been incorporated into its plan.
   

Affordability

Assurance that the company’s business plan is affordable for all 

customers, including in the long term and including appropriate 

assistance for those struggling, or at risk of struggling, to pay.
    

Assurance that the business plan will deliver – and that the Board will 

monitor delivery of – its outcomes and performance commitments. 
     

Assurance that the company’s proposed outcomes, performance 

commitments and outcome delivery incentives (ODIs) reflect customer 

preferences and are stretching. 
         

Assurance that the company’s proposed approach to reporting on its 

performance commitments, ODIs and projections of outcomes is robust.
   

Assurance that the company’s business plan has been informed by a 

robust and systematic assessment of the resilience of the company’s 

systems and services
          

Assurance that the company’s business plan has been informed by 

customers’ views about managing resilience
        

Assurance that the company’s business plan has been informed by a 

comprehensive and objective assessment of interventions to manage 

resilience in customers’ long-term interests
             

Assurance that the expenditure forecasts included in the company’s 

business plan are robust and efficient.
            

Assurance that large investment proposals are robust and deliverable, 

that a proper assessment of options has taken place, and that the option 

proposed is the best one for customers.
                  

Assurance that the Board has identified the risks associated with 

delivering the plan.
   

Assurance that the risk mitigation and management plans the Board has in 

place are appropriate.
  

Financeability

Assurance that the company’s business plan is financeable on both the 

notional and actual capital structure and that the plan protects customer 

interests in both the short and the long term. The statement should 

clearly set out the steps taken to provide this assurance

       

Expectations for 

the provision of 

supporting data -

 Companies need to submit a consistent, accurate and assured set of 

information in line with our data table requirements, using our new, 

secure data capture system and an Excel spreadsheet.
  

Sheet 3 - Mapping the requirements of the PR19 Board Assurance Statements to the PR19 Assurance 
SEW PR19 Assurance Framework

PR19 Assurance Requirement PR19 Assurance Framework Components
Assurance Type Implied by 

Assurance Statement requirement
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Outcomes
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Annex C Governance and assurance requirements of PR19 

components 

Sheet 2 - Governance and Assurance Requirements of business plan components

Level 1

(check)

Level 2a

(internal review)

Level 2b

(external review)

Level 3 

(approve)
Robust data

Compliance 

with definitions

Process 

complies with 

guidance

Process is 

robust

Decision / proposal 

has sufficent 

justification

Proposal meets Quality 

Requirements (stretching, 

efficient, innovative etc)

Column1 Column3 Column2 Column4 Column5 Column6 Column7 Column8 Column9 Column11 Column12 Column13 Column17 Column10 Column14 Column15 Column16

1
All Tables

Data that has already been assured or will be reported as part of 2017/18 CAT / APR 

submissions. See Input Table Mapping
Low

     

2 All Tables Data that has previously been reported/published but has been restated See Input Table Mapping High        

3 Appointed Tables Direct Procurement See Input Table Mapping High         

4 Appointed Tables Explanatory variables See Input Table Mapping High        

5 Appointed Tables Tangible Fixed Assets See Input Table Mapping Medium       

6 Appointed Tables Share Capital and Dividends See Input Table Mapping Medium       

7 Appointed Tables Developer Services See Input Table Mapping Medium       

8 Appointed Tables Tax See Input Table Mapping Medium       

9 Appointed Tables Financial Model Input See Input Table Mapping High        

10 Appointed Tables Financial Model Output See Input Table Mapping Low       

11 Appointed Tables Performance Commitments - Common See Input Table Mapping High           

12 Appointed Tables Performance Commitments - Bespoke with financial ODIs See Input Table Mapping High           

13 Appointed Tables Performance Commitments - Bespoke with reputational ODIs See Input Table Mapping Medium         

14 Appointed Tables AIM See Input Table Mapping Medium       

15 Appointed Tables Performance Metrics See Input Table Mapping High        

16 Appointed Tables PR14 reconciliation See Input Table Mapping High        

17 Water Service Explanatory variables See Input Table Mapping Medium       

18 Water Service Enhancement Expenditure See Input Table Mapping High        

19 Water Service Transitional Spending See Input Table Mapping Low      

20 Water Service Financial Model Input See Input Table Mapping High        

21 Water Service Financial Model Output See Input Table Mapping High        

22 Water Service Performance Metrics See Input Table Mapping High        

23 Water Service PR14 reconciliation See Input Table Mapping High        

24 Water Service Special cost factors See Input Table Mapping High           

25 Water Resources Explanatory variables See Input Table Mapping Medium       

26 Water Resources Financial Model Input See Input Table Mapping High        

27 Water Resources Water resources capacity See Input Table Mapping High        

28 Water Network+ Explanatory variables See Input Table Mapping Medium       

29 Water Network+ Financial Model Input See Input Table Mapping High        

30 Retail Financial Model Input See Input Table Mapping High        

31 Retail Financial Model Output See Input Table Mapping High        

32 Retail PR14 reconciliation See Input Table Mapping High        

33 Retail Retail bad debt / customer services See Input Table Mapping High         

34 Retail Special cost factors See Input Table Mapping Medium          

35 Non-numeric output Proposed AMP 7 performance reporting methodology Oliver Martin Medium       

36 Non-numeric output Proposed PR19 business plan risk mitigation (risk to delivery) Oliver Martin High       

37 Non-numeric output AMP 7 Resilience plan Gemma Frisby High        

38 Non-numeric output Affordability and vulnerability plan Simon Mullan Medium        

39 Non-numeric output Statutory and regulatory obligations statement Nicolas Truillet Low     

40 Non-numeric output Financeability statement James Grant High        

41 Non-numeric output Special Factor Justifications High          

42 Key PR19 process PR19 Governance and Assurance Approach Magda Styles High       

43 Key PR19 process Customer and stakeholder engagement strategy Jo Osborn High         

44
Key PR19 process

Customer research (including long term issues, revealed preference, frontier shifting 

methods) Alison Lee
High

        

45 Key PR19 process Stakeholder engagement (including on long term issues) Jo Osborn High         

46 Key PR19 process Calculation of Willingness to pay Nikki Blake High          

47 Key PR19 process Translating customer preferences to Outcomes and Performance measures Nikki Blake High         

48 Key PR19 process Setting PC levels Oliver Martin High          

49 Key PR19 process Setting the type and value of ODIs Nikki Blake High           

50 Key PR19 process Financial Modelling using OFWAT and company models (review of controls) James Grant High       

51 Key PR19 process Investment programme optimisation and mgt Richard Dixon High       

52 Key PR19 process Investment optioneering and appraisal methodology Richard Dixon High       

53 Key PR19 process Estimating investment costs (UCDB, benchmarking, market testing) Richard Dixon High         

54 Key PR19 process Direct procurement Mike Moores High         

55 Key PR19 process Opex efficiency and Totex modelling Matt Hersey High         

56 Workstream Environment - WINEP and investment plan Emma Goddard Medium      

57 Workstream SEMD Dan Hanney Medium      

58 Workstream Growth, Connections and contributions Helen Wood, Rachel Baker Medium       

59 Workstream Engineering acceptibility Dan Hanney Low     

60 Workstream Asset health / capital maintenance planning (PIONEER) Richard Dixon Medium      

61 Workstream Zonal Strategies (including hydraulic models) Helen Wood Medium      

62 Workstream Asset Data Ross Chapman Medium      

63 Workstream Asset data quality improvement Ross Chapman Low     

64 Workstream Supply/demand balance Lee Dance Low     

65 Workstream Leakage Strategy Dave Price Medium       

66 Workstream Customer Metering Strategy  (Dave Price) Dave Price Medium       

67 Workstream WRMP investment plan Lee Dance Low     

68 Workstream Drinking water safety plans and WQ investment plan Neil Hudson Medium      

69 Workstream Flooding resilience investment Dan Hanney Low     

70 Workstream Econmetric Modelling and efficiency frontier assessment Matt Hersey High       

71 Workstream Pensions calculations David Murphy Low      

72 Workstream Consistency of reporting - impact on PCs and transition Oliver Martin High        

73 Workstream Water resources bid assessment framework Lee Dance High        

SEW PR19 Assurance Framework

Assessment

CCG Challenge and Support
Component 

Type

Component 

Ref
PR19 Assurance Framework Component Risk Score

CMF Assurance Level

GovernanceSEW Owner

Assurance
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Annex D Mapping PR19 input tables 
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App1 – Performance commitments (PCs) and outcome delivery incentives (ODIs) OM/MH ODIs/PCs (consistency of reporting) High     

App2 – Leakage additional information and old definition reporting DP Water Resources (growth, WR Bid Assessment Framework) High   

App3 – Abstraction Incentive Mechanism - surface and ground water abstractions under the AIM thresholdLD Water Resources (growth, WR Bid Assessment Framework) Medium   

App4 – Customer metrics SM/SB Retail (cost to serve, retail margins, CMEX, effiency High   

App5 – PR14 reconciliation ~ performance commitments RL  Current Performance High   

App6 – PR14 reconciliation ~ sub-measures RL  Current Performance High   

App7 - Proposed price limits and average bills RL Charges (revenue requirement, tariffs, bill profile) Low   

App8 - Appointee financing RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App9 - Adjustments to RCV from disposals of interest in land JG  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App10 - Financial ratios RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App11 - Income statement based on the actual company structure RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App11a - Income statement based on a notional company structure RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App12 - Balance sheet based on the actual company structure PM/RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App12a - Balance sheet based on a notional company structure PM/RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App13 - Trade receivables PM/RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App14 - Trade and other payables PM/RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App15 - Cashflow based on the actual company structure RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App15a - Cashflow based on a notional company structure RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App16 - Tangible fixed assets PM/RL  Financial (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesMedium   

App17 - Appointee revenue summary RL Charges  (revenue requirement, tariffs, bill profile) Low   

App18 - Share capital and dividends PM/RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesMedium   

App19 - Debt and interest costs PM/RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App20 - Cost of debt / analysis of debt PM/JG  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App21 - Direct procurement for customers MM Direct Procurement for Customers High   

App22 - Pensions DM  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App23 - Inflation measures RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App24 - Input proportions MH/DH  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App24a - Real price effects (RPEs) and efficiency gains MH/DH  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

App25 - PR14 reconciliation adjustments summary RL  Current Performance High   

App26 - RoRE Scenarios RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesLow   

App27 - PR14 reconciliation - financial outcome delivery incentives summary RL  Current Performance High   

App28 - Developer services (wholesale) SA/HW Developer Services (contributions, DMEX, NAVs, New Connections) Medium   

App29 - Wholesale tax TA  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesMedium   

App30 - Void properties SM Charges  (revenue requirement, tariffs, bill profile) High   

App31 - Past performance NB  Current Performance High   

App32 - Weighted average cost of capital for the Appointee JG High

 

WS1 - Wholesale water operating and capital expenditure by business unit MH/PM/DH Base Totex High   

WS2 - Wholesale water capital and operating enhancement expenditure by purpose DH Base Totex High   

WS2a - Wholesale water cumulative capital enhancement expenditure by purpose DH Base Totex High   

WS3 - Wholesale water properties and population MH Base Totex Medium   

WS4 - Wholesale water other (explanatory variables) MH Base Totex Medium   

WS5 - Other wholesale water expenditure MH/BE Base Totex High   

WS6 - Not used n/a  

WS7 - Wholesale water local authority rates DM Base Totex High   

WS8 - Third party costs by business unit for the wholesale water service MH/PM Base Totex High   

WS9 - Wholesale water special cost factors -  Removed MH Base Totex High   

WS10 - Transitional spending in the wholesale water service DH/PM Base Totex Low   

WS11 - Not used n/a

WS12 - RCV allocation in the wholesale water service RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

WS12a - Change in RCV allocation in the wholesale water service RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

WS12b - Wholesale water charges impact assessment RL/MH Charges (revenue requirement, tariffs, bill profile)High   

WS13 - PR14 wholesale revenue forecast incentive mechanism for the water service RL Charges (revenue requirement, tariffs, bill profile)High   

WS14 - Not used n/a

WS15 - PR14 wholesale total expenditure outperformance sharing for the water service RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

WS16 - Not used n/a  

WS17 - PR14 water trading incentive reconciliation LD Water Resources (growth, WR Bid Assessment Framework) High   

WS18 - Explaining the 2019 Final Determination for the water service NB Others High   

n/a

Wr1 - Wholesale water resources (explanatory variables) BE/LD Water Resources (growth, WR Bid Assessment Framework) Medium   

Wr2 - Wholesale water resources opex MH Base Totex High   

Wr3 - Wholesale revenue projections for the water resources price control RL/MH Charges (revenue requirement, tariffs, bill profile)High   

Wr4 - Cost recovery for water resources RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

Wr5 - Weighted average cost of capital for the water resources control JG  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

Wr6 - Water resources capacity forecasts BE/LD Water Resources (growth, WR Bid Assessment Framework) High   

Wr7 - New water resources capacity ~ forecast cost of options beginning in 2020-25 LD Water Resources (growth, WR Bid Assessment Framework) High   

Wr8 - Wholesale water resources special cost factors MH High

Wn1 - Wholesale water treatment (explanatory variables) NH Base Totex Medium 

Wn2 - Wholesale water distribution (explanatory variables) RC Base Totex Medium   

Wn3 - Wholesale revenue projections for the water network plus price control RL/MH Charges (revenue requirement, tariffs, bill profile)High   

Wn4 - Cost recovery for water network plus RL  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

Wn5 - Weighted average cost of capital for the water network plus control JG  Financial  (Financial modelling, PAYG, Inflation Indexing, Tax, RoRE, Risk and Return, Change protocal, RCV, ratesHigh   

Wn6 - Wholesale water network plus special cost factors MH High 

R1 - Residential retail MH Retail (cost to serve, retail margins, CMEX, effiency )High   

R2 - Residential retail special cost factors MH Retail (cost to serve, retail margins, CMEX, effiency )Medium   

R3 - Residential retail ~ further information on bad debt and customer services DM/SH Retail (cost to serve, retail margins, CMEX, effiency )High   

R4 - Business retail ~ Welsh companies n/a  

R5 - Business retail ~ non-exited companies operating in England n/a   

R6 - Business retail special cost factors n/a   

R7 - Revenue and cost recovery for retail MH Retail (cost to serve, retail margins, CMEX, effiency )High   

R8 - Net retail margins MH Retail (cost to serve, retail margins, CMEX, effiency )High   

R9 - PR14 reconciliation of household retail revenue RL/MH Retail (cost to serve, retail margins, CMEX, effiency )High   

R10 - PR14 Service incentive mechanism SM Retail (cost to serve, retail margins, CMEX, effiency )High   

SEW PR19 Assurance Framework

Sheet 4 - Mapping the full list of PR19 input tables to the PR19 Assurance Framework Components
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Annex E Letter of assurance – Jacobs 
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Letter of Assurance 

For the attention of the Board 29 August 2018 

PR19 assurance 

As your technical assurance partner, we helped you to develop an assurance framework for your PR19 

business plan. Amongst other things this identified the components of your plan you considered required 

external assurance. Based on the outputs from the framework, you asked us to review the following broad areas 

of your plan. 

 High risk components of your business plan. 

- The following data input tables; App2, App3, App 28, App30, App 31, WR6 and WR7, focusing on the 

alignment with definitions and the methodology used to generate the forecasts. 

- High-level process reviews for Opex efficiency and Totex Modelling, including input tables App24 and 

App24a but excluding assurance of the detailed analytical work. 

- Cost adjustment claim justifications focusing on the PR19 final methodology requirements. 

- Direct procurement narrative document. 

- High-level process narrative documents for Customer and Stakeholder Engagement, including 

consistency with the Ofwat methodology. 

- High-level process narrative documents for Investment costs and approach, including consistency with 

the Ofwat methodology. 

- Your PR19 Resilience Plan and PR19 Risk Mitigation Plan. 

 Business plan data that overlapped with your APR reporting  

Consistent with the agreed scope, for the areas above our reviews and challenge focused on the consistency of 

your approach or proposals with Ofwat’s expectations, methodology and, where applicable, business plan table 

guidance. When reviewing the data that overlapped with the APR we focused on testing the consistency of your 

near-term forecasts with historic trends. As the query process was an on-going process, we were not able to 

systematically check within audits that your teams had taken account of all relevant queries. 

In line with our normal assurance work our approach was risk-based and based on a mix of desktop reviews 

and discussions with your teams. As with our annual assurance, our feedback and observations focused on 

identifying reporting and regulatory risks. 

This letter summarises our observations. We have provided your teams with detailed feedback and comments. 

As agreed you have tracked actions and recommendations, and we have re-reviewed data or processes where 

you considered it appropriate.  

We note our risk-based assurance of your PR19 business plan processes and tables was designed to support 

your own first and second line assurance. 

Overall, for the areas we covered, we consider: 

 the source information and processes in place are sufficient to produce data that is consistent with 

Ofwat’s data table requirements; and 

 your forecasting methodologies are reasonable and forecasts are consistent with historic 

performance trends and future investment plans. 

 
Observations  

We observed that you have implemented an assurance framework to target high risk areas of your plan and 

note that this derived the scope of our assurance. This reflects your internal assurance processes and was 
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designed to build on previous assurance, such as that provided on your annual performance report (including in 

relation to your approach to cost allocation) and PR14 reconciliation submission. 

During our reviews we identified a number of risks and some of these had a material impact. We also identified 

areas of your plan where we considered your proposal would benefit from further evidence. We understand that 

your teams will update narratives and data to address the risks identified. For material risks we performed 

repeat reviews to confirm that the risk had been mitigated. We consider that, at the end of our assurance 

exercise, all the components that we reviewed carry a low to low/medium reporting risk.   

In some areas we observed there is scope for interpretation of Ofwat guidance and in a limited number of areas, 

we have discussed potential reporting risks and note that you are comfortable your approach is either consistent 

with Ofwat’s PR19 methodology or that your rationale for where you are not fully aligned with its expectations is 

well evidenced. An example is leakage where there remains a risk that the profile for leakage reduction, while 

challenging, may not align fully with Ofwat expectations for the base year. 

During our audits we observed teams often understood the links between their PR19 data and the APR data 

they were also responsible for. In some cases, we identified that there was scope for your teams to have a 

greater understanding of the connections between their data and that owned by other teams (either in relation to 

the APR or other business plan tables).  

With respect to your Wholesale Cost Adjustment Claim, we reviewed your previously submitted documentation 

and again highlighted opportunities to better evidence your claim against Ofwat’s criteria as described in its 

information note IN 18/02. 

Conclusion 

Overall, we consider your teams had a good understanding of Ofwat’s expectations and reporting requirements 
for the PR19 business plan processes and data tables we reviewed. 

At the end of our assurance exercise none of the material risks we identified were outstanding. Where we 
identified risks we understand your teams updated final data tables and supporting commentary to address our 
feedback. 

 

 

 

Nigel Sanders 

Director of Operations 
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Important note about your letter 

This document has been prepared by a division, subsidiary or affiliate of Jacobs U.K. Limited (“Jacobs”) in its professional capacity as 

consultants in accordance with the terms and conditions of Jacobs’ contract with the commissioning party (the “Client”). Regard should be 

had to those terms and conditions when considering and/or placing any reliance on this document. No part of this document may be copied 

or reproduced by any means without prior written permission from Jacobs. If you have received this document in error, please destroy all 

copies in your possession or control and notify Jacobs. 

Any advice, opinions, or recommendations within this document (a) should be read and relied upon only in the context of the document as a 

whole; (b) do not, in any way, purport to include any manner of legal advice or opinion; (c) are based upon the information made available to 

Jacobs at the date of this document and using a sample of information since an audit is conducted during a finite period of time and with 

finite resources. No liability is accepted by Jacobs for any use of this document, other than for the purposes for which it was originally 

prepared and provided. 

This document has been prepared for the exclusive use of the Client and unless otherwise agreed in writing by Jacobs, no other party may 

use, make use of or rely on the contents of this document. Should the Client wish to release this document to a third party, Jacobs may, at 

its discretion, agree to such release provided that (a) Jacobs’ written agreement is obtained prior to such release; and (b) by release of the 

document to the third party, that third party does not acquire any rights, contractual or otherwise, whatsoever against Jacobs and Jacobs, 

accordingly, assume no duties, liabilities or obligations to that third party; and (c) Jacobs accepts no responsibility for any loss or damage 

incurred by the Client or for any conflict of Jacobs’ interests arising out of the Client's release of this document to the third party. 
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 ASSURANCE REPORT ON PCS AND ODIS 

EXECUTIVE SUMMARY 

South East Water (SEW) commissioned Frontier Economics to assure its 

calculations  relating to Performance Commitments (PCs) and Outcome Delivery 

Incentives (ODIs). This assurance review focused on the following two areas: 

 PCs and ODIs calculations; and  

 business plan table App1 and appendix 7 of SEW’s business plan. 

Our review focused on assuring the accuracy and functionality of the calculations, 

and the accuracy of the data within App1 and Appendix 7. We understand that 

SEW has separately commissioned Jacobs to provide an external assessment on 

the approach that SEW has taken in setting its PCs and ODIs, and so we do not 

comment on the overall approach here. 

We note that we were commissioned by SEW to provide advice on how to set its 

PCs and ODIs, which included advice in relation to the calculations that we have 

been commissioned to assure here. To ensure that we provided an independent 

assurance process, the work covered in this report has been undertaken by a 

separate team to the one that led the original advice for SEW. 

Assurance of PCs and ODIs calculations  

We reviewed calculations in three main areas: 

 cost-benefit analysis (CBA); 

 incentive rate calculations and Return on Regulatory Equity (RoRE); and  

 supplementary calculations relating to PCs and ODIs. 

Our assurance review identified a small number of minor issues in the way that the 

PCs and ODIs are calculated. These were corrected, leading to relatively 

immaterial changes to some of SEW’s incentive rates.  

Assurance of App1 and Appendix 7 inputs   

We also reviewed the inputs to App1 and Appendix 7 to check for accuracy, and 

in the case of App1 to review whether the information was presented in a way that 

is consistent with Ofwat’s guidance for App1. 

Following this review, we identified a small number of minor changes to the input 

data in App1. The input data in both App1 and Appendix 7 was amended to reflect 

the changes that had resulted from this assurance process.  
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 ASSURANCE REPORT ON PCS AND ODIS 

1 ASSURANCE OF PCS AND ODIS 
CALCULATIONS  

As part of our assurance work for SEW, we reviewed the underlying calculations 

relating to how Performance Commitments (PCs) and Outcome Delivery 

Incentives (ODIs) have been set. This involved reviewing calculations in three main 

areas: 

 cost-benefit analysis (CBA); 

 incentive rate calculations and Return on Regulatory Equity (RoRE); and  

 supplementary calculations relating to PCs and ODIs.  

In the remainder of this section, we summarise the assurance checks that we have 

carried out and present the findings of our review.  

Cost benefit analysis  

We summarise below the assurance checks that we carried out relating to the 

CBAs that were used to inform how SEW’s PC levels are set. 

 For each CBA, we checked that the: 

□ appropriate input data was being used in the benefits calculations;  

□ annualisation of cost data was working correctly;  

□ correct service level changes were being considered in the CBAs (i.e. 

reflecting the change from current levels to the 2024/25 PC level) and that 

the same service level changes were being used on the cost and benefit 

sides for each CBA; and  

□ triangulation calculations were working correctly for the benefits side of the 

calculation.  

 We checked that the correct data from each CBA was flowing into the summary 

sheet.     

For the avoidance of doubt, the cost input data was received from SEW, and we 

understand that the cost data itself is being separately reviewed and assured for 

accuracy.  

In general, we found that the calculations were picking up the correct input data 

and that the calculations were functioning as expected. We did however identify 

three minor areas where the calculations should be amended:  

□ the service level change that was being used to estimate the non-household 

valuation for landowners;  

□ the service level change within the CBA for household voids; and 

□ the service level change that was being used to estimate the costs and 

benefits for per capita consumption.  

These changes in the CBAs were made, and as the changes were relatively minor, 

this did not materially affect the results of the affected CBAs.  
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 ASSURANCE REPORT ON PCS AND ODIS 

Incentive rate calculations and RoRE 

We summarise below the assurance checks that we carried on the ODI related 

calculations.  

 The incentive rate calculations were based on cost and benefit data, and also 

service level change assumptions. We checked that the right data was flowing 

into the incentive rate calculations.  

 We checked that the unit incentive rate calculations were working in the correct 

units (i.e. the units that correctly matched up to the PC definition). 

 We also checked that the correct data was flowing into the RoRE calculations 

and that the calculations themselves were functioning correctly.  

 We finally checked that the correct data was flowing into the input sheets for 

the Monte Carlo analysis.  

In general, we found that the calculations were picking up the correct input data 

and that the calculations were functioning as expected. We did however identify 

the following minor areas where the calculations should be amended:  

□ the service level change that was being used to estimate the non-household 

valuation for landowners;  

□ the service level change for household voids;  

□ the service level change for per capita consumption;  

□ the valuation for low pressure was being taken from PR14 but had not been 

adjusted to take account of inflation; and  

□ we adjusted the conversion (i.e. from megalitres per day to % reduction) 

within the unit incentive rate calculations for leakage.  

These changes to the incentive rate calculations were made, which had a relatively 

immaterial impact on the affected incentive rates.  

Supplementary calculations  

We also reviewed some supplementary calculations relating to PCs and ODIs, for 

example the calculation of the change required between now and 2024/25 to 

achieve the PC levels, and also the total underperformance payments that SEW 

would receive if it continued to perform throughout AMP7 at current service levels.  

We reviewed these supplementary calculations to check that they were relying on 

the most up-to-date input information and were functioning correctly. Our review 

found no issues with this aspect of the calculations  
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2 ASSURANCE OF APP1 AND APPENDIX 7 
INPUTS  

We reviewed the inputs to App1 (the business plan table relating to PCs and ODIs) 

and the inputs to Appendix 7 (SEW’s business plan appendix on outcomes).  

Table App1  

Our assurance review covered: 

□ historical service levels; 

□ 2020-2025 PC levels; 

□ ambitions for service levels up to 2040; 

□ incentive rates; 

□ P10/P90 financial impacts; and  

□ marginal cost and benefit information.  

This included a review of the accuracy of the input data, and to ensure that the 

formatting was consistent with Ofwat’s guidance on relation to table App1.  

As part of our review, we identified the following minor issues, and checked the 

amendments to these areas had been made in the final version of table App1. 

 Leakage definition – addition to the long definition that this PC is measured on 

the basis of three year averages.  

 Mains bursts historical service levels – additional data for the years 2012/13 – 

2014/15. 

 AIM – confirmation that the direction of improvement for its  bespoke AIM is 

down, and also that its PC levels are zero for all sites. We note that the Ofwat 

guidance suggests that the direction of improvement should be up, but we 

understand that the inputs to SEW’s App1 are consistent with how its bespoke 

AIM will operate.  

We also identified that the AIM information across all three sites should be 

combined to include as one row within App1, so that the table entry is consistent 

with Ofwat’s guidance for App1. 

 Decimal places for incentive rates – amendment to the input data for the 

incentive rates to ensure that this was consistent with Ofwat’s guidance for 

table App1.   

 Updates to reflect assurance process – checked that any updates to any 

relevant data within App1 arising from our assurance process had been made.  

Appendix 7 

 Our assurance review covered: 

□ table showing 2017/18 and 2019/20 service levels, PC levels and amount 

of change; 
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□ table showing incentive rates; 

□ table showing PCs/P10/P90;  

□ PC levels shown in the annex for each PC;  

□ CBA results shown in the annex for each PC; and 

□ incentive rates shown in the annex for each PC.  

As part of our review, we checked that any updates to any relevant data within 

Appendix 7 arising from our assurance process had been made. We did not identify 

any other amendments that needed to be made.  
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Assurance statement 

Frontier Economics has been asked by SEW to provide assurance of its updated 

assessment of the allocation of the RCV between water resources and water 

network plus business units.  This builds on SEW’s January 2018 RCV allocation 

submission to Ofwat, which Frontier Economics undertook a separate exercise.  It 

also reflects the feedback on that submission published by Ofwat in April 2018. 

The purpose of this review is to provide assurance to SEW that its updated 

assessment remains compliant with Ofwat’s guidance and that it reflects the most 

up to date information.  

This assurance statement summarises our review on SEW’s methodology in 

allocating the RCV.  The main findings are: 

 In terms of the estimation and roll-forward of the MEAV data, we have reviewed 

the approach to estimation adopted by SEW and checked that the calculations 

in Tables WS12 and WS12a are correct and reflect the latest expenditure 

projections.  We are satisfied that this is the case and that the information in 

the Tables is correct.   

 SEW’s conclusion from the assessment is to retain the proposed RCV 

allocation from the January submission of 5% to water resources.  In the 

January submission this decision was based on the allocation on the net MEAV 

allocation (4.55%) but adjusted up to reflect the evidence from adjusting for 

requisition charges (4.7%), the gross MEAV allocation (5.25%) and the 

transparency benefits of a ‘rounded’ figure.  The latest analysis shows that the 

net MEAV allocation has increased slightly from 4.55% to 4.71%.  SEW’s 

decision is that the allocation of 5% remains appropriate given the different 

factors that it placed weight on.  We consider that this is a reasonable position. 

 SEW’s methodology and approach in the January submission was consistent 

with the Ofwat’s technical guidance on the range of methods and evidence to 

consider.  In addition, Ofwat’s feedback did not identify any concerns with the 

methodology.  Therefore, we consider the methodology continues to be 

consistent with Ofwat’s guidance and expectations. 

 In its feedback Ofwat identified a concern with the assessment of the links 

between the allocation and the draft WRMP, specifically that SEW had included 

data on network-plus options rather than solely on water resource options.  We 

note that SEW has addressed this concern in its revised assessment, providing 
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 WATER RESOURCES RCV ALLOCATION AT PR19 

further detail on the water resource options, including references to the relevant 

Business Plan Tables (WS1 and WR7). 
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Dear Sir 

Price Review 2019 (PR19) Assurance Support 

This summary letter provides the background to our PR19 assurance support role, the scope of our work and the 

summary findings. This letter and our related reports were prepared under the terms of our engagement letter 

dated 25 May 2018 solely for South East Water use for the purpose of assessing key elements of South East 

Water’s development of the PR19 business plan submission. 

Introduction 

Appointed water undertakers are required by Ofwat to provide a business plan as part of Ofwat’s Price Review 

(PR19) business plan process. This business plan is supported by data submissions, in the form of data tables. 

South East Water’s Board are required to assure themselves that the data in these tables, as well as in the wider 

business plan, are of a high quality. 

South East Water requested Deloitte to complete a set of defined procedures in order to assess the accuracy of 

specific data tables and to assess the company’s latest plans for financeability. We understand that South East 

Water has separately identified other sources of assurance. Each of these sources of assurance form part of South 

East Water’s overall strategy for data assurance and governance processes, to deliver high quality data, to be 

included within the business plan (a key requirement in Ofwat’s PR19 final methodology). 

Scope of work 

South East Water engaged Deloitte to carry out two assessments as part of the overall PR19 assurance approach. 

A terms of reference was agreed for both assessments prior to commencement. The scope of each of the 

assessments is summarised below: 

 Data tables: we completed defined procedures over the financial elements of South East Water’s data 

tables, as part of a larger assessment and sign-off process co-ordinated by South East Water.  This 

covered 29 data tables specified and agreed by South East Water. We completed an initial assessment of 

the complexity of the in-scope data tables, including providing a ‘high’, ‘medium’ and ‘low’ rating. 

Subsequently we completed a set of defined assessment procedures that we agreed with South East 

Water, including additional specific procedures for those data tables rated as ‘high’ complexity. Any 

identified exceptions were communicated to South East Water. Following actions undertaken by South 

East Water, we reviewed the specific table elements that were updated, prior to South East Water then 

closing the exception. We did not perform re-testing on the full data tables affected. 

 Financial assumptions and financeability: the financanceability of South East Water is fundamental to 

the suitability of the plan.  Our assessment focused on the process, governance and supporting 

assumptions. We therefore assessed the proposed, relevant business plan narrative sections for 

consistency with the financial ratios calculated and relevant guidance issued by Ofwat; whether the 

30 August 2018 

South East Water 
Rocfort Road 
Snodland 
Kent 
ME6 5AH 

 
For the attention of the Head of Finance   
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financial ratios have been calculated based on notional and actual capital structures; the data on actual 

capital structures and consistency with the source documentation; the process to forecast dividend and 

debt payments, whether it is clear, understandable and linked to the company’s obligations or 

commitments, with any uncertainties being managed appropriately; and whether the approach and 

process used to justify financial resilience is documented and signed-off by South East Water. 

Overall Summary 

In relation to the PR19 data tables, we completed assessment procedures on 29 data tables, completing our work 

in August 2018. Overall South East Water had a defined approach and supporting process to populate the PR19 

data tables. Data table owners demonstrated a good understanding of Ofwat requirements and familiarity with the 

associated Ofwat data table guidance. The data input was largely traceable to a preceding level of source 

documentation and had been compiled in line with Ofwat guidance. We raised a number of exceptions and 

associated recommended actions with South East Water management. The South East Water PR19 Programme 

team are now tracking the remaining actions through to closure, prior to submission of the business plan to Ofwat 

by 3 September 2018. 

Due to a range of factors, South East Water needed to undertake a number of iterative updates and refinements 

to its financial model and the associated data tables. For example, South East Water had dependencies on other 

internal data sources, and on Ofwat’s financial model, which has been updated periodically by Ofwat, with the final 

version published on 18 July 2018. Therefore our work needed to take place towards the end of the overall 

assurance process, and hence relatively close to the submission date to Ofwat of 3 September 2018. At the time 

of reporting, there was limited remaining contingency and flexibility available in South East Water’s plan. 

Remaining updates to the data tables are underway by South East Water, with final confirmation and verification 

checks planned to take place by South East Water ahead of the submission. 

In relation to the financial assumptions and financeability assessment, on the basis of the procedures performed, 

we identified a number of areas where the South East Water financeability and resilience business plan section 

should include additional information at a price control level, or the narrative could be clearer. This is based on a 

review of the requirements as set out in Ofwat’s financeability assessment section of the PR19 Final Methodology 

document. South East Water subsequently reviewed the key findings and recommendations of a draft version of 

this report and provided a response to each of the issues raised. As of 30 August 2018, South East Water has 

confirmed that it has updated the relevant documentation to take into account the recommendations made. 

A report with detailed findings and recommendations was prepared for both of the assessments listed above.   

Out of scope elements and limitations of our work 

The scope of our work was limited solely to those procedures in the scope areas we agreed with South East Water. 

Accordingly we do not express any opinion or overall conclusion on the procedures we have performed. South East 

Water is responsible for determining whether the scope of our work specified is sufficient and we make no 

representation regarding the sufficiency of these procedures. If we were to perform additional procedures, other 

matters might come to our attention that would be reported to you. Our reports should not be taken to supplant 

any other enquiries and procedures that may be necessary to satisfy the requirements of the recipients of the 

report. The procedures we performed did not constitute a review or an audit of any kind. We did not subject the 

information given to us by the Directors to checking or verification procedures except to the extent expressly 

stated above. This is normal practice when carrying out such procedures, but contrasts significantly with, for 

example, a statutory audit. In regard to the financeability assessment, we did not provide an assessment on the 

specific financial assumptions or overall financeability of South East Water’s plan. The assessment focused on the 

process and governance in place to support these assumptions. In regard to the data tables assessment, our 

procedures involved checking back to the data source but not auditing or verifying the source data. 

This letter has been prepared solely for the use of South East Water in accordance with our Letter of Engagement 

dated 25 May 2018. Our work has been undertaken solely for the purpose of informing South East Water’s 
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assessment of its plan and scope for the PR19 Programme. Our work was not planned or conducted with any other 

objective in mind and so cannot be relied upon for any other purposes. Our letter may be provided to the Water 

Services Regulation Authority (Ofwat) and included within the PR19 documentation published on South East 

Water’s website in full for information only without any liability on our part. To the fullest extent permitted by law, 

we do not accept or assume responsibility to anyone other than South East Water for this letter or for the work we 

have performed. 

We should like to take this opportunity to thank all South East Water staff involved for their support during our 

work. Should you wish to discuss any element of the work we performed we would be happy to discuss further. 

Yours faithfully 

 
 

Deloitte LLP 
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