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1. Assurance Summary 

We have previously detailed at length the assurance process we have taken for both our 
September 2018 business plan (Appendix 20: PR19 Governance and Assurance) and for the 
IAP (Chapter 9: Securing Confidence and Assurance). 

We do not intend to replicate large elements of these documents but now summarise the 
assurance steps we used for this Draft Determination response. 

1.1.1 Assurance principles  

Our three-tiered assurance process that we set out in our business plan (see Appendix 20: 
PR19 Governance and Assurance) continues to provide the basis of how we have assured 
both our IAP and Draft Determination submissions.  We have also applied the additional 
measures identified from Ofwat’s 2018 assessment of our CMF to both submissions.  

As noted in the IAP response, we have additional assurance steps to address the minor 
concerns raised in Ofwat’s assessment of this test area. These additional steps will ensure 
the accuracy and quality of our resubmission material and data. 

1.1.2 Our assurance process 

We have undertaken a seven-stage process for the assurance of our data tables for this 
submission 

1. Assurance management 

2. Preparation and data collation 

3. Internal assurance 
 

4. External assurance 
 

5. Consistency review 
 

6. Formatting of data tables 
 

7. Board assurance 
 
The key activities undertaken within each stage are outlined below: 

Table 1 Assurance stage activities 

Stage Key activities 

Assurance 
management 

The assurance framework used for our Draft Determination response is 
managed to ensure it complies with our Company Monitoring Framework. 

Any required changes to data tables are controlled by the Regulatory 
Assurance Manager. A change control log has been maintained to track 
and sign off at all assurance stages and provide an audit trail to the 
source data.  
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The assurance management of the financial model is principally 
implemented through (1) a robust change log process, (2) variance 
analysis at each iteration of the model and (3) senior review. 

(1) Change log process – a change log of all inputs for the model is 
maintained and notification of changes are made to the Regulatory 
Assurance Manager. AMP8 inputs have predominantly been updated to 
align with revised AMP7 projections. 

(2) Variance analysis – a variance analysis is carried out between the 
<F_Inputs> tab at each iteration of modelling. This is to cross-check 
changes to the data table-linked inputs corroborate with the Regulatory 
Assurance Managers change log and any variances are investigated for 
accuracy. 

(3) Senior review – the Head of Regulation reviews the variance analysis 
at each stage of modelling to confirm changes to input and model 
outputs. 

Preparation 
and data 
collation 

The data tables have been completed as follows: 

The DD set of Data Table entries, was initially populated with the IAP 
Submitted set of data tables to ensure the starting point is consistent with 
our previous submission and any changes can be tracked. This included 
the following assurance checks: 

 Internal review by an independent member of staff to check for 
transfer errors; and  

 Additional automatic cell by cell review of the DD submission 
versus the IAP submission, is undertaken to track the changes. 

Any Ofwat query responses, received since the IAP, have been checked 
to ensure that any required changes resulting from the queries have been 
updated for the DD version of the data table submission.  

A review of all the DD interventions and actions was undertaken to 
ensure that any data table or financial model changes are included as 
appropriate.  Each action and data table or financial model change was 
reviewed to determine what level of assurance was required.  

Each data table has an owner assigned who reports to a head of 
department. 

An independent review was undertaken of the reporting requirements to 
ensure all required changes and actions are identified, and a full review 
has been carried out to ensure that any of the table changes identified by 
the table owners feed through into other tables to ensure consistency.  

Where we have undertaken external assurance our teams use the 
feedback provided to ensure that the information included in our DD 
response is robust. 

The financial models (notional and actual) have been completed as 
follows: 

 Data tables – updated as per the process detailed above 

 Input mapping tool – the tool collates data table entries which are 
inputs into the financial model 
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 Model run – the actual and notional models are updated using the 
input mapping tool. Details of the approach taken to run the 
financial model are detailed in the financial model updates section 
of the model and data commentary chapter 

 Output mapping tool – extracts outputs from the model which are 
required to complete specific lines within the data tables. This is via 
an SEW tool which was developed to supplement the Ofwat 
mapping tool to ensure all table which require model outputs are 
populated. See the quality assurance section for our completeness 
check 

 Output data tables – the data tables are populated using the output 
mapping tables to reflect results from the model run 

 Quality Assurance – this is described in the Internal Assurance 
section 

We put in place the following measures to execute a robust modelling 

process: 

 The model runs were undertaken by a sole owner with this 
responsibility to reduce the risk of error 

 We checked that switches on the <Sensi> and <InpOverride> tabs 
match our IAP submission and Ofwat’s DD model 

 This is further bolstered by our overarching systematic modelling 
process described above 

We note for the Actual PFA model (which reflects our actual financing 
structure) we have calibrated the quantum of floating rate debt and 
dividends to ensure that gearing is consistent with our actual company 
model. 

Internal 
assurance 

Data tables: 

Our internal master set of data tables is linked to our source data to 
provide an audit trail. This is separately managed and controlled. The 
master set of data tables has been checked against the DD data table 
submission version to eliminate any input errors arising from the manual 
entry process required for the submitted version.  

This has been done manually cell by cell by an independent reviewer, for 
the amended tables as it was for the Business Plan and IAP submission.  

An additional level of automatic review has been added to check for 
differences between the master set of data tables and the IAP submission 
version (numerical entries).  

 

Financial models (notional and actual): 

The review process comprises of four key cross-checks: 

 Top-down check to data tables – Reconciling the revenue building 
blocks generated by the model with App 17 of the data tables 
provides a high level assurance 
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 Completeness check to data tables – Reconciling the output 
mapping tool line-by-line with the output data tables to ensure 
completeness and consistency 

 Variance analysis between previous iterations of the model and 
IAP submission to understand and corroborate differences in 
coverage ratios, revenue building blocks and <F_Inputs> with 
reference to known changes 

 Peer review and senior management review – multiple layers of 
review are undertaken to detect errors and corroborate model 
dynamics by suitably qualified individuals 

Our systematic modelling process in conjunction with our rigorous quality 

assurance procedures minimises the risk of error. 

 

Response documentation: 

Our response documentation is produced in line with our data tables and 
financial model to ensure consistency throughout.  Relevant head of 
departments take ownership of sections of the DD response and all 
supporting material. 

Each response document is approved by an Executive Director. 

 

External 
assurance 

We have carried out external assurance where there has been a change 
to the input data or a new requirement from Ofwat  – this has covered the 
following areas: 

 PR14 reconciliation tables 

 Developer Services data request 

 Outcomes DD representation data template 

 RoRE calculations (App26) 

This assurance has been carried out using a combination of our 
independent assurance partner, Jacobs, and Frontier Economics. 

 

Consistency 
review 

A range of internal consistency checks have been undertaken on any 
data that has changed between the IAP and DD response and has been 
cross referenced with other business plan tables and our 2019 Annual 
Report (APR). 

Additional assurance checks have been carried out to ensure that the 
data tables submitted match with the final version of the Financial Model 
mapping tool for inputs and outputs.  

Internal consistency checks have also been carried out to ensure figures 
used in the response documentation agrees with the underlying data 
tables and models where appropriate. 
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Formatting of 
data tables 

Independent checks have been carried out on the submission version of 
the data tables to ensure all the formatting and presentation requirements 
have been met.   This includes: 

 Ensuring all changes from the IAP submission are in red 

 Ensuring decimal places are correct where necessary  

 Ensuring data tables ‘Text’ values descriptions cells match the 
source documents 

 Ensuring there is commentary for all of the data tables 

 Checking that cells which are meant to be blank cells are not 
zeros  

 Ensuring that the submission version of the data tables does not 
contain any links to any other documents 

 Reviewing all validation checks and amending if necessary 

 Removing all tables that don’t have any changes 

 

Board 
assurance 

South East Water’s Board of Directors recognise their collective 
responsibility and duty 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. 

They have continued to own the overall strategy and direction of our 
business plan and our response to Ofwat’s Draft Determination of our 
plan, providing rigorous scrutiny to all its key components.  

They have also ensured appropriate controls are in place to assure the 
quality of our Draft Determination response which has been reinforced by 
thorough internal and external validation. 

A separate Board Assurance Statement has been included as part of our 
Draft Determination response. 
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2. Further evidence on Interventions   

 SEW.CA.A1 

2.1.1 Ofwat’s Intervention 

‘No intervention but further action needed by South East Water.  The company provides 
sufficient evidence of its intention to meet the expectations on dividends as set out in ‘Putting 
the sector in balance: position statement’ but its response lacks detail on how it will 
demonstrate annually to stakeholders that it has met them. It provides insufficient 
transparency as to: i) the specific obligations and commitments to customers; ii) the level of 
performance delivery they will be considered against; and iii) how they will impact on 
dividends. 

We expect South East Water to be transparent about how the dividend policy in 2020-25 
takes account of obligations and commitments to customers and to demonstrate that in 
paying or declaring dividends it has taken account of the factors we set out in our putting the 
sector in balance: position statement. We expect the company to respond to this issue in its 
response to our draft determination. We expect South East Water to demonstrate that its 
dividend policy for 2020-25 takes account of obligations and commitments to customers and 
other stakeholders, including performance in delivery against the final determination. In doing 
so, the company should refer to the examples of best practice we have identified among 
companies.’ 

2.1.2 Our response 

This is South East Water’s response to action SEW.CA.A1. We set out below further details 

on our dividend policy and how it takes accounts of the factors set out in “Putting the sector in 

balance: position statement”.  

Level of base dividend in 2020-25 

Our dividend policy and our appointed business base dividend for 2020-25 reflect a 

continuation of modest dividend payments over the current period with a dividend yield to date 

over AMP6 around 3 per cent on average.  

In 2020-25 our actual appointed business base dividend will be significantly lower than the 5% 

nominal yield considered by Ofwat to be reasonable. This, combined with £54 million of further 

equity will reduce gearing enabling the company to sustain a realistic risk of ODI penalty 

associated with very stretching performance targets to deliver significant improvements for 

customers, the environment and other stakeholders. The significant downside risk built into the 

ODI design means that should the company fail to meet its performance commitments even 

when delivering performance improvements compared with AMP6, customers will be 

compensated with lower bills funded by shareholders in the form of a lower financial return (or 

even a loss in extreme cases). 

Our low level of appointed business base dividend in itself responds to the main objectives set 

out in Ofwat’s decision document that company boards should take appropriate account of the 

interests of their customers and wider stakeholders, when making decisions on dividends. It is 
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also consistent with the principle of aligning the interests of company management and 

investors to the interests of current and future customers. 

Details on our appointed business base dividend yield of 1.77% underpinning our assessment 

of long term financial resilience and how this relates to our proposed approach to dividends in 

2020-25 is set out in Chapter 5: Aligning risk and return. 

Our dividend policy and approach to setting and authorising dividend 

The overarching objective of our dividend policy is that dividends should provide a suitable 

return to shareholders for their investment in the company whilst ensuring that the company is 

able to finance its functions and meet its obligations as a water undertaker without impairing 

its long-term financial resilience. 

Dividends in respect of the non-appointed business and those in respect of the appointed 

business are assessed separately.  

Principles applying to all dividends 

In setting and authorising all dividends (of any type and whether or not related to the appointed 

business) the board applies the following general principles.  

Dividends should be set and paid at a level that enables the company to maintain its long term 

financial resilience in the interest of shareholders, customers, employees and other 

stakeholders and subject to the company (i) having adequate resources to meet its financial 

obligations and (ii) being able to comply with its obligations under the Companies Act 2006 

relating to the declaration and payment of dividends. 

In setting the level of appointed business base dividend and in considering the distribution of 

any dividend following the principles set out above the board has regard also to the following 

key considerations: 

Financial obligations and resilience 

 The actual and forecast level of gearing and the ability of the company to maintain its 

objectives relating to gearing maintenance or reduction. 

 The obligation of the company to maintain an investment grade credit rating under its 

instrument of appointment. 

 Compliance with the company’s financial covenants including specific credit ratios 

requirements. 

 The need to maintain sufficient liquidity and to preserve the longer-term viability of the 

company. 

 

Interests of employees 

 The latest valuation of the company’s pension schemes and of any deficit as well as 

any forecast deficit based on a reasonable assessment of the implementation of the 

company’s strategy to fund any such deficit.  
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Dividend in respect of the appointed business 

Our policy is that the base level of ordinary dividend for the appointed business should be set 

and paid at a level that is within the allowed returns determined by Ofwat in the current price 

determination and does not exceed a nominal 5% yield on equity based on the actual financial 

structure of the company.  

In setting the base level of ordinary dividend and in considering any distribution of a dividend 

in respect of the appointed business the board ensures that the company will have adequate 

resources to finance the appointed business and to fulfil its duties as a water undertaker. The 

board has also regard to the following key considerations: 

Need for future investment 

 The ability of the company to finance current and future investment in the appointed 

business. 

 

Performance for customers 

 The performance commitments in the company’s current final determination to deliver 

service improvements for customers, taking account of the realistic level of financial 

risks in the form of ODI penalties associated with setting stretching performance targets 

and the need for adequate resilience.  

 

The Board will also consider any proposed dividend in respect of the appointed business above 

a 5% nominal yield in light of: 

 Demonstrable improvements in overall performance levels measured by reference to the 

package of performance commitments set out in the company’s price determination, and 

 The overall financial performance (to include long term financial resilience) of the company. 

 

We consider however that in the context of our very challenging commitments, distributions 

above a 5% nominal yield or even above the base level of ordinary dividend for the appointed 

business set out above to be unlikely. 

Dividend in respect of the non-appointed business and special dividend 

Dividends in respect of the non-appointed business are assessed separately and reflect the 

profitability of those activities and performance against specific commercial objectives set by 

the Board. 

Special dividend may also be paid in relation to specific transactions or capital reorganisation. 

Reporting and transparency 

We will do more in our annual reporting to explain how the board has authorised dividend. Our 

dividend policy will be published in the company’s annual performance reports together with 

explanations on how it was applied and the factors considered by the Board in authorising the 

distributions declared in the company’s annual reports. The reasons for changes to our 

dividend policy will also be reported in the company’s annual performance report. 
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 SEW.CA.A2 

2.2.1 Ofwat’s Intervention 

‘No intervention but further action needed by South East Water. The company’s proposed 
policy demonstrates the company’s commitment to move in the direction of the expectations 
set out in 'Putting the sector in balance: position statement'. 

There remain a number of details to be finalised, for example the finalisation and approval of 
the policy including the details of the underlying metrics and associated weightings for both 
the annual and long term bonus schemes. Once finalised, we expect South East Water to 
provide an update in its response to the draft determination to demonstrate that it is 
committed to meet the expectations we have set out in ‘Putting the sector in balance: 
position statement’.   

We expect the company and its remuneration committee to ensure its performance related 
executive pay policy demonstrates a substantial link to performance delivery for customers 
through 2020-25 and is underpinned by targets that are stretching. Trust and confidence can 
best be maintained where stretching performance is set by reference to the final 
determination and taking account of stretching regulatory benchmarks (for example delivery 
of upper quartile performance) and should include a commitment that it will continually 
assess performance targets to ensure targets will continue to be stretching throughout 
202025.  

 We expect the company to report transparently, in its annual performance report, about 
further updates to the development of its policy that will apply in 2020-25.’ 

2.2.2 Our response 

This is South East Water’s response to action SEW.CA.A2. We set out below further details 
on our proposals for performance related incentive scheme(s) for 2020-25 and the principles 
we have followed for the design of incentives that ensure there is a substantial linkage between 
executive remuneration and delivery for customers by our appointed business1.  

Table 2 signpost to specific information 

Where to find the specific information requested in response to actions SEW.CA.A2 demonstrating our 
commitment to meet the expectations set out in “Putting the sector in balance: position statement”: 

 details of the underlying metrics: see example below and 2.2.2.5 

 associated weightings for both the annual and long term bonus schemes: see 2.2.2.4 

 substantial link to performance delivery for customers: see 2.2.2.5 

 stretching targets where performance is set by reference to the final determination and taking 
account of stretching regulatory benchmarks: see 2.2.2.3 

 publication and transparency: see 2.2.2.8 

 

The details provided in this response have been approved by the Remuneration Committee.  

The Remuneration Committee will finalise and approve the final incentive scheme(s) in 

accordance with the principles set out in this response following the final determination.  

                                                
 

1 The remuneration committee may incentivise performance against non-appointed business objectives by reference to relevant 
metrics not set out in this response (any such incentives will also be reported in our annual report in accordance with the 
relevant corporate governance requirements). 
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The Remuneration Committee is currently carrying out a review of executive directors’ 

remuneration with external consultants which will inform the finalisation of the incentive 

scheme(s) for 2020-25. 

Based on the principles set out in this response, an example of metrics that could be included 

into an annual bonus is set out below.  

This example is not a final proposal and has been included only as an illustration of a possible 

outcome of the current review undertaken by the Remuneration Committee. The finalised 

scheme(s) may include a different number and combination of metrics.  

Table 3 Short term bonus suggested metrics 

Common 
Measure 

Customer 
Facing 
Ofwat 

Customer 
Experience 

SEW 

Financial 
  

SHORT TERM BONUS SUGGESTED METRICS 

 
CUSTOMER EXPERIENCE     

C-MeX score Common   CE F 

D-Mex score Common   CE F 

PSR Common   CE   

Appearance of tap water   CF CE F 

Taste and odour   CF CE F 

SERVICE DELIVERY     
Supply Interruptions Common CF   F 

Leakage Common CF   F 

Unplanned outage Common NCF   F 

Low pressure       F 

FINANCIAL – %     

RESPONSIBLE BUSINESS – %     
H&S         

Performance across package of RB commitments         

PERSONAL OBJECTIVES – %     

 

Details on the overall structure, the criteria used for selecting potential metrics for our 

incentives and the categorisation of metrics are set out below.  

2.2.2.1 Consideration we have taken into account for the design of our scheme(s) 

and the selection of stretching targets 

In addition to the specific details required which are listed above and the requirements set out 

in “Putting the sector in balance: position statement”, we have also considered related 

corporate governance requirements and best practice criteria identified by Ofwat in “Aligning 

risk and return technical appendix”. 

Corporate governance requirements 

The design of our scheme(s) considered the following key corporate governance principles. 

 The board leadership, transparency and governance principles and licence obligation to 

comply with the objectives of these principles. 

Objective: “The board’s leadership and approach to transparency and governance 

engenders trust in the regulated company and ensures accountability for their actions.” 

60% 
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Provision: “Regulated companies publish the following information in a form and level of 

detail that is accessible and clear for customers and stakeholders: […] An explanation of 

the company’s executive pay policy and how the criteria for awarding short and long-term 

performance related elements are substantially linked to stretching delivery for customers 

and are rigorously applied.” 

 The UK Corporate Governance Code 

Principles 

P. Remuneration policies and practices should be designed to support strategy and 

promote long-term sustainable success. Executive remuneration should be aligned to 

company purpose and values, and be clearly linked to the successful delivery of the 

company’s long-term strategy. 

R. Directors should exercise independent judgement and discretion when authorising 

remuneration outcomes, taking account of company and individual performance, and wider 

circumstances. 

Provisions 

37. Remuneration schemes and policies should enable the use of discretion to override 

formulaic outcomes. They should also include provisions that would enable the company 

to recover and/or withhold sums or share awards and specify the circumstances in which 

it would be appropriate to do so. 

41. There should be a description of the work of the remuneration committee in the annual 

report including:  

 an explanation of the strategic rationale for executive directors’ remuneration 

policies, structures and any performance metrics;  

 […] to what extent discretion has been applied to remuneration outcomes and the 

reasons why” 

 

 Our responsible business commitments 

In our business plan we defined a range of responsible business commitments which cover 

a wide range of environmental, social and governance topics, some of which are directly 

relevant to the design of our incentives. 

Trusted corporate governance: “We will follow best practice on Board 

composition and governance” 

Transparency of reporting: “Return to a self-assured rating on Company 

Monitoring Framework” 

Ensure fair pay, reward and recognition: “Ensure our executive salaries are 

reasonable and justifiable” 
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Best practice criteria identified by Ofwat 

We assessed the design of our incentives against the five best practice criteria identified by 

Ofwat: 

 Stretching targets: by reference to FD and regulatory benchmarks. 

 Level of incentive linked to delivery for customers: weighting. 

 Demonstrating a substantial linkage to delivery for customers: selection of 

metrics. 

 Gateway-underpin: a set of conditions that must be met in order to qualify for an award 

 Discretion of the Remuneration Committee: no award or reduced award due to 

significant underperformance or event 

In the design of our incentives, and specifically the selection of specific metrics, we also had 

regard to the range of interests that directors are expected to consider under section 172 of 

the Companies Act 2006.  

To ensure the effectiveness of the incentives we also considered how metrics may apply in 

combination and where possible select only one of several metrics that could lead to double 

counting (both negative and positive) and/or could result in conflicting incentives.  

2.2.2.2 Our design principles 

Based on the consideration above we defined the following principles for the design of our 

incentives. 

Table 4 Design principles 

1 
The range of measures  demonstrate a substantial linkage to 
delivery to customers and they are clearly identified 

IAP-DD Action/Best 
Practice 

Choice of 
measures 

2 
Direct customer service measures/customer experience 
measures are clearly identified 

IAP-DD Action/Best 
Practice 

Choice of 
measures 

3 
Measures reflect customers' priorities identified through 
engagement 

BP/Responsible 
Business 

Choice of 
measures 

4 
The range of measures is aligned with s172 considerations 
(including financial and non-financial ODIs) 

s172/Miscellaneous 
Regulations 18 

Choice of 
measures 

5 
Measures are aligned with the purpose and value, and support 
the strategy and long term success 

UK Code 
Choice of 
measures 

6 
Measures are selected to avoid double counting and/or any 
conflicting incentives where appropriate 

Effectiveness 
Choice of 
measures 

7 
The % of potential award related to delivery for customers is ≥ 
60% and is clearly identified 

IAP-DD /Best 
Practice 

Weighting 

8 Targets are demonstrably stretching by reference to FD 
IAP-DD /Best 
Practice 

Stretch 

9 
How the targets are applied is clearly explained (e.g. Threshold, 
Base, Stretch targets as they relate to the FD) 

IAP-DD /Best 
Practice 

Stretch 

10 
The scheme includes gateway/underpin (i.e. minimum overall 
performance level as a condition for award) 

IAP-DD /Best 
Practice 

Stretch 

11 
Targets achieve appropriate balance between stretch and 
incentive/retention 

Effectiveness/Rem 
Com ToR 

Stretch 

12 
The Remuneration Committee can apply the scheme(s) 
rigorously and can report it has done so transparently 

Licence/BLTG 
Trust & 
Transparency 

13 
The scheme as a whole ensures accountability for actual 
performance 

Licence/BLTG 
Trust & 
Transparency 

14 
The scheme as a whole ensures delivery of responsible 
business commitments 

Responsible 
Business 

Trust & 
Transparency 
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15 
The Remuneration Committee has clear discretion not to make 
an award in case of inappropriate performance or significant 
issue 

IAP-DD Action/Best 
Practice 

Trust & 
Transparency 

16 
There is a commitment to publish the full details of the executive 
pay policy for 2020-25 including all performance metrics in the 
annual report 

IAP-DD Action/Best 
Practice 

Trust & 
Transparency 

17 
There is a commitment to report how changes, including 
underlying reasons, are signalled to customers and to 
continuously assess the stretch of performance targets  

IAP-DD Action/Best 
Practice 

Trust & 
Transparency 

 

We present our proposed incentives for performance related executive remuneration for 2020-

25 against the five best practice criteria identified by Ofwat in the following parts of this 

response. 

2.2.2.3 Stretching targets by reference to FD and regulatory benchmarks 

Table 5 Most relevant principle(s) for stretching targets 

8 Targets are demonstrably stretching by reference to FD 
IAP-DD /Best 
Practice 

Stretch 

9 
How the targets are applied is clearly explained (e.g. Threshold, 
Base, Stretch targets as they relate to the FD) 

IAP-DD /Best 
Practice 

Stretch 

11 
Targets achieve appropriate balance between stretch and 
incentive/retention 

Effectiveness/Rem 
Com ToR 

Stretch 

 

We confirm that the targets used for our incentive scheme(s) will be stretching by reference to 

the final determination.  

For each of our selected metrics, we will define a Threshold (minimum), Base and Stretch level 

of performance.  

Threshold, Base and Stretch levels of performance will be set relative to (i) AMP 6 level of 

performance, (ii) the final determination target and (iii) the P10 and P90 levels of performance. 

This will ensure that our incentives follow closely the definition of our commitments in the final 

determination and are consistent with the RoRE methodology and outcomes for customers.  

We will define the Threshold level to ensure that improvement from AMP 6 performance is 

incentivised. (The Threshold will typically be set at a level of performance greater than the 

actual AMP 6/baseline performance for the relevant metric.)   
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2.2.2.4 Overall structure of incentives and weighting of measures linked to delivery 

for customers 

Table 6 Most relevant principle(s) for weighting 

7 
The % of potential award related to delivery for customers is ≥ 
60% and is clearly identified 

IAP-DD /Best 
Practice 

Weighting 

 

Reflecting best practice at least 60% of the award in our scheme(s) will be linked to delivery 

for customers. This will be a continuation of our current practice as both our existing annual 

bonus scheme and long term incentive plan (LTIP) also place significant emphasis on 

operational targets as set out in our IAP response. 

The annual bonus scheme will be structured as follows: 

Figure 1 The annual bonus scheme 

 

 

Should there be any LTIP scheme 60% of the potential award for that scheme would relate to 

delivery for customers. 

In addition, personal objectives will generally also relate to customer related performance as 

well as other business priorities and our responsible business commitments also include 

commitments that relate to customers’ expectations about our role in our communities 

increasing the overall linkage to delivery for customers. 

2.2.2.5 Selection of metrics: demonstrating a substantial linkage to delivery for 

customers 

Table 7 Most relevant principle(s) for linkage to delivery for customers 

1 
The range of measures  demonstrate a substantial linkage to 
delivery to customers and they are clearly identified 

IAP-DD Action/Best 
Practice 

Choice of 
measures 

2 
Direct customer service measures/customer experience measures 
are clearly identified 

IAP-DD Action/Best 
Practice 

Choice of 
measures 

ANNUAL BONUS 

Customer Experience award £ %
Metric 1 %

Metric 2 %

etc

100%

Operational Performance award £ %
Metric 1 %

Metric 2 %

etc

100%

Financial Performance award £ %
Metric 1 %

Metric 2 %

etc

100%

Responsible Business award £ %
Package of metrics

Personal Objectives award £ %

Total award 100%

Metrics individually calibrated

Metrics individuallycalibrated

60%
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3 
Measures reflect customers' priorities identified through 
engagement 

BP/Responsible 
Business 

Choice of 
measures 

4 
The range of measures is aligned with s172 considerations 
(including financial and non-financial ODIs) 

s172/Miscellaneous 
Regulations 18 

Choice of 
measures 

5 
Measures are aligned with the purpose and value, and support the 
strategy and long term success 

UK Code 
Choice of 
measures 

6 
Measures are selected to avoid double counting and/or any 
conflicting incentives where appropriate 

Effectiveness 
Choice of 
measures 

 

Our incentive scheme(s) will be finalised using some or all of the metrics included in the list 

below which will ensure that there is a substantial linkage to delivery for customers. 

To demonstrate a substantial linkage with delivery for customers, we selected in priority: 

 “common” performance commitments as they have been identified by Ofwat as core 

performance metrics; 

 “customer facing” commitments as identified by Ofwat and commitments that we 

classified as more directly related to customers’ experience of our service; 

 Metrics with financial rewards and penalties; 

 Metrics that incentivise the management of the main ODIs risks in AMP7 

We also had regard to the fact that our metrics should reflect the wider range of interests 

directors are required to consider under section 172 CA06 and support the delivery of our 

responsible business commitments. 

We reviewed other companies’ IAP responses to ensure that our proposed metrics were 

generally aligned with those selected by other companies.  

We reviewed our selected metrics against the types of metrics listed in Ofwat’s assessment of 

best practice: ODIs, customer satisfaction, customer service/direct customer measures, 

customer complaints, customer delivery measures/ODIs, water quality, environmental 

compliance, totex performance/Customer centric measure of efficiency. 

Finally we avoided to the extent possible using measures that could result in double counting 

and/or conflicting incentives. 
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Table 8 Our selection of metrics (some or all to be used in our final incentive 

scheme(s)) 

  
  

Common 
Measure 

Ofwat 

Customer 
Facing 
Ofwat 

Customer 
Experience 

SEW 

Financial 
  
  

CUSTOMER EXPERIENCE         

C-MeX (Short term - score & LTIP - score & ranking, as 
SIM equivalent) Common   CE F 

D-MeX Common   CE F 

PSR (customers receiving non-financial support) Common   CE   

Appearance of tap water (Short Term & LTIP as 
discoloration equivalent)   CF CE F 

Taste and odour    CF CE F 

SERVICE DELIVERY         

CRI (LTIP as MZC equivalent) Common NCF   F 

Supply Interruptions- Short term & LTIP Common CF   F 

Leakage - Short term & LTIP Common CF   F 

PCC Common CF   F 

WINEP        F 

Working with landowners (Catchment)       F 

Protecting wildlife and increasing biodiversity       F 

RESPONSIBLE BUSINESS         

H&S – Short term          

Performance across package of RB commitments         

Additional asset health measures (Service Delivery)         

Unplanned outage Common NCF   F 

ERI         

Number of sites protected from risk of flooding       F 

Low pressure       F 
Orange denotes metrics (or equivalent) used in our current incentive schemes. 

All metrics categorised as “customer facing” by Ofwat have been selected. 

Most “common” performance metrics have been selected except for mains repairs and 

restriction in a drought. The mains repairs metric has been classified as non-customer facing 

by Ofwat and it could result in double counting and/or conflicting incentives when combined 

with the leakage target and priority was given to the leakage target which is both “common” 

and “customer facing” and requires the most significant improvement over AMP 7 and is also 

a key concern for customers.  

Our range of specific customer satisfaction measures was not included for the purpose of our 

incentives due to the risk of double counting with C-MeX and D-MeX which are also based on 

satisfaction. 

The restriction in drought metric has not been retained for being less suitable for an incentive 

year on year and dependent in part on external factors. 

All metrics associated with the higher RoRE downside risks have also been included in our 

selection of measures as this is also indirectly reflective of their importance for customers. 

Our selected metrics are also aligned with those identified by Ofwat and those other companies 

referred to in their IAP responses.  
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2.2.2.6 Gateway – underpin 

Table 9 Most relevant principle(s) - Gateway - underpin 

10 
The scheme includes gateway/underpin (i.e. minimum overall 
performance level for award) 

IAP-DD /Best 
Practice 

Stretch 

 

Our incentive scheme(s) will include an underpin for the “service delivery” award and the 

“customer experience” award.  

2.2.2.7 Remuneration Committee Role and Discretion 

Table 10 Most relevant principle(s) Remuneration committee role and discretion 

12 
The Remuneration Committee can apply the scheme(s) rigorously 
and can report it has done so transparently 

Licence/BLTG 
Trust & 
Transparency 

13 
The scheme as a whole ensures accountability for actual 
performance 

Licence/BLTG 
Trust & 
Transparency 

14 
The scheme as a whole ensures delivery of responsible business 
commitments 

Responsible 
Business 

Trust & 
Transparency 

15 
The Remuneration Committee has clear discretion not to make an 
award in case of inappropriate performance or significant issue 

IAP-DD 
Action/Best 
Practice 

Trust & 
Transparency 

 

The Remuneration Committee is responsible for designing, monitoring and reporting executive 

pay in accordance with its terms of reference. The terms of reference of the Remuneration 

Committee are published in the “Our Governance” section of our corporate website and will 

continue to be published. 

The membership of the Remuneration Committee is designed to ensure its independence. The 

Remuneration Committee has only non-executive director members. The majority of the 

members must be independent non-executive directors and the chair of the committee must 

be an independent director in accordance with the board leadership, transparency and 

governance principles. 

The Remuneration Committee is responsible for setting executive directors’ total remuneration 

and must do so in accordance with its terms of reference and the terms of the scheme(s) it has 

approved. The Remuneration Committee is also required to take into account all relevant 

factors including general principles of corporate governance relating in particular to executive 

pay and legal and regulatory requirements. Please see 2.2.2.1 for the key principles of 

corporate governance relevant to the work of the Remuneration Committee. 

The Remuneration Committee meets regularly to monitor the performance of the executive 

directors against the company’s commitments and other performance measures it has adopted 

under the company’s scheme(s). 

There is no contractual entitlement to the award under the scheme(s). Any award is only 

granted by the Remuneration Committee exercising its discretion after reviewing performance. 



 

Draft Determination response – Securing Confidence and Assurance  | 30th August 2019 
 

 Page 20 of 22 
 

The Remuneration Committee already has discretion to reduce awards or not to make any 

award where justified by circumstances and we confirm that it will continue to have that 

discretion in respect of the incentive scheme(s) for 2020-25. This will apply for example in case 

of significant  service failure affecting customers or material issues with the underlying 

operational performance of the company, material environmental incident, significant Health & 

Safety incident or reputational damage. 

The Remuneration Committee is required under the provisions of the board leadership, 

transparency and governance principles to apply incentive scheme(s) rigorously and to report 

on how it has done so. It is also confirmed that the discretion to make an award when 

performance is below the required level will therefore be limited.  

2.2.2.8 Publication and revisions of our incentives 

Table 11 Most relevant principle(s) Publication and revisions of our incentives 

16 
There is a commitment to publish the full details of the executive 
pay policy for 2020-25 including all performance metrics in the 
annual report 

IAP-DD 
Action/Best 
Practice 

Trust & 
Transparency 

17 
There is a commitment to report how changes, including 
underlying reasons, are signalled to customers and to continuously 
assess the stretch of performance targets  

IAP-DD 
Action/Best 
Practice 

Trust & 
Transparency 

 

Publication and transparency 

The details of the scheme(s) including the overall construct and weighting and the metrics used 

together with explanations on the strategic rationale for the remuneration policy (in accordance 

with the requirements of the UK Corporate Governance Code) will be published on our website 

once adopted.  

As previously mentioned, the details of the directors total remuneration and benefits as well as 

the rules of the performance related pay scheme(s) and the awards made under those 

schemes will be transparently reported in our Annual Report.  

This will include the details of the relevant targets, the level of performance achieved against 

them and any corresponding award showing how the level of performance and the level of 

reward are related. 

Revision of incentives 

The Remuneration Committee has a duty to review the ongoing appropriateness (as we have 

in this period evidenced by the inclusion of responsible business commitments) and relevance 

of the remuneration policy. This is part of the ongoing monitoring of performance against the 

company’s commitments and the determination of payments under the scheme(s).  

Revisions to our incentive scheme(s) and the rationale for them will also be published in our 

annual report and on our website. 
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2.2.2.9 Conclusions on our proposal against the five areas of best practice identified 

by Ofwat 

The details provided in this response demonstrate that the incentive scheme(s) for 2020-25 

will meet all of the five best practice criteria identified by Ofwat and demonstrate a substantial 

linkage to performance delivery for customers. 

 

 

  



 

 

Contact Us 

South East Water 
Rocfort Road 
Snodland 
Kent 
ME6 5AH  
 
southeastwater.co.uk 

Follow us 

 

 


