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Small in size but not 
in achievements

Customers rightly expect us to be 
resilient, even in the most testing of 
conditions, and we are proud that we 
were able to meet their expectations 
and our vision of being an outstanding 
water company delivering service 
excellence.

We are also leading the way in a 
number of other areas too, such as 
the assistance we give to financially 
vulnerable people, the amount of 
water that leaks from our pipes and 
the quality of the water we provide. 

We could not achieve any of this 
without our greatest asset – our 
committed and dedicated employees. 
A key focus of the year has been 
working to ensure we can continue to 
create a working environment where 
people thrive and do a great job. From 
attracting and retaining great talent, 
to developing the right skills and 
recognising great performance, our 
people are at the heart of delivering 
great performance for customers 
now and far into the future too. 

Our promises to customers (see 
pages 10 to 21 for a full breakdown 
of our measures and performance)
Our last Business Plan made a number 
of promises to our customers focused 
around delivering six aims.

Overall Aim – Continue to be a well-run, 
respected and successful business:
Water plays a part in almost everything 
we do and we are trusted to provide 
that essential public service but we 
are also always striving to give back 
to the communities we serve as well. 
This year we have donated over 
£13,000 to local causes and given 176 
hours of our employees’ time through 
our ‘Give-a-Day’ scheme. We also work 
to make a difference through our day-
to-day operations as well. For instance, 
when we were renewing a main outside 
a school, we worked closely with the 
school to re-sequence the works to 
avoid the stressful exam period for 
pupils – and their parents!

Our overall 2017 Employee Engagement 
Survey results were disappointing, 
especially as we know that better 
engaged people tend to give a better 
level of service. In response, we have 
produced an ‘Engagement Manifesto’ 
which is a written declaration of the 
activities that will be undertaken 

Operating and financial review

Our people are at the 
heart of delivering great 
performance for customers 
now and far into the 
future too.
Anthony Ferrar
Managing director 

Our customers have told us that 
they value their water being 
supplied by a small, local company 
and we’re proud of that and our 
150-year heritage. We have never 
seen our size as a hindrance – 
quite the opposite in fact – and 
our many strengths include our 
comprehensive knowledge of the 
area we serve, being agile in our 
operations and quickly resolving 
issues if they arise.

This was evidenced in March 
when the water industry was 
put to the test when freezing 
temperatures and the subsequent 
thaw led to widespread bursts, 
particularly across the south east, 
and thousands of people were 
left without water. Ofwat has 
investigated all companies who 
experienced challenges and we 
were able to report that only four 
of our customers lost their supply 
for around 30 hours and this 
was due to a significant leak 
on a customer’s pipe, not 
our network.
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to increase engagement across 
the Company. It’s based on what 
employees have told us and there will 
be regular ‘temperature checks’ during 
the year to track progress. 

The safety of employees is our top 
priority but there were still five lost time 
accidents, including one which resulted 
in the employee needing extended time 
off work so was reported as a RIDDOR 
(Reporting of Injuries, Diseases and 
Dangerous Occurrences Regulations 
2013). Frustratingly for the individuals 
concerned, all of these were avoidable 
so we continue our focus on formal 
training and manager-led ‘Toolbox 
Talks’ so we learn lessons for the future. 

Mental health is just as important as 
physical and that’s been the focus 
of ‘Aqualibrium’, our new employee 
wellbeing programme. Our newly 
trained Mental Health First Aiders are 
encouraging employees to talk more 
freely about their feelings, reduce 
stigma and create a more positive 
culture. The volunteers have all been 
trained to recognise crucial warning 
signs and feel confident to guide 
someone to appropriate support. 

Meeting legal obligations is important 
which is why we worked very hard 
to meet the new requirements of the 
General Data Protection Regulations. 
We have always taken data protection 
extremely seriously which was 
confirmed by our successful audit ahead 
of the changes coming into effect.

Aim 1 – To provide a reliable and 
sufficient supply of safe, high quality 
drinking water:
Some supply interruptions are 
unavoidable as we improve the long-
term resilience of our network but 
we continue to reduce the number of 
interruptions necessary due to planned 
investment activity. This has meant 
that the number of customers whose 
supply was interrupted for over three 
hours was considerably fewer than last 
year, well within our target limit and 
the best performance in the industry. 
As a result, we expect to earn a reward 
under Ofwat’s incentive scheme for our 
significant achievement in reducing 
the inconvenience to customers.

The number of burst mains is a key 
measure of the general condition and 
performance of our network so it is very 
encouraging to report only 214 bursts 

this year which is well below the target 
limit of 290 and 20 fewer than the 
previous year. Both this and our supply 
interruptions performance reflect the 
consistent investment we have made 
in our network over many years. 

We achieved 99.98 per cent for the 
Overall Drinking Water Quality Index 
in 2017. There was only one breach of 
the standards which was the detection 
of benzo(a)pyrene at a customer’s tap. 
No specific cause could be identified 
but was likely to be due to a coal tar 
lined main. 

We have continued to pursue 
organisations that take water illegally 
from hydrants which can compromise 
the quality of supplies to paying 
customers. We achieved 100 per 
cent compliance for standards at 
our treatment works. 

There were 365 contacts from 
customers during the year about the 
taste, odour or discolouration of their 
water. This is 15 more than our very 
challenging annual target but ten fewer 
than the previous year and the best 
performance in the industry.

Aim 2 – Offer good value for money and 
keep bills at a fair and reasonable level:
With just nine per cent of customers 
feeling that their water bill is not good 
value for money, this is well within the 
target limit of 15 per cent. The average 
household bill was £188, which works 
out at just over 50 pence per day and 
just over a one per cent rise on the 
previous year. 

Most customers do not struggle to pay 
their bill but we want to ensure our 
service is affordable for all, which is why 
we offer a number of funding options. 
Our Water Support Tariff is available 
to those in genuine financial hardship 
and provides a 50 per cent bill discount. 
We set ourselves the challenge of 
raising more awareness of the tariff 
which has paid off, with more than 
8,000 customers now receiving 
assistance. This is considerably higher 
than our original target of 5,000 
by 2020. 

We have one of the best debt recovery 
records in the industry which is 
evidence of the effective processes 
we have in place to both ensure those 
that use water pay for it and to support 
customers who are struggling to pay. 

Aim 3 – Increase the resilience of our 
network to drought, flooding and 
equipment failure:
No water restrictions have been put in 
place this year but there was a strong 
likelihood following a second successive 
dry autumn where rainfall levels were 
less than half of the long-term average. 
85 per cent of the water we supply 
comes from underground with the 
remainder from our Bough Beech 
Reservoir in Kent. In December it was 
less than half full but quickly recovered 
into the new year as we pumped water 
into it from the River Eden which we 
are only permitted to do between 
September and April. Underground 
aquifers take a lot longer to recover and 
resources finally reached average levels 
again in the spring. We worked hard 
over the winter to increase our water 
efficiency activities and communication 
with customers, as well as starting up 
additional treatment works and moving 
water around our network to use more 
plentiful resources. January onwards 
was a lot wetter but water is a precious 
resource whatever the weather so we 
still kept a close eye on our resources 
and began planning ahead for the next 
recharge season. 

Our continued commitment to targeted 
investment in assets and infrastructure 
means we have one of the lowest 
burst mains and leakage levels in 
the country. As well as renewing 16 
kilometres of mains this year, work has 
continued to significantly redevelop 
our Woodmansterne Water Treatment 
Works in Chipstead. £22 million is 
being spent in total and the three-year 
programme is due to be completed 
later in 2018, well ahead of the March 
2019 deadline for commissioning  
the works.

Customers rightly expect 
us to be resilient, even 
in the most testing of 
conditions, and we are 
proud that we were able 
to meet their expectations.
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Trunk mains are also important to 
increase the flexibility of our network 
to move more water around, particularly 
during periods of drought. This year we 
laid a new 2.8 kilometre main along the 
A217 near Banstead and although we 
worked extremely hard to minimise the 
impact on residents and road users, the 
project was very challenging and was 
completed later than originally planned. 
Nevertheless, the new main will greatly 
improve our resilience and ability to 
keep customers supplied with high 
quality water for many years to come.

Aim 4 – Deliver consistently high 
levels of service:
Satisfaction with the overall water 
service we provide remains on a par 
with last year and above target at 92 
per cent. This score is generated 
from our satisfaction survey which 
is completed by 400 customers 
during the year.

However, Ofwat also has an industry 
customer service metric which provides 
consistency of measurement across 
all companies. This Service Incentive 
Mechanism (SIM) score places us in the 
bottom quartile of the national league 
table which is disappointing. Essentially, 
customers are satisfied with their water 
but are saying that there is more we 
need to do when they need to contact 
us. Work has been progressing to deliver 
the changes required to permanently 
improve our score but we were yet to 
fully implement these during the year. 
However, we are confident – from 
analysing customer feedback – that we 
are focusing on the right areas. They 
include having simpler policies, more 
visibility on the progress of jobs and 
improving the ownership of customers’ 
issues. We need to remain focused on 
delivering the best service possible for 
every single customer. It’s easy to focus 
on the negative but with over 90 per 
cent of our customers telling us they are 
satisfied or very satisfied with the service 
we provide, it is important to highlight 
that we deliver great service time and 
time again. Our challenge is to do this 
every time.

Another key indicator of customer 
satisfaction is the number of complaints 
we receive. Disappointingly we have had 
more than our target limit but are now 
at a three year low of 9.8 complaints 
per 1,000 properties so we will continue 
with planned improvements to further 
improve our performance.

Aim 5 – Reduce our impact on the 
environment while seeking to make a 
positive contribution to its quality:
Reducing wastage by managing 
leakage is very important to customers 
and one of our top priorities too. For 
many years we have continued to be 
one of the top performing companies 
and despite the increased amount of 
water lost from customers’ pipework 
during the ‘freeze/thaw’, we still 
managed to meet our target for 
the year.

We installed 5,018 water meters 
through both home moves and 
customer applications which is short 
of our target of 6,400. This is despite 
launching our new ‘Don’t spend a 
penny more than you have to’ publicity 
campaign and introducing new 
initiatives to make the most of as many 
opportunities as possible. Meters are 
a very important tool in driving down 
consumption, even more so when you 
consider we have one of the highest 
levels of usage in the country and a 
growing population. Just over half of 
our customers currently have a meter 
and work will continue to increase 
this proportion.

Other water efficiency activities 
have continued apace, including the 
‘Keep track of the tap’ campaign in 
collaboration with Affinity Water and 
the launch of our new online Savings 
Engine from Save Water Save Money. 

Reaching over 9,500 children and adults 
through our education programme this 
year means we have continued to help 
them place more value on the water 
they use to make small changes that 
will benefit the environment. In August 
we held our first ‘Family Fun Day’ at 
our Bough Beech Reservoir which was 
so well received it is now a permanent 
fixture in the calendar. We also spread 
our water saving message at a 
number of community events over 
the summer, taking with us our new 
branded trailer and interactive touch 
screen game.

Pumping, treating and distributing 
water requires a great deal of energy 
but year-on-year we are significantly 
reducing the amount of greenhouse gas 
emissions per litre of water we supply. 

We are committed to reducing 
the environmental impact of our 
essential operations and will continue 
to investigate and implement more 
sustainable methods. This is being 
driven by our new Energy and Carbon 
Manager who we welcomed to the 
Company this year and who was 
instrumental in us moving to 100 per 
cent renewable electricity in June 2018. 

We set specific annual internal 
environmental targets such as reducing 
waste and energy consumption at our 
head office in Redhill. Our employees 
are passionate about doing their bit 
which was evident at our Environment 
Day in November which had a water 
saving theme.

There have been two minor pollution 
incidents this year reported to the 
Environment Agency which were 
due to burst mains causing silty water 
to enter rivers.

Explanation of price regulation
Overall charges to customers for water 
supply are regulated by the independent 
economic regulator of the industry, 
Ofwat, and are determined to allow an 
efficient company to be able to fulfil 
the service obligations agreed as part 
of the five-year price settlement. At the 
last Price Review (PR14), charges to 
household customers were determined in 
two parts – an allowance per customer for 
'retail' functions (including meter reading, 
billing, debt recovery and responding to 
customer contacts) and a much larger 
allowance for 'wholesale' functions (water 
abstraction, treatment, and distribution 
to properties around the supply area 
together with investment to maintain and 
improve the capability of the assets used 
to fulfil these functions). Wholesale prices 
are linked to inflation and an adjustment 
factor ('K'), reflecting changes in annual 
investment and operational requirements. 

Operating and financial review continued

It is important to highlight 
that we deliver great 
service time and time 
again but our challenge 
is to do this every time.
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Financial performance
Our financial performance remained 
healthy this year. Turnover increased 
to £65.0 million (2017: £64.7 million). 
Operating costs increased to £45.1 million 
(2017: £43.5 million). Operating profits 
decreased by £1.3 million to £19.9 million 
(2017: £21.2 million). Interest charges 
increased by 31 per cent to £12.1 million 
(2017: £9.2 million) largely as a result of 
higher inflation increasing the indexation 
charge on our £100 million index-linked 
bond. Interest receivable and similar 
charges generated £0.7 million (2017: 
£0.9 million). As a result, profit before tax 
fell by £2.4 million to £10.5 million (2017: 
£12.9 million). This also included a gain of 
£2.0 million for the sale in April 2017 of 
the Company's right to trade with non-
household customers to an associated 
company, SES Business Water. Our 
accounting tax charge for the year 
was £1.1 million (2017: £0.4 million).

For the current five-year period, the annual wholesale K factors are:

Capital investment
The Company has continued with its 
five-year investment programme in the 
year, with £26.0 million invested in new 
and replacement plant and equipment 
(2017: £23.4 million). £9.6 million has 
been invested this year in the upgrade 
to Woodmansterne Treatment Works – 
our largest ever capital project – which 
is scheduled for commissioning ahead 
of the March 2019 deadline. We have 
also continued to heavily invest in the 
ongoing replacement of the pipes in 
our distribution networks, investing 
£6.0 million this year to provide 
targeted replacement based on their 
age, condition and performance. Other 
investment of £3.6 million continued 
across our network, primarily on the 
improvement of our resilience mains 
to ensure water can be efficiently 
moved around our supply area, and 
also £1.3 million in pipes to supply 
new developments. The remaining 
£5.5 million was spent in replacing 
equipment at our treatment works, 
pumping stations, service reservoirs 
and other operational sites (£2.3 million), 
investment in our ongoing meter 
programme (£1.5 million) and other 
investment in IT, vehicles, laboratory 
and office equipment (£1.7 million).

Net debt
Net debt for the Company at 31 March 
2018 rose by £12.5 million to £190.7 
million (2017: £178.1 million), including 
£8.3 million of additional utilisation of 
facilities provided by the Royal Bank of 
Scotland. The carrying value of our £100 
million index-linked bond was increased 
by £5.6 million due to the link to RPI 
(2017: £2.8 million). Cash and liquid 
resources increased by £1.8 million in 
the year (2017: £1.9 million decrease).

The level of gearing is a key ratio under 
the covenants associated with our 
index-linked bond and is measured 
by the ratio of net indebtedness to 
regulatory capital value (RCV).

The RCV is indexed by movement in 
RPI and linking of our principal debt 
instrument to the same inflation index 
provides an effective hedge against the 
impact of inflation. The ratio as defined 
by our bond was 78 per cent 
at 31 March 2018 (2017: 77 per cent), 
within the 80 per cent permitted by 
our covenants.

Dividends
Ordinary dividends of £3.0 million 
(2017: £2.8 million) were paid from 
the Company's regulated activities. 
In addition, dividends of £2.6 million 
(2017: £0.8 million) were paid from 
accumulated reserves and cash balance 
from non-regulated activities, £2.0 
million of which was deployed by the 
Company's parent undertaking to fund 
the acquisition of the non-household 
customer list by an associated company 
on 1 April 2017.

Pensions
The Company is a member of the 
Water Companies Pension Scheme 
(WCPS), details of which are disclosed 
in the Financial Statements under 
the requirements of IAS 19(R). A net 
pension scheme asset of £20.1 million 
(2017: £25.2 million) is included in the 
balance sheet.

The last funding valuation was carried 
out by the Pension Scheme Trustee at 
31 March 2017. Actuarial valuations are 
required to adopt more conservative 
assumptions than those used for 
accounting purposes, and the valuation 
indicated a surplus in our element of the 
fund of £9.5 million. Further information 
on the review of the defined benefit 
pension scheme is provided on page 42.

Conclusions
Overall, we have made significant 
strides in the last year to achieving 
our aims for customers, supported as 
always by a dedicated and committed 
workforce. This stands us in good stead 
for the year ahead and the upcoming 
price review.

Anthony Ferrar
Managing director
02 July 2018

>90%
Of our customers tell us they are 
satisfied or very satisfied with the 
service we provide.

£9.6m
Has been invested this year in the 
upgrade to Woodmansterne 
Treatment Works – our largest ever 
capital project – which is scheduled 
for commissioning ahead of the 
March 2019 deadline.

Wholesale K factors

Charging year beginning 1 April 2015 2016 2017 2018 2019

'K' Factor 0.0 1.06 0.53 0.76 1.10


