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Directors’ Report

The directors present their report and audited financial statements for the Company for the year ended 31 March 2018.

Ownership and relationship with associated companies
The Company is jointly owned by the major Japanese businesses, Sumitomo Corporation and Osaka Gas. Each has a 50 per cent 
stake in the UK-based holding company Sumisho Osaka Gas Water UK Ltd. The full corporate structure is shown on page 08 and 
except where indicated, all companies within this corporate structure are domiciled in the UK for tax purposes.

Financial transactions with associated companies are disclosed in the Regulatory Accounts on page 113. 

Sumisho Osaka Gas Water UK Ltd was established at the time Osaka Gas became a shareholder to enable joint ownership of the 
East Surrey Holdings Group and is entirely financed by shareholders’ equity. East Surrey Holdings Ltd is the holding company for 
the trading companies of the Group and was the entity acquired by Sumitomo in February 2013.

The immediate parent of the Company is SESW Holding Company Limited, a company established at the time that the  
Company’s £100 million index-linked bond was issued in March 2001 to protect the interests of bond holders by exercising  
control over distributions. The Company is an associate of other trading and property businesses within the East Surrey  
Holdings Group, transactions with whom are disclosed on page 113.

Principal activities
The Company is engaged principally in the supply of water across the London Boroughs of Croydon, Merton and Sutton,  
as well as East Surrey and parts of Kent and Sussex.

Financial results and dividends
Financial performance for the year is described on page 27 in the operating and financial review.

Turnover for the year ended 31 March 2018 was £65.0 million (2017: £64.7 million). Profit on ordinary activities before taxation was 
£10.5 million (2017: £12.9 million). A profit of £9.5 million (2017: £12.5 million) was transferred to reserves, out of which a dividend 
was paid to shareholders.

Details of ordinary dividends declared and paid during the year are given in note 8 of the Financial Statements. The total dividend 
declared and paid for the year ended 31 March 2018 was 17.9 pence (2017: 11.5 pence) per ordinary share and included a special 
dividend of 6.4 pence (2017: nil) paid from accumulated reserves and cash balances from activities not associated with the 
Company’s principal water supply obligations. The Group of which the Company is a member, used the dividend received to fund 
the acquisition of the Company’s non-household customer list, the proceeds of which were received by the Company’s appointed 
business, thereby reducing net debt for these statutory functions. An ordinary dividend of 7.8 pence (2017: 7.8 pence) was also 
paid on each preference share.
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Dividend policy statement
The Board considers that a base level of ordinary dividend for the appointed business should reflect the return on regulatory 
equity (defined as Regulatory Capital Value less net debt) allowed in the regulator’s most recent price review, subject to the 
Company having adequate resources available to fulfil its overall service commitments and its other financial obligations. This 
includes compliance with the covenants associated with its index-linked bond (which are designed to protect the interests  
of the Company’s creditors).

The Board will consider variations from this base level of ordinary dividend reflecting:

• The overall level of service delivered to customers, compliance with statutory obligations and progress with the delivery  
of regulatory and other obligations

• Financial performance against regulatory assumptions and internal targets.

Performance for each year against these and a broader set of performance measures is described in detail in this Annual Report.

The dividend paid by the appointed business for the year ending 31 March 2018 was £3 million (2017: £2.8 million).

Dividends from non-appointed activities undertaken by the Company will be determined based on the financial performance and 
prospects of these activities and their anticipated need for future investment.

Greenhouse gas emissions
Greenhouse gas emissions are calculated using the UK Water Industry Research Carbon Accounting Workbook which is updated 
annually to reflect changes to emission factors and carbon reporting guidance from the UK Government. Operational greenhouse 
gas emissions in 2018 were 22,597 tonnes of carbon dioxide equivalent (tCO2eq) (2017: 25,108 tCO2eq), a 10 per cent reduction on 
the previous year. This equates to 376 kgCO2eq per million litres of treated water (2017: 420 kgCO2eq).

Operational greenhouse gas emissions for the regulated business include:

• Direct emissions from Company vehicles and fossil fuel use

• Indirect energy use emissions from the purchase of electricity

• Emissions from outsourced services, business travel and transportation and distribution of purchased electricity.

The Company has solar panels installed at four of our treatment works to help reduce emissions. In 2018 generation of electricity 
was 201,188 kWh (2017: 202,339 kWh).
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Charitable and political donations
During the year the Company made charitable donations amounting to £13,244 (2017: £9,799). There were no political donations 
(2017: £nil). The largest donations to UK charities were £1,500 to Surrey Satro and £1,500 to East Surrey YMCA.

Payment to suppliers
Settlement terms are agreed with suppliers as part of the contract terms and it is the Company’s policy to pay in accordance  
with these terms. Other creditors are paid in accordance with invoice terms. Creditor days remain stable at approximately  
30 days (2017: 29 days).

Going concern and long-term viability
The going concern and long-term viability statements required by the Disclosure and Transparency Rules are set out on  
pages 43 and 44 of the Corporate Governance Report and are incorporated by reference in this report.

Compliance of the appointed business with Condition K
At 31 March 2018 the Company was in compliance with paragraph 3.1 of Condition K of its Instrument of Appointment.  
This paragraph requires that the water supply assets are protected by a ‘ring-fence’.

Subsequent events
John Chadwick, Finance and Regulation Director, will retire in September 2018 and will be replaced by Paul Kerr who joined 
the Company in April 2018.

Disclosure of information to auditor
The directors who held office at the date of approval of this Directors’ Report confirm that, so far as they are each aware, there 
is no relevant audit information of which the Company’s auditor is unaware; and each director has taken all the steps that they 
ought to have taken as a director in order to make themselves aware of any relevant audit information and to establish that the 
Company’s auditor is aware of that information.

Auditors
Pursuant to a shareholders’ resolution, the Company is not obliged to reappoint its auditors annually and KPMG LLP will therefore 
continue in office.

By Order of the Board

John Chadwick
Company Secretary
Redhill, Surrey
02 July 2018

Company number 02447875
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