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Corporate Governance Report

to date have included improved root 
cause analysis to deepen, even further, 
our understanding of underlying 
customer service issues and the provision 
of additional customer service and 
field resources to address the actions 
arising. Beyond shorter term actions, 
the Board has approved significant 
investment to implement better digital 
based technology which will significantly 
enhance our capability to sustainably 
improve our service to customers.

The Board has also been heavily 
involved in the preparation of the 
Company’s upcoming PR19 Business 
Plan, allocating time and resource 
to support and challenge key areas 
of the plan. In particular, myself as 
as chairman and each of the three 
independent non-executive directors 
have championed one of the four key 
themes of customer service, affordability, 
resilience and innovation, using expertise 
and experience from outside the water 
industry to challenge management 
thinking and proposals. The Board has 
also established a PR19 financing sub-
committee to ensure appropriate time 
and focus is given to the very important 
topic of the future financing and long-
term viability of the business.

The Board is only able to address such 
full and challenging agendas through 
the dedication and wide experience that 
Board members bring to our discussions. 
I would like once again to thank my 
fellow directors for their continued strong 
commitment to maintaining the highest 
standards appropriate to the nature and 
ownership of the business. It remains 
greatly appreciated.

Jeremy Pelczer
Chairman
02 July 2018

Statement by the chairman 
on corporate governance

In the last year the water sector has 
faced a significant increase in the level 
of external scrutiny and comment, which 
has reinforced the importance attached 
to good governance by the Board. While 
as a Board, and a Company, I believe 
we are very well positioned to address 
the questions being asked across our 
industry in these areas, we nonetheless 
take very seriously the consultations in 
these areas introduced by our regulator, 
and are taking direct steps to ensure we 
continue to maintain trust, leadership and 
transparency matters for the benefit of 
our customers.

As a first step, this Annual Report 
contains new and enhanced key 
disclosure items expected by our 
regulator to aid transparency, including  
a statement on explaining the Company’s 
direction, performance and setting of 
targets from the Board’s perspective 
(on page 39), an enhanced long-term 
viability statement (on pages 43 and 44) 
and a comparison on financial flows to 
investors on actuals vs. notional capital 
structure (on page 90). The Board has 
also established a Governance committee 
to consider all governance matters,  
and in particular anticipated decisions 
and new guidance from Ofwat and the 
Financial Reporting Council (FRC).

The third year of progress with  
delivery of the commitments we  
made to customers in our last Business 
Plan has also received close attention 
from the Board. There have been 
encouraging strides taken in fulfilling 
these commitments but the Company 
still has improvement to make on overall 
customer satisfaction (as measured by 
Ofwat’s Service Incentive Mechanism) 
where recent results have been 
unsatisfactory and the Board has an 
ongoing responsibility to address this 
matter. Important actions taken 
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Code on principles of good governance
The Board has a code on principles of good governance and assesses compliance with the code on an annual basis. The Board 
takes its obligations for good corporate governance extremely seriously and applies standards appropriate to the nature and 
ownership structure of the business. These standards are kept under continuous review and will be amended in line with business 
developments and to reflect best practice. The code is based on five principles which are detailed below alongside the annual 
assessment of compliance.

1. Acting as if it is a separate plc
The Board will govern the Company in accordance with the standards applicable to an independent company listed in the UK, 
focusing exclusively upon the long-term interests of the Company. Subsequent principles in this code define what this overall 
principle means in particular areas.

The Board considers that it complies fully with the principle of governing the Company in accordance with the standards 
applicable to an independent company listed in the UK, focusing exclusively upon the long-term interests of the Company.  
The Board has defined matters it reserves to itself and has full powers to make decisions on behalf of the Company. The Board has 
established Committees to consider key aspects of corporate governance, and has also formed a separate governance committee 
to consider recent Ofwat consultations on board leadership, transparency and governance, together with proposed updates to 
the Code and related guidance from the FRC. Final decisions affecting the Company have continued to be made by the Board.

2. Transparency 
The Board will comply with the Disclosure and Transparency Rules and seek to explain the way in which the Company is governed 
in an open, accessible and balanced manner. This will include the relationship of the Company with any associates, including 
holding companies.

The Company has made disclosures in this Annual Report which meet the requirements of the April 2016 edition of the UK 
Corporate Governance Code. The terms of reference of its committees are published on the Company’s website. The relationship 
of the Company with its associated companies is set out on page 113. The Board therefore considers that it has achieved full 
compliance with the Disclosure and Transparency Rules required by the UK Corporate Governance Code.

3. Board skills 
The Board will maintain an appropriate balance of skills, experience, independence and knowledge of the Company and will 
consider these factors in making appointments and in assessing Board performance.

The Board’s Nomination Committee considers the composition of the Board and the skill and experience required from new 
appointments. The current Board contains members with a mix of experience and expertise and significant experience of other 
plc boards. All new directors receive appropriate induction. The Board has carried out a formal review of its performance during 
the course of the year and reports on its conclusions on page 41. The Board considers that it fully complies with the principle of 
maintaining an appropriate balance of skills, experience, independence and knowledge of the Company.

4. Independent representation
The Board will ensure that directors independent of management and shareholders are the single largest group on the Board  
and any of its Committees.

The Board has three non-executive directors who are independent of management and shareholders, one of whom has been 
appointed as the senior independent non-executive director able to act inter alia as a channel for Board communication with 
regulators. The Board also comprises two executive directors, two shareholder representatives and a chairman who had  
a connection with a shareholder prior to his appointment. Independent non-executive directors continue to form the largest  
single group on the Board.

5. Board committees
The Board will maintain as a minimum Nomination, Audit and Remuneration Committees on which independent non-executive 
directors will form a majority, and also has Energy, Pension, Governance and PR19 Financing committees which have independent 
non-executive director attendance.

The Company’s ultimate holding company in the UK also applies a code on governance which is published on page 44.

Corporate governance statement
The Board considers it has fully complied with the main principles of the UK Corporate Governance Code (the ‘Code’) and its 
application. Any reasons for not applying specific provisions of the Code, are described in the following sections.

Role of the Board
The Company is controlled through its Board of directors. The Board’s main role is to ensure that the business is run properly 
in accordance with its regulatory and other obligations for the benefit of its customers and to create long-term value for 
shareholders. In fulfilling this role, the Board approves the Company’s strategic objectives and ensures that the necessary  
financial and other resources are made available to enable management to meet those objectives. The Board, which meets  
at least six times a year, has reviewed and agreed a schedule of matters reserved for its approval.

Corporate Governance Report continued
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The matters reserved for Board approval are:

• Strategy and management – including approval of the Company’s long-term objectives, regulatory and commercial strategy  
and budgets

• Structure and capital – including share issues and borrowings

• Financial reporting and controls – including annual and interim accounts and dividends

• Maintenance of a sound system of internal controls and risk management

• Approval of significant projects and contracts above agreed levels

• Board membership and other appointments

• Remuneration

• Delegation of authority, including Board committees and division of responsibilities between the chairman and the  
managing director

• Corporate governance matters

• Policies, including code of conduct, health and safety, environmental, corporate responsibility and charitable donations.

Board’s view on the strategic direction and objectives of the Company and recent performance
Our vision for the Company
This year we published our long-term vision statement for consultation which sets out what the Company could do differently in 
the future to exploit new opportunities such as technological advancements and manage challenges such as population growth 
and security threats. Future planning needs to take account of things that are both within the Company’s control and outside it 
and where there is uncertainty, the Board must recognise this but still ensure the Company is ready to adapt to continue to meet 
customers’ expectations. Although it is important that the Company anticipates long-term trends (and the response to these), 
stakeholders must continue to have a say on priorities and how services are delivered. 

Setting the strategic direction
As a Board, we continue to be heavily focused on the Company’s strategic direction, and ensure that it is aligned to the vision of 
being an outstanding water company that delivers service excellence. Together with executive management, we have dedicated 
time throughout the last year to review the overall Company strategy, with the Board providing specific views on tactical initiatives 
proposed to improve the customer experience, implement operational efficiency, deliver innovation and ensure that the most 
appropriate and efficient capital investments are being made for the longer term. All of these factors are reviewed and, where 
appropriate, challenged by the Board, to ensure that the strategic direction of the Company remains aligned to delivering service 
excellence to our customers. The strategic direction of the Company and associated short and long-term tactical initiatives have 
directly informed the current work on the Company’s PR19 Business Plan. 

Reviewing Company objectives
When the Board reviews the strategic direction of the Company and the associated tactical initiatives to achieve this, specific 
short-term objectives or ‘aims’ are also reviewed to ensure the Company is on the right path to achieve customer excellence. 
This focuses on both financial and non-financial measures (including health, safety and wellbeing, environmental matters and 
employment engagement), and centres around the six key aims that are presented in this report. These key aims, which sit under 
the overall aim of being a respected and well run water company, are clearly aligned to our regulatory Outcome Delivery Incentives 
(ODIs) and many of which are established as our Company’s measures. We have set out on pages 10 to 21 a summary of how our 
aims align to our measures together with a summary of how these are delivered. These aims are cascaded down to the specific 
personal objectives of executive directors and senior management and are linked to executive remuneration.

As part of our PR19 Business Planning process, the Company continues to ensure that the strategic direction of the Company, 
associated tactical initiatives and resultant objectives in the form of the Company’s aims, continue to be aligned with all 
stakeholder and shareholder views. This is being done through our continued dialogue with our customers, the challenge provided 
by the Company’s Customer Scrutiny Panel and work with Ofwat, Defra, the Environment Agency and our shareholders. 

Company performance
The Board reviews the performance of the Company on a monthly basis, reviewing the results of performance against the financial 
and non-financial objectives set above. This takes the form of direct review and challenge with the executive directors and senior 
management in face-to-face sessions with the Board, to understand both historic performance and forecast performance, and the 
initiatives in place to ensure the latter remains on track to meet or outperform budgeted objectives.

Progress with the delivery of performance commitments the Company made to its customers in its last five year Business Plan 
(covering 2015-20) has also remained a focus in the third year of that period, when performance relative to other companies 
started to be visible across a range of measures. There have been encouraging strides taken in achieving these commitments, with 
progress in achieving reduced leakage, minimising supply interruptions and maintaining our high quality drinking water. In addition, 
while the Company still has improvement to make on improving our customer satisfaction, as measured by Ofwat’s Service 
Incentive Mechanism where recent results have been unsatisfactory, the Board has noted important steps taken by the Company 
to address this matter. The latter have included improved root cause analysis and understanding of underlying customer service 
issues and additional customer service resources in place to address the actions arising from this analysis work. A summary of the 
Company’s performance in the last year is on pages 10 to 21.

Financial resilience
The Company’s financial position is set out in the financial statements on pages 66 to 83, and financial performance is also in the 
operating and financial review on pages 24 to 27. An updated long-term viability statement is also included on pages 43 and 44, 
which directly addresses previous comments from our regulator and provides information that the Board has taken into account 
when assessing and reaching its conclusion that the Company continues to operate as a going concern in the short and 
medium-term, and is also viable in the longer term.
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Roles and responsibilities
The division of responsibilities between the chairman and managing director is clearly defined and has been approved by the 
Board. The table below details their individual roles and responsibilities and highlights the specific duties of our senior independent 
non-executive director and our company secretary.

Chairman Managing director

Jeremy Pelczer is responsible for:

• The effective operation, leadership and governance  
of the Board

• Ensuring the effectiveness of the Board
• Setting the agenda, style and tone of Board discussions, 

including ensuring a focus on strategic and business 
critical decisions

• Ensuring all directors make an effective contribution to 
the Board through debate and discussion, balancing the 
executive, independent non-executive and shareholder 
nominated non-executive contributions

• Ensuring directors receive accurate, timely  
and clear information.

Anthony Ferrar is responsible for:

• Development of strategic plans for consideration  
by the Board

• The performance of the Company in line with the strategy 
and objectives agreed with the Board and under powers 
delegated by the Board

• Ensuring the Board is supplied with information relevant  
to its role

• Leading executive directors and senior management in 
dealing with the operational requirements of the business

• Providing clear and visible leadership in business conduct.

Senior independent non-executive director Company secretary

Murray Legg is responsible for:

• Acting as a ‘sounding board’ for the chairman  
and as an intermediary for other directors

• Acting as lead contact for the independent non-executive 
directors with Ofwat

• Leading the Board’s annual assessment of the chairman’s 
performance.

John Chadwick is responsible for:

• Under the direction of the chairman, ensuring effective 
information flows to the Board and its committees, and 
between senior management and non-executive directors

• Advising the Board, through the chairman and managing 
director, on all governance matters

• Securing, where appropriate, independent professional 
advice for directors at the Company’s expense

• Facilitating induction activities for new directors and 
assisting with their agreed development needs.

Composition of the Board
The Board benefits from the varied skills and experience of its independent non-executive directors and chairman. The Board  
is pleased that the chairman has confirmed he will serve a third and final three-year term from March 2019, and that Murray Legg 
will serve a second three-year term in his independent non-executive role from October 2018. Finally, Ryuichi Nishida, one of  
the Company’s shareholder nominated non-executive directors, whose original three-year term on the Board was due to end  
in March 2018, was confirmed to remain on the Board until March 2019. The Committee is pleased that the above confirmations will 
bring a level of stability and continuity to the Board in the coming years, especially through the key stages of the Company’s PR19 
Business Planning.

Independent non-executive directors
The independent non-executive directors constructively challenge and help develop proposals on strategy and bring strong, 
independent judgement, knowledge and experience to the Board’s deliberations. The Board considers that they have always been 
of sufficient calibre and number to ensure that their views carry significant weight in the Board’s decision making. The Company 
has found that the composition of the Board, with its mix of executive, independent non-executive and shareholder nominated 
non-executive directors, has proved effective in ensuring that all stakeholder interests can be addressed and decisions taken by 
the Board on all matters of strategy, policy and planning affecting the business.

Significant commitments of the directors held outside of the Company are disclosed prior to appointment and any changes are 
disclosed over the duration of the appointment. Current appointments are disclosed on page 33. All directors are required to 
allocate sufficient time to the Company to discharge their responsibilities effectively and the position in practice is reviewed as part 
of the annual review of Board effectiveness.

The chairman is not listed as independent as he was nominated by Sumitomo Corporation on their acquisition of the Company, 
but the Board has continued to find him independent of character.

The chairman meets with the independent non-executive directors at least annually without executive directors present.

Corporate Governance Report continued
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The directors have a right of access to the advice and services of the Company Secretary and have the opportunity to take 
independent, professional advice in the course of their duties at the Company’s expense. Day-to-day conduct of the Company’s 
business is entrusted to the executive directors and their senior management colleagues.

The Board receives monthly management reports and operates a system of review against strategic objectives and targets.  
The non-executive directors are not employees of the Company.

Evaluation of Board performance 
The Board has agreed to evaluate its effectiveness every two years, and while a departure from the principle of the annual review 
prescribed under the Code (section B.6), this level of evaluation is currently considered reasonable given the close interaction of 
all members of the Board with the Company on a regular basis. The latest evaluation of the Board and its Committees occurred in 
September 2017 (with the previous evaluation performed in 2015). 

All the actions from the previous effectiveness review have been completed, and key actions arising from the current year  
review included:

• Formal review of Board powers on an annual basis

• Continuation of an annual Board strategy day, with a review in the coming year to ensure appropriate time is being allocated  
to strategic matters

• Additional interaction with the Board and the workforce on Company strategy as part of the Company’s PR19 business  
planning work

• Increasing the number of deep dive sessions at Board level on key Company risks

• Additional training slots for non-executive directors within the Board programme for the year

• Increasing the frequency of the Pension Committee meetings in the year

• An expansion of succession planning review by the Nomination Committee to go beyond executive and senior manager 
levels to business critical roles across the business

• A review in the upcoming year to consider an external facilitation of Board effectiveness.

No changes were made to the terms of reference of the Board’s formal committees, which the Board considered were operating 
effectively. The latest versions of all committees’ terms of reference are available from the corporate governance section of the 
Company’s website.

The Board chairman reviews individual non-executive director performance annually and in turn the senior independent non-
executive director undertakes a review of the chairman’s performance annually in March. All reviews were satisfactory.

Training and development
Directors are primarily responsible for their personal development and for compliance, where appropriate, with the continuing 
professional development requirements of their respective professions. The Board also receives regular updates on legislative, 
regulatory and other governance developments, including briefings from external specialists as appropriate. In addition, the Board 
periodically visits the Company’s water treatment works and enquires into operational policies, practices and procedures.

Board effectiveness 
The Board met six times during 2017/18. Committees met as required and considered regular and ad hoc business. Attendance  
at meetings by directors is summarised below.

Directors Board Audit Committee Remuneration Committee Nomination Committee

Jeremy Pelczer 6/6 – 4/4 5/5

Murray Legg 6/6 3/3 4/4 5/5

Dave Shemmans 6/6 3/3 4/4 5/5

Jon Woods 6/6 3/3 4/4 5/5

Ryuichi Nishida 5/6 – – –

Yoichi Sakai 6/6 – – –

Anthony Ferrar 6/6 – – 5/5

John Chadwick 6/6 – – –
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The Board has also established ad hoc committees to consider key risk items, including the strategy for power purchases  
(an Energy Strategy Committee), for managing the Company’s exposure to risks associated with the defined benefit pension 
scheme (a Pensions Risk Management Committee) and for considering the way in which the Company should be financed in the 
future (a PR19 Financing Committee). In addition, a Governance Committee has been established by the Board to consider both 
recent and pending requirements from Ofwat and the FRC in the area of board leadership, transparency and governance. These 
committees are chaired by the senior independent non-executive director and comprise non-executive and executive directors 
with such other senior executives and external advisors as are appropriate for the matters to be considered.

During the year the Pensions Risk Management Committee reviewed, challenged and ultimately agreed the results of the  
Trustees’ latest triennial valuation of the defined benefit pension scheme and considered its implications for future management  
of the scheme. 

While the latest valuation of the defined benefit pension scheme noted a surplus in the scheme of £9.5 million, and therefore future 
deficit payments are not currently required by the Company, the Pension Risk Management Committee continues to focus on the 
performance of investments and quantum of liabilities to understand and manage potential risks in these areas.

System of internal control
The directors acknowledge that they are responsible for the Company’s system of internal control. Such a system is designed  
to manage rather than to eliminate the risk of failure to achieve business objectives, and can only provide reasonable and not 
absolute assurance against material misstatement.

The Board has reviewed the effectiveness of the Company’s system of internal control, including control of financial, operational, 
and compliance matters and risk management. It confirms that the Company has complied with its own system of internal  
controls, detailed below, and that this system meets the requirements of the UK Corporate Governance Code for the year  
ended 31 March 2018.

The Company’s system of internal control is founded upon the following key features:

1. Control environment
The directors have put in place an organisational structure with clearly defined lines of responsibility and delegation of authority. 
The Company has a clearly defined policy on whistle-blowing, which is detailed in the staff handbook, and includes access to 
independent and confidential advice. The Company’s Code of Conduct and Business Ethics Policy, which has been approved by 
the Board, has been drawn to the attention of all employees and published on the Company’s intranet. Employee representatives 
have been engaged in the latest review of the Code of Conduct and Business Ethics Policy.

2. Risk management
Managing business risk to enable opportunities is a key element of all activities. This is done using a framework which provides a 
consistent and sustained way of implementing the Company’s values. Business risks, which may be related to business systems, 
physical assets, people, finances or customers, are reviewed regularly by the Audit Committee and discussed by the Board.  
An overview of key business risks and the mitigations the Company has established are presented on pages 28 and 29.

3. Information systems
There is a comprehensive budgeting system with an annual budget approved by the Board. At each Board meeting, monthly 
trading results, balance sheets and cash flow statements are reported against the corresponding figures for the budget and the 
prior year, and the forecast for the full year is reviewed.

4. Control procedures
There are clearly defined policies for controlling expenditure including appropriate authorisation levels. Larger projects and major 
investments require Board approval. Arrangements for ensuring the Company complies with the requirements of the new GDPR 
obligations have been defined and training provided to all employees.

5. Monitoring system
The Company’s internal financial, operational and compliance control systems have been reviewed in the context of evolving legal 
and regulatory requirements and additional assurance procedures have been agreed and implemented. The Company consulted 
on a draft targeted assurance plan for 2017/18 and has published its final assurance plan on its website. The Audit Committee has 
reviewed the application of this targeted assurance plan and has reported its conclusions to the Board. The Committee has also 
considered the need for a dedicated internal audit function in light of the development of the Quality and Compliance function 
since its establishment in 2014. Having agreed a programme of internal audits to be undertaken by a combination of internal 
and external resources, the Committee has concluded that a separate internal audit function continues not to be needed at the 
present time. The monitoring and control arrangements operated in the year are considered adequate, with only minor potential 
enhancements identified.

Corporate Governance Report continued
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Taxation strategy
SES Water regards full compliance and responsible conduct in all aspects of its obligations for taxation liabilities as a fundamental 
part of being a well-run and respected business.

This taxation strategy, which has been approved by the Board, is designed to ensure that the Company:

• Only undertakes tax planning activities that seek to comply with both the spirit and the letter of the law

• Avoids any action or behaviour that might be interpreted as aggressive tax avoidance

• Maintains an open, transparent and professional relationship with HMRC reflecting mutual respect and a collaborative  
working relationship

• Maintains an effective governance and risk management framework that ensures these objectives are implemented in practice.

We consider that these objectives will ensure full compliance with the HMRC framework for co-operative compliance.

The Company recognises that the majority of the benefit to be gained from reducing taxation liabilities will, under the regulatory 
process for controlling charges to our customers, ultimately benefit customers through reduced bills rather than benefit 
shareholders. The Company considers this an integral part of the incentive based regime for monopoly service providers  
in England and Wales.

The Company’s effective cash tax rate on reported profits will vary from year to year – and from the standard rate of UK 
corporation tax – due to the availability of tax deductions for capital investment and pension contributions. These deductions 
arise from the tax incentives for investment and employee retirement provisions that have been maintained by the Government 
explicitly to encourage such investment. The Company considers that utilising such incentives is entirely consistent with being  
a well-run and respected business.

Tax risks are encompassed within the Company’s general risk management framework (described on pages 28 to 29).  
This framework considers the reputational and financial impact of potential risks, the likelihood of occurrence, and the impact  
of mitigating actions. In any particular year the principal tax risks arise from changes in legislation or the interpretation of  
taxation law in practice, leading to higher taxation liabilities than have been allowed for in prices charged to customers.

The Company operates solely in England and its customers are all based here. All of the Company’s profits are taxable in the UK.

In addition to corporation tax, the Company makes further contributions to national finances in the form of business rates, 
employers’ national insurance contributions, environmental taxes and other regulatory levies, including charges for abstracting 
water from the natural environment.

Fair, balanced and understandable assessment
The Board has given careful consideration to whether the Annual Report and accounts, taken as a whole, is fair, balanced  
and understandable in accordance with the requirements of the UK Corporate Governance Code.

The preparation of this document is overseen by the executive directors with input from senior executives from across the 
business. The whole has been reviewed in detail by the Audit Committee, which has noted the close personal involvement of 
directors who are involved in the day-to-day operation of the business and therefore well-placed to ensure the accuracy of matters 
reported, and the thorough assurance processes which underpin the reliability of key performance information. The Board is 
therefore satisfied that the document meets the requirements of the UK Corporate Governance Code in this respect.

Going concern
The Company’s activities, together with the factors that are likely to affect its future development, performance and position  
are set out in the Strategic Report on pages 22 to 29. The financial position of the Company is set out on pages 66 to 83.  
Note 16 of the Financial Statements on pages 81 to 82 sets out the Company’s position in relation to risks associated with  
financial instruments, credit and interest rates and describes the Company’s risk mitigation measures.

After making appropriate enquiries, the directors have a reasonable expectation that the Company has adequate resources  
to continue its operational existence for the foreseeable future. Accordingly, the financial statements continue to be prepared  
on a going concern basis.

Long-term viability statement 
The Directors have assessed the viability of the Company to the end of the next price control period in March 2025, taking account 
of the Company’s current position, performance and the potential impact of the principal risks documented in the Strategic Report. 
Based on this assessment, the directors have a reasonable expectation that the Company will be able to fulfil its obligations, 
including meeting its liabilities as they fall due, over the period to March 2025. 

In making this statement the directors have considered the resilience of the Company’s financial position based on its medium-
term projections as incorporated in the draft PR19 Business Plan upon which it is consulting stakeholders, including customers 
and employees. The directors have tested the Company’s ability to withstand the impact of the extreme scenarios suggested by 
Ofwat, including: a 3 per cent increase and decrease in inflation; a 2 per cent increase in the cost of borrowing; a 15 per cent per 
annum increase in both operating and capital expenditure; a penalty for failure to deliver regulatory performance commitments 
equivalent to 3 per cent of the allowed return on regulatory equity in any one year; a 20 per cent increase in bad debt costs; a 
penalty equivalent to 3 per cent of annual turnover; and a combined scenario a 10 per cent increase in both operating and capital 
expenditure, annual penalties for failure to deliver regulatory performance commitments of 1.5 per cent per annum, and penalties 
equivalent to 1 per cent of turnover in two different years. 
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The directors have considered the effectiveness of mitigating actions both to prevent the scenarios crystallising in the way  
envisaged by Ofwat and for responding to the scenarios if such mitigating actions proved ineffective. The directors have assessed 
the impact of the scenarios, mitigating actions and responses in the event that mitigations proved ineffective on the Company’s 
ability to comply with the financial covenants associated with its £100 million index-linked bond. These generally impose tighter 
financial constraints than the metrics used by the independent credit rating agencies, who publish their own assessments of 
the Company’s credit strength. The Company maintains a stable outlook on both its published ratings. Annual compliance with 
financial covenants is subject to external assurance and certificates of compliance with the broader covenants of the £100 million 
index-linked bond are issued annually to the independent Controlling Finance Party. The Company’s draft PR19 Business Plan has 
been approved by the whole Board and the results of the stress-testing undertaken for the purposes of issuing this statement have 
been reviewed by the Audit Committee.

The directors have determined that the period to March 2025 is an appropriate period over which to provide this viability 
statement, taking into account the Company’s current liquidity position and committed borrowing facilities, its draft business  
plan for the period up to March 2025 and its potential mitigating actions of increasing both borrowings and equity, including  
by restricting dividend payments. The protections exercised by the financial covenants and structural ring-fencing under the  
terms of the £100 million index-linked bond will remain in place throughout this period. The directors have drawn comfort from the 
longer-term protections which exist under the regulatory regime which enables companies to seek to re-open price determinations 
in circumstances having a substantial adverse effect upon a company’s ability to continue financing its functions and which places 
a duty on Ofwat to ensure that efficient water supply companies are able to finance their functions. 

SUMISHO OSAKA GAS WATER UK LTD (SOWUK)
Code of corporate governance principles
As the ultimate holding company of Sutton and East Surrey Water plc (the ‘regulated company’), we recognise that the 
principles which govern our code of corporate governance (the ‘Code’) should: i) take into account the areas where our activities 
may have the greatest direct impact on the regulated company; and ii) complement the corporate governance principles of 
the regulated company.

Accordingly, we have established this ‘code of corporate governance principles’ to address these considerations as well as regulate 
and enhance our activities in terms of transparency, risk management and long-term decision making.

1. We shall ensure that our holding structure is transparent and explained in a clear way. This structure, together with any changes, 
shall be demonstrated and explained in the Annual Report of the regulated company each year.

2. We shall provide clear information on our debt and equity structures. This structure, together with any changes, shall be 
demonstrated and explained in the Annual Report of the regulated company each year.

3. We shall be transparent in declaring the interests of our directors. We shall demonstrate this transparency by having a clear 
internal process for disclosure and publishing a list of such interests in the Annual Report of the regulated company each year.

4. We shall disclose and explain any matters at the regulated company level which are reserved for our Board in the Annual Report 
of the regulated company each year.

5. In carrying out our activities we shall ensure that we fully understand and take into account, particularly at Board level, the duties 
and obligations of the regulated company contained within statute and its Licence. In particular, we shall refrain from any action 
which would cause the regulated company to be in breach of any of its obligations.

6. In order that the regulated company may assess any potential impact on its activities and its exposure to risk, we shall provide 
the regulated company with any information that it reasonably requests about the activities of our wider group. Further, we shall 
proactively disclose to the regulated company any issues or information that may have a material impact on its activities.

7. We recognise the importance of supporting the regulated company in a way that allows it to run its business as if such company 
were an independent public listed company.

8. We recognise the importance of supporting the regulated company in order that it can make strategic and sustainable decisions 
in the interests of the regulated business for the long term.

9. We shall regularly review this Code to ensure that it meets the standards of current best practice. Any changes to this Code shall 
be reported in the succeeding Annual Report of the regulated company.

Approved by the Board of Directors in June 2014.

Corporate Governance Report continued
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The corporate structure disclosures required under the first two principles of the Code are shown on page 08. The interests  
of directors to be disclosed under the third principle of this Code are shown below: 

Name Position at SOWUK Description of interest

Shinichi Hasegawa
(to 30 June 2017)

Director Director of Summit Water Limited, Director of Aguas de Reuso del 
Tenorio, S.A. de C.V, Director of Concesionaria de Aguas Residuales 
de Juarez, S.A. de C.V., Director of Eastern Water Co. Limited, Director 
of Interchina Water Investments Co., Ltd, Director of Soluciones 
Especializadas en Tratamiento de Agua, S.A. de C.V., Director of 
Summit Global Management V B.V., Director of Muscat City Desalination 
Company S.A.O.C.

Seiji Kitajima
(from 1 July 2017)

Director Director of Summit Water Limited, Director of Aguas de Reuso del 
Tenorio, S.A. de C.V, Director of Concesionaria de Aguas Residuales de 
Juarez, S.A. de C.V., Director of Eastern Water Co., Limited, Director 
of Interchina Water Investments Co., Ltd, Director of Soluciones 
Especializadas en Tratamiento de Agua, S.A. de C.V., Director of Summit 
Global Management V B.V.

Graham Holman Director and  
company secretary

Director of Sumitomo Corporation Europe Ltd., Director of East Surrey 
Holdings Ltd., Director of Summit Water Limited, Director of Sutton and 
East Surrey Water Services Ltd. and Director of The Japan Society.

Takayoshi Kubo
(to 31 March 2018)

Director Managing Director of OG Capital Co Ltd., Director of OG Sports Co Ltd.

Toru Kamoi
(from 1 April 2018)

Director Managing Director of OG Capital Co Ltd., Director of OG Sports Co Ltd.

Ryuichi Nishida Director Managing Director of Osaka Gas UK, Ltd., Director of Shuweihat 2 
Holding Company Limited, Director of S2 Japan Holding B.V., Director  
of Planta de Regasificación de Sagunto, S.A., Director of Iniciativas de 
Gas S.L. and Erogasmet S.p.A.

There are no matters in relation to Sutton and East Surrey Water plc upon which decisions are reserved to Sumisho Osaka Gas 
Water UK Ltd. As noted on page 39, the full Board of SES Water has a series of reserved matters which are key to the appropriate 
functioning, governance, controls and strategic aims of the Company.


