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WHO WE ARE
South West Water Limited, a water and 
wastewater Company, is a wholly owned 
subsidiary of Pennon Group Plc, one of the UK's 
largest environmental infrastructure groups. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

WHERE WE OPERATE
Since 1989 we have been providing water and 
wastewater services to Cornwall, Devon, and  
small parts of Dorset and Somerset.

15,300km of water mains 
15,600km of waste water network 
1.7m residents 
8m visitors a year  

Our region is rural in nature, featuring moors, 
areas of high ground, a long coastline, and a 
strong agricultural base. 

There are a few large urban centres of which 
Plymouth, Torbay and Exeter (where we are 
based) are the largest. 

The region’s areas of natural beauty and large 
number of beaches attract high numbers 
of visitors, particularly during the summer 
months, placing added seasonal demand  
on our resources, networks and assets. 

WELCOME TO SOUTH WEST WATER

INTRODUCTION

WHERE YOUR  
MONEY GOES

We maintain 21 raw 
water reservoirs, 13 
river abstractions 
and 27 boreholes

We work with partner 
agencies and landowners 
to improve water quality  
in the natural landscape

We ensure customers 
get excellent locally-
based service when 
they contact us

 Our reservoirs
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We provide clean, high 
quality and reliable 
drinking water
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We collect wastewater,  
treat it and safely return  
it to the environment

BUSINESS MODEL 
pages 08 to 09

South West Water achieved 
a score of 84%, or 2.5 
stars, in the Business in 
the Community Corporate 
Responsibility Index and won 
two awards at the Business 
in the Community South 
West ‘Local Recognition 
Awards’.
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Operating profit (including 
exceptional items)

£209.8m
2014/15: £225.4m

Capital investment

£126.8m
2014/15: £145.1m

Revenue

£506.4m
2014/15: £523.6m

ACHIEVING OUR 2015-20 
BUSINESS PLAN

HIGHLIGHTS

We manage the region’s drinking 
water and wastewater in an 
integrated way ‘from source to sea’, 
delivering high quality services in 
the most efficient and sustainable 
way possible. 

Excellent 
drinking water 

MORE DETAILS P.12

Profit before tax (including 
exceptional items)

£154.4m
2014/15: £167.9m

No 'serious' 
Category 1 
pollutions

MORE DETAILS P.26

79% of household 
customers 

metered 
MORE DETAILS P.33



19 consecutive 
years without 

water restrictions
MORE DETAILS P.16

89% customer 
satisfaction 
MORE DETAILS P.19

Working with 
communities to 
prevent flooding

MORE DETAILS P.20

97% of bathing 
waters meeting 
challenging new 

EU standards
MORE DETAILS P.28
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Launch of 
‘Love your loo’ 

campaign
MORE DETAILS P.21



INTRODUCTION FROM THE MANAGING DIRECTOR

CONTINUED SUCCESS IN 2016

Following a successful Price Review  
in 2014, which saw our Business Plan  
to 2020 singled out as ‘enhanced’, South 
West Water has made a strong start to 
the K6 period (2015-20), outperforming 
our regulatory contract for the benefit 
of customers, stakeholders and 
shareholders and delivering substantial 
improvements in the services we provide. 

Drinking water quality remains high and 
we have made significant investment in 
advanced treatment processes (such as 
Granular Activated Carbon (GAC) and UV 
disinfection) at several of the region’s 
water treatment works in the past year. 
I am also delighted that we are forging 
ahead with the development of the 
brand new Mayflower Water Treatment 
Works for the Plymouth area, the only 
one of its kind in the UK. Construction of 
the c.£60m Mayflower Water Treatment 
Works, which will deploy cutting edge 
ion exchange and ceramic membrane 
technologies, began earlier this year 
at a site just north of the city. Once 
complete it will serve more than a 
quarter of a million customers and be 
a flagship for the transformation of 
drinking water treatment technology. 

Good progress has been made on 
resolving customers’ issues first time 
and we have seen further improvements 
in our SIM score (Service Incentive 
Mechanism), following improvements 
at an operational level and in the way 
we communicate with customers, 
both through traditional channels and 
proactively via web-based platforms 
(see page 18). Past investment in 
water resources has ensured a 
19th consecutive year without water 
restrictions and we have delivered a 
substantial decrease in the number  
of customer contacts relating to taste, 
odour or discolouration issues. 

Recognising that there are some 
customers who genuinely struggle  
to pay their water bills we continue  
to offer support through our range  
of industry-leading affordability 
schemes while also helping to alleviate 
debt through innovative partnership-
led campaigns alongside local housing 
providers. We also continue to promote 
the benefits of metering, which has  
now been adopted by over 79% of  
our household customers. 

Following my appointment as Managing Director  
of South West Water I welcome you to our Annual 
Performance Report and Regulatory Reporting for 
2015/16; a year characterised by transformative change 
at both an industry and Company level. 

I am also delighted  
that we are forging 
ahead with the 
development of the 
brand new Mayflower 
water treatment works 
for the Plymouth area, 
the only one of its kind 
in the UK.”
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Work continues to reduce the risk 
of both flooding and pollution. 
Disappointingly, the wet winter of 
2015/16 saw an increase in both 
external and internal sewer floodings 
despite relatively normal annual levels 
of rainfall. While our total number 
of pollution incidents were reduced 
significantly and we achieved zero 
Category 1 pollution (‘serious’) incidents, 
disappointingly we experienced seven 
amenity-related Category 2 (or ‘severe’) 
pollution incidents. South West Water is 
targeting improved performance in both 
of these areas through a combination 
of increased network monitoring and 
maintenance, measures to improve 
response times and heightened 
customer awareness regarding 
blockages caused by sewer misuse.  
The latter is the subject of our new  
‘Love Your Loo’ campaign which was 
launched in Falmouth, Cornwall in 
summer 2015 (see page 21). 

Furthermore, we have undertaken 
significant investigations and studies 
in key areas including Plymouth, Truro, 
Dartmouth and Salcombe, to better 
understand how our wastewater system 
is affected by unusual factors such as 
saline (seawater) infiltration during 
spring tides in particular. 

While we maintained our leakage 
performance within target levels (both 
in the calendar and financial year) the 
average duration of supply interruptions 
was regrettably higher than the previous 
year. This was due to two large and 
complex mains bursts at St Blazey 
in Cornwall and in Plymouth, Devon 
(see page 14). Alongside our supply 
chain partners, we have subsequently 
reviewed our strategies for tackling and 
avoiding such bursts. We are targeting 
improvements through enhanced 
network monitoring, the use of new 
technologies to mitigate the effect of  
any issues, further investment in 
pressure management and improved 
incident management processes. 

PROTECTING THE 
ENVIRONMENT 
In the wastewater side of the business, 
our accelerated c.£20m investment 
in bathing water improvements 
delivered at the end of K5 (2010-15) 
contributed to the region’s extremely 
positive performance against the more 
demanding standards of the Revised EU 
Bathing Waters Directive, which came 
into force for the 2015 bathing season 
(May to October). 97% of South West 
bathing waters achieved the required 
standard and of the 145 tested only four 
failed – none of which were directly 
related to any failing of South West 
Water assets.

We remain committed to ensuring all 
of our wastewater treatment works are 
compliant with the required standards 
by 2020. The number of non-compliant 
works increased slightly in 2015 to 13 
(2014: 12) and this is an area of ongoing 
focus for 2016/17 and beyond.

SUSTAINABLE WATER 
MANAGEMENT 
Sustainability is one of South West 
Water’s guiding principles and in 
every aspect of our operational activity 
we aim to work in the most efficient 
and responsible way possible. This is 
exemplified in the holistic approach we 
are applying to water and wastewater 
management through our Upstream 
Thinking and Downstream Thinking 
programmes of catchment management 
(see pages 25 and 22). 

Upstream Thinking involves working 
alongside partner agencies including 
wildlife trusts, rivers trusts, national 
parks and responsible landowners 
to improve raw water quality and 
storage in the natural landscape. 
We are pioneering the use of low-
cost sustainable techniques (such as 
moorland restoration, agricultural waste 
and land management improvements) 
and to that end, in 2015/16, we delivered 
more than 100 farm improvement plans 
and restored more than 700 acres of 
moorland and culm grassland. 

Annual Performance Report 00 - 33
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In addition to improved water quality 
and reduced flood risk downstream, 
the multiple knock-on benefits of 
these schemes include increased 
carbon capture, improved biodiversity 
and reduced contamination risks to 
downstream beaches and shellfish beds. 

Through Downstream Thinking we 
are applying a similar philosophy to 
improve wastewater and storm water 
management through landscaping 
and the use of Sustainable Drainage 
Schemes (SuDS). Several locations 
across the region have been earmarked 
for improvements which will benefit 
communities through improved 
environmental protection and reduced 
risk of sewer flooding. 2015/16 was 
notable for the delivery of a key scheme 
at Aveton Gifford in Devon in partnership 
with the county and parish councils, 
the local school, and local residents. 
We have also delivered a number of 
flood and coastal defence schemes in 
partnership with the EA and Lead Flood 
Authorities in Plymouth, Teignmouth 
and Exeter.

TECHNOLOGY AND 
INNOVATION 
We remain at the forefront of efficiency 
and continue to seek improvements 
through innovative approaches to 
water and wastewater management. 
A key part of this is our use of new 
technologies. During 2015/16 we carried 
out a number of pilot projects using 
technologies deploying aerial drones, 
remote submersibles, and sonar for 
network condition monitoring purposes. 
Such technologies are helping to 
advance our understanding of our 
assets, improving our ability to work 
faster and more effectively and helping 
minimise any risks to the health and 
safety of our employees. 

BOURNEMOUTH WATER 
MERGER 
Our plan to acquire Bournemouth  
Water and merge it with South West 
Water was given unconditional 
clearance by the Competition  
and Markets Authority in November 
2015. The merger became official on 
1 April 2016 and the initial integration 
process has been completed with a new 
management structure already in place.

Bournemouth is a high-performing 
water-only company with an impressive 
track record of customer service. £27m 
of synergies are set to be achieved 
during K6 (2015-20), through a 
combination of:
• the merging of the two companies’ 

wholesale and respective retail 
operations

• the creation of a single, centralised set 
of support functions

• the sharing of best practice to inform 
common systems and processes

• supply chain efficiencies.

PREPARATION FOR MARKET 
REFORM 
Preparing both the wholesale and retail 
areas of the business for the opening of 
the non-household retail market in April 
2017 continues to be a key area of focus. 
As part of our internal ‘MarketReady’ 
programme, a number of business-wide 
and Director-led task groups have been 
created, responsible for ensuring we 
are compliant with the market code and 
well-prepared to function effectively 
when the market opens. We have also 
invested extensively in new systems  
and data analysis in preparation for 
market opening.

INTRODUCTION FROM THE MANAGING DIRECTOR
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We remain at the 
forefront of efficiency 
and continue to 
seek improvements 
through innovative 
approaches to water 
and wastewater 
management.”

On 17 February 2016 Monica Read 
resigned as a statutory Director of South 
West Water following her appointment 
as a Director of Pennon Water Services. 
She remains part of the South West 
Water Executive Management Team. 

Duncan Ingram resigned as a Non-
executive Director of South West Water 
on 10 February 2016 and I would like 
to thank him for his contribution to 
our market reform preparations in 
particular. On 1 April 2016 Martin Angle, 
Neil Cooper and Gill Rider, who are all 
existing Pennon Group Non-executive 
Directors, were all appointed as Non-
executive Directors of South West Water.

OUR PEOPLE 
We rely on the talents and dedication 
of our 1,278 employees whose health, 
safety and wellbeing remains our 
top priority. From new apprentices 
to industry veterans, everyone plays 
a vital role in helping to deliver the 
high quality services upon which our 
customers depend and that represent 
good value for money. I would like to 
take this opportunity to thank all South 
West Water and Bournemouth Water 
employees for their hard work over  
the past year. 

OUTLOOK
Against the backdrop of a changing 
regulatory environment, the combined 
water business is in a strong position 
to deliver its K6 commitments for the 
benefit of customers, shareholders and 
the environment. The company is fully 
and proactively engaged with Ofwat’s 
Water 2020 framework and focused on 
delivering further service improvements 
efficiently and sustainably as we move 
towards the next regulatory price review. 

Dr Stephen Bird
Managing Director 
15 July 2016

As part of our internal restructuring 
process, a new Pennon subsidiary 
legal entity (Pennon Water Services) 
has been created to host the existing 
non-household retail functions from 
South West Water and Bournemouth 
Water. This team is now based in 
the Bournemouth area and will seek 
to capitalise on the commercial 
opportunities that market opening 
will present, including capitalising on 
Viridor's national footprint. 

GOVERNANCE CHANGES
Under our new Chairman, Sir John 
Parker, the Pennon Group and 
subsidiary Boards have undergone 
a number of changes, designed to 
enhance accountability, streamline our 
governance framework and improve our 
decision-making processes. This revised 
governance structure was discussed 
with and approved by Ofwat. 

My own appointment as Managing 
Director followed the appointment of 
Chris Loughlin (formerly South West 
Water’s Chief Executive Officer) as 
Group Chief Executive Officer for  
Pennon Group. 

Annual Performance Report 00 - 33
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WE ABSTRACT WATER  
FROM THE ENVIRONMENT

WE CLEAN IT AND MAKE  
IT SAFE TO DRINK

WE DISTRIBUTE IT TO OUR 
CUSTOMERS

OUR CUSTOMERS RELY ON  
THE SERVICES WE PROVIDE

WE COLLECT WASTEWATER

WE TREAT IT AND RETURN  
IT TO THE ENVIRONMENT

• maintenance of dams including upgrading spillways
• maintenance and upgrades of pumps and other assets (e.g. pipework)
• generating renewable energy using hydropower technologies.

• maintaining existing treatment works
• improvements to the clean water treatment processes
• investment in Granular Activated Carbon (GAC) and other technological 

advancements to improve efficiency.

• ensuring that clean treated water reaches our customers at the same  
level of quality as when it leaves our treatment works

• ensuring reliability of supplies
• preventing leakage and bursts.

• ensuring customers get excellent service when they contact us 
• ensuring billing and payment systems work smoothly
• making the most of new technologies and digital communications (e.g. website 

and mobile apps). 

• maintenance and upgrades of sewerage infrastructure (network and other assets)
• investment to reduce flood risk and associated pollution incident risks.

• maintenance and improvement of wastewater treatment assets as well as  
wastewater pumping stations

• wastewater treatment improvements to protect bathing and shellfish water quality
• bio-resource recycling 
• energy generation from treatment processes through Combined Heat and Power (CHP).

We manage our business to deliver value. Our business model is underpinned 
by our commitment to creating and maintaining a sustainable business.

08 South West Water Limited southwestwater.co.uk/report201608 South West Water Limited southwestwater.co.uk/report2016

OUR BUSINESS MODEL

OVERVIEW

What we do What is involved
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CUSTOMERS

SHAREHOLDERS 
& INVESTORS

REGULATORS & 
STAKEHOLDERS

EMPLOYEES

SUPPLIERS & 
CONTRACTORS
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OUR BUSINESS MODEL
Underpinned by strong governance, our business  
model is designed to ensure we:
• deliver value for money services while keeping  

bills affordable to customers 
• meet or exceed the high quality standards set  

by our regulators
• safeguard our existing investments (e.g. networks, 

treatment works, operational assets and systems)
• minimise the impact of our activities on the environment
• ensure fair returns for our investors 
• are able to meet future challenges such as climate 

change, resilience challenges, population growth  
and new legislation.

OPERATIONAL 
PERFORMANCE
pages 12 to 33

FINANCIAL
PERFORMANCE
pages 34 to 39
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Innovation, partnership working 
and the use of new technology 
are key to delivering reliable, high 
quality drinking water supplies.

Targeted investments are made 
to ensure we meet or exceed 
our regulatory and legislative 
obligations.

Meeting our customers’ needs and 
ensuring value for money is critical  
to our success as a business.

We are committed to improving the 
quality and responsiveness of the 
services they depend on.

The health of the natural 
environment is essential.

In every aspect of our operational 
activity we seek to minimise our 
impact on the environment while 
making enhancements to it where 
possible.

2015/16 PERFORMANCE OVERVIEW

OVERVIEW

STRATEGIC  
FOCUS AREAS

OUR BUSINESS  
2015–2020 OUTCOMES

OUR 
STRATEGY

Clean, safe and reliable drinking water

Available and sufficient resources

Protecting the environment

WATER 

Reliable, clean  
and safe supplies

SEE P.12

SERVICE

Responsive to our  
customers’ needs  
and priorities

ENVIRONMENT

Environmentally  
sustainable actions  
and initiatives

Responsive to customers

Resilience in extreme conditions

Reliable wastewater services

SEE P.18

SEE P.21

Fair charging

Our people strategy is designed to 
attract, retain and develop the right 
people with the right skills.

We are also committed to making 
a positive contribution to the 
communities we serve.

Benefiting the community
PEOPLE AND 
COMMUNITY

Supporting our  
people and local  
communities

SEE P.28

Attracting low-cost financing, 
maintaining the confidence of 
our investors, and generating 
additional returns for 
outperformance.

Optimising efficiency and  
prudent investment decisions.

FINANCE AND 
ECONOMY

Resilient business 
and service

SEE P.32
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• 19th year without water restrictions
• significantly reduced contacts due 

to taste, smell and colour
• 100% security of supply
• stable asset reliability

• 94.8% of drinking water and 
88.2% of wastewater operational 
contacts resolved first time

• further improvement in SIM to 78.6 
(2014/15: 74.8)

• 95.8% numeric and 99.1% 
descriptive wastewater 
compliance

• stable asset reliability
• reduction in total pollution 

incidents
• increase in sewer flooding

2015/16  
PERFORMANCE

CUSTOMER OVERALL SATISFACTION

HOUSEHOLD CUSTOMERS PAYING A METERED BILL

SUPPLIES INTERRUPTED DUE TO FLOODING ON OUR SITES

WASTEWATER NUMERIC COMPLIANCE

ENERGY FROM RENEWABLE SOURCES

COMPLIANCE WITH WATER QUALITY STANDARD 

99.97%

89%

79.1%

95.8%

9.54%
• 97.2% of bathing waters met the 

new EU standards 
• 7 RIDDOR incidents in the year

BATHING WATER QUALITY

97.2%

• almost 27,000 customers assisted 
by water poverty schemes

• 'smart metering' pilot is underway
• 59% of customers satisfied with 

value for money (up 1%)

KEY

£+/-  Financial  
(penalty or reward) 

£-  Financial  
(penalty only)

Rep  Reputational

KPI  KPI

 Green:  
met/on target

 Amber:  
not met but in 
penalty deadband

 Red:  
not met/off target

KEY RISKS
Principal Risks and 
Uncertainties are 
disclosed in the 
Company's Annual  
Report on pages 25-32.

How we operate and 
manage risks
Strong corporate 
governance and a 
comprehensive risk 
management strategy are 
designed to ensure that 
South West Water can 
deliver safe, reliable and 
sustainable operations.

0 (number/year > 24 hours)

LEAKAGE LEVEL

84 (megalitres/day)

DURATIONS OF INTERRUPTIONS TO SUPPLY 

0.419 (hours per property/year)



£-

OUR PERFORMANCE

DRINKING WATER QUALITY
South West Water continued to 
deliver high quality drinking water, 
achieving 99.97% Mean Zonal 
Compliance (the recognised industry 
measure for overall drinking water 
quality)in 2015, a slight improvement 
on the previous year, though 
marginally under target.

Key areas of investment and activity 
for the year included progressing 
plans for the state-of-the-art 
Mayflower water treatment works 
in North Plymouth (construction 
began in April 2016) and preliminary 
work to improve the water treatment 
processes at five water treatment 
works across the region using 
techniques such as Granular 
Activated Carbon filtration and 
ultraviolet disinfection. 

South West Water continues to focus 
on the removal of organic impurities 
present in the raw water sources we 
treat. This is complemented through  
our Upstream Thinking programme  
of catchment management (see page  
25 for more detail). 
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Providing customers 
with an uninterrupted 
supply of fresh clean 
water that not only 
meets the highest 
water quality standards 
but is also free from 
any unwanted taste, 
smell or colour.

CLEAN, SAFE AND  
RELIABLE DRINKING WATER 

Mean Zonal Compliance 

TASTE, SMELL AND COLOUR 
CONTACTS 
We delivered a 15% reduction in 
customer contacts regarding taste, odour 
or discolouration issues in 2015. South 
West Water continues to work towards 
minimising the number of customers 
affected by taste, smell or colour issues 
through a combination of upgrades to 
water treatment works and drinking 
water mains flushing activity. 

This is also complemented by the use 
of innovative technologies for network 
forecasting and monitoring to help 
prevent and mitigate issues which may 
have a potential effect on drinking water 
taste, odour or colour. 

99.96%2014 result

2015 result

2015 target

2020 target

99.98%

99.98%  
or greater

99.97%



£+/-

84,360
Mega litres held by our three 

largest reservoirs
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CASE STUDY: CUTTING-EDGE WATER 
TREATMENT 

In spring 2016 work began on a new £60m state- 
of-the-art water treatment works, which  
will serve Plymouth and the surrounding area.

Officially known as the Mayflower Water  
Treatment Works, it will replace the outdated  
works at Crownhill in Plymouth, which was built  
in the 1950s. 

The new works will be the first in the UK to use 
advanced processes designed and developed by 
leading Dutch water technology specialists using 
suspended ion exchange, inline coagulation and 
ceramic membrane microfiltration. 

The construction phase is scheduled to finish by
April 2018. Mayflower will become operational  
in September 2018, with the existing Crownhill  
works retiring from service a few months later.

Taste, odour or 
discolouration contacts 
(Nr/1,000 population)

2.92

3.42

2015 target

2020 target

4.2

3.0

2014 result

2015 result
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DURATION OF 
INTERRUPTIONS TO SUPPLY 
Regrettably, the average duration of 
supply interruptions per property was up 
by 10% compared with the previous year. 
This was largely due to a small number 
of significant trunk main bursts affecting 
customers’ supplies; notably bursts at St 
Blazey in Cornwall in October 2015 and 
in Plymouth, Devon in December 2015. 

In each case South West Water took 
immediate steps to restore supplies  
as quickly as possible. 

Strategies have subsequently been 
developed to prevent and mitigate the 
impact of such occurrences in future. 
These are being supported by the use 
of innovative techniques for network 
forecasting and monitoring, together 
with investment in advanced repair 
technologies. 

NUMBER OF MAINS BURSTS
Pressure management and network 
modelling are key aspects of our strategy 
to reduce the number of mains bursts. 

In 2015/16 the total number of bursts  
was significantly lower than the previous 
year and well within the target threshold. 

South West Water continues to focus 
on identifying emerging service or 
operational issues at the earliest 
opportunity in order to intervene  
on a proactive basis.

Interruptions to supply  
(hours per property)

Number of mains bursts

1,328

1,530

0.419

0.381

2015 target

2020 target

0.256

0.200

2014/15 result

2015/16 result

2020 target 1,350 

2014/15 result

2015/16 result

CLEAN, SAFE AND  
RELIABLE DRINKING WATER 

£+/-

KPI
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The assessment of long-term 
reliability is a technical assessment 
using the range of measures 
established under the long-standing 
serviceability assessment processes.

Our target is to continue to maintain 
our assets’ ability to deliver reliable 
service as this is fundamental to a 
robust and reliable operation and 
providing a consistent service to  
our customers.

ASSET RELIABILITY 
South West Water’s Asset Management 
Policy sets out a number of strategies 
and tactics to ensure best practice 
methods and continuous improvement.

These include:
• application of sound and effective 

asset management principles across 
the business

• development of a strong team of asset 
management specialists

• delivery of service and asset 
stewardship outcomes at the least 
whole life cost

• understanding and taking into account 
customer views and preferences

• maintenance of appropriate asset 
management records

• evolving practices and procedures 
in order to achieve continuous 
improvement in our application  
of the Common Framework.

Asset reliability

Processes

2014/15 result Stable Stable

Pipes

Stable Stable2015/16 result

Stable Stable2015 target

Stable Stable2020 target

In 2015/16 South West Water’s asset 
reliability continued to be deemed 
stable against all of these measures. 

£-
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AVAILABLE AND  
SUFFICIENT RESOURCES
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WATER RESTRICTIONS 
PLACED ON CUSTOMERS 
2015 was the 19th consecutive year in 
which South West Water customers 
enjoyed unrestricted supplies. 

Prior investment in reservoirs, the  
use of pumped storage and supply 
network improvements continue to 
ensure adequate supplies for the 
region. The Company’s supply-demand 
balance is forecast to remain positive 
throughout the K6 (2015-20) period and 
no investment in new raw water sources 
is expected to be required within the  
2040 planning horizon.

South West Water’s Water Resources 
Management Plan (published June 2014) 
can be found at www.southwestwater.
co.uk/waterresourcesplan. 

LEAKAGE 
South West Water continues to focus on 
developing effective and efficient ways to 
both prevent and control leakage when 
it occurs. 

In addition to proactively replacing 
deteriorating pipes in the network, 
this includes a focus on pressure 
management and the use of computer 
modelling and network automation 
techniques to identify emerging 
problems. 

Avoiding restrictions on the water our customers use 
while managing and delivering the region’s supplies  
as efficiently as possible.

Number of restrictions  
placed on customers

Leakage  
(Megalitres/per day) 

Time taken to fix 
significant leaks (Days)

2014/15 result

2015/16 result

2015 target

2020 target

In 2015 we continued to keep the 
amount of water lost through leaks and 
bursts at the 84Ml target threshold. The 
time taken to fix significant leaks also 
remained within the internal 2015/16 
target of less than three days. 

Going forward we are targeting 
improvements in our leakage 
performance through the use of new 
technologies (including improved mobile 
and communication links with field staff) 
and improved leak detection processes 
and ways of working. This includes 
collaborative working with the Highways 
Agency to speed up our response and 
repair times while also minimising  
the impact on traffic.

SECURITY OF SUPPLY  
INDEX (SoSI)
South West Water’s achievement  
of the maximum SoSI score reflects  
the balance struck between supply  
and demand and the minimised risk  
of water restrictions being placed  
on customers. 

Our average customer consumption  
of 136.6 litres per day (per capita)  
is one of lowest in the industry and  
we support this through the promotion 
and installation of free meters (which 
generally encourage more efficient 
water use). 

None

None

None

None

2.83

2.80

84

84

2015 target

2020 target

2020 target

84

84

<2

2014/15 result

2014/15 result

2015/16 result

2015/16 result

£+/-

£+/-

Rep
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Security of Supply Index 
(SoSI)

100

100

2020 target 100

2014/15 result

2015/16 result

Regrettably, the Company failed to meet 
its performance target for pollutions 
from drinking water assets in 2015. 
A strategy has subsequently been 
developed in order to prevent future 
incidents. This includes: 
• further staff training to heighten 

awareness regarding the importance 
of preventing a discharge into a 
watercourse

• better training for production staff  
to divert flows around the works 
rather than a discharge into the 
environment

• training for suppliers to make their 
staff aware of their obligations on  
our behalf

• improved communications with the 
Environment Agency to discuss at a 
local level the impact of short duration 
discharges into the environment. 

The above is not an exhaustive list and  
the strategy and options will remain 
under continual review throughout  
the year. See page 26.

Rep

Current household meter penetration is 
79% and we are targeting 85% by 2020. 
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CUSTOMER SATISFACTION 
South West Water’s overall customer 
satisfaction remained high in 2015/16, 
at 89% (2014/15: 90%), with satisfaction 
regarding value for money improving to 
59% (2014/15: 58%).

Our Company’s customer service score 
(as measured by the Service Incentive 
Mechanism) continues to increase 
and there was a 12% reduction in 
unwanted customer contacts, reflecting 
both operational improvements and 
ongoing work to improve customer 
service through the proactive delivery 
of information, advice and support. This 
includes the provision of self-service 
options and real time information 
through digital platforms such as 
MyAccount, WaterLive and BeachLive. 

Further improvements in customer 
service are being targeted through 
the Company’s increased use of data 
analytics, investment in staff training 
and the sharing of best practice with 
Bournemouth Water, which has a track 
record of customer service excellence. RESOLVING CONTACTS 

FIRST TIME 
Our strategy is primarily designed to 
prevent issues and problems arising, 
avoiding the need for customers to 
contact us. However, when a customer 
does need to contact us, it is our aim 
to resolve the matter as quickly and 
professionally as possible.

Our wholesale activities are central 
to delivering reduced service failures 
and a speedy response when things 
do go wrong, both of which contribute 
to overall customer satisfaction and 
we have also focussed on enhancing 
our Customer Relationship 
Management (CRM) systems to 
ensure every contact we have with 
customers is responded to in a more 
structured and consistent way.

Dealing with our customers’ requests, problems 
and queries quickly and efficiently and ensuring  
the service they receive represents value for money.

Service Incentive 
Mechanism 

Customer satisfaction 
with value for money 

57.8

Customer satisfaction

90

89

2014/15 result

2014/15 result

2015/16 result

2015/16 result

74.8

78.6

2014/15 result

2015/16 result

59.0

A revamped web presence is also in 
development for 2016/17. 

The Company remains committed 
to further enhancing the customer 
experience and we are continuing 
to innovate, develop and implement 
customer-focused improvements across 
all business areas and communication 
channels. These include:
• developing and investing in our people 

so they are in the best position to 
understand our customers’ needs and 
are able to provide them with the help 
and assistance they require, delivering 
the highest level of customer 
satisfaction

• use of analytics and combination of 
both customer and asset data to focus 
network investment and maintenance 
to reduce service failures and outages

• providing regular and informative 
updates to ensure the customer is 
kept informed without the need to 
make further contact

• increased proactive communication 
across a number of channels to 
match the customers preferred 
communication channel.

Rep

Rep

£+/-

2020 target 85.0

2020 target 90

2020 target 901

Addendum
1 The 2020 target has been updated from the version published on 15 July 2016.
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SERVING BUSINESS 
CUSTOMERS

As part of the integration  
of Bournemouth Water, and  
in preparation for the opening  
of the non-household retail 
market, a separate legal entity  
has been created – Pennon  
Water Services – to host the 
existing non-household retail 
functions of Bournemouth and 
South West Water. 
 
These businesses currently provide 
services to c.85,000 non-household 
customers combined, who will 
be eligible to choose their retail 
service provider from April 2017. 
 
Pennon Water Services is based 
in Bournemouth and combines 
expertise from South West Water 
Business Services, Source for 
Business, Avon Valley Water, 
Bournemouth Water Business 
Services, and Aquacare. 

In 2015/16 there was an improvement  
in the percentage of operational 
contacts resolved first time for both  
the drinking water and wastewater  
sides of the business, however 
wastewater did not achieve its target 
for the year. Improvements are being 
deployed to achieve the target going 
forward, including:
• speed of response times
• speed of repair times
• reduction of repeat calls.

In addition to the above, our Rapid 
Investment Optimisation (RIO) process 
is currently under review with the aim 
of expediting the process, improving 
customer communication and bringing 
forward work where possible which  
will reduce the number of repeat calls 
from customers in respect of blockages 
and flooding.

89%
Customer satisfaction

Operational contacts  
resolved first time (%) 

94.8

88.2

Drinking water 

Drinking water 

Drinking water 

Wastewater

Wastewater

Wastewater

87.1

93.5Drinking water 

Wastewater

2015 target

2020 target

91%

91%

95%

95%

2014/15 result

2015/16 result

£+/-
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PROTECTING 
OPERATIONAL SITES 
FROM FLOODING 
Keeping sites operational when faced 
with external threats such as flooding  
is fundamental to maintaining a reliable 
and uninterrupted service to customers.

South West Water aims to find the 
most sustainable solutions for dealing 
with flood risk and the Company works 
closely with the Environment Agency 
and other stakeholder groups such as 
local councils to identify and mitigate 
potential flooding issues. 

Historical data, projected climate 
change impacts and computer 
modelling are used for planning 
purposes and protections are already in 
place at key sites including Pynes water 
treatment works which supplies Exeter 
and the surrounding area.

South West Water is financially 
supporting the Exeter Flood Defence 
Scheme as it will provide service 
resilience for our wastewater assets  
from the effects of flooding and climate 
change. It also includes aspects of risk 
mitigation of service failure caused  
by riverbank and coastal erosion.

In addition, South West Water has 
provided a steel sheet pile wall to 
protect Countess Wear wastewater 
treatment works from extreme tidal 
and river flooding. 

In 2015/16 there were no supplies  
affected by flooding at our sites. 
 

Making sure the 
water and wastewater 
services we provide 
can withstand the 
potential impacts  
of extreme weather 
and security threats.

Supplies interrupted due  
to flooding on our sites 

2014/15 result

2015/16 result

2020 target

0

0

0

Flood defence scheme at Colebrook, Devon 
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Ensuring our 
customers can rely 
on us to remove and 
dispose of wastewater 
safely and efficiently, 
and that the likelihood 
of sewer flooding 
affecting homes  
and businesses  
is minimised. 

SEWER FLOODING
Regrettably, due to the wet winter in 
2015/16 the numbers of internal and 
external sewer floodings were both 
higher than the previous year despite 
relatively normal levels of annual rainfall.

In addition to sewer rehabilitation/
relining and the replacement of trunk 
sewers when necessary, the Company  
is working to improve its response times 
to flooding incidents while also raising 
customer awareness about sewer 
misuse in order to prevent potential 
blockages on the network. Enhanced 
network monitoring and computer 
modelling is also being used to predict 
and prevent network issues. 

We have set out ambitious performance 
commitments to reduce the number 
of internal sewer flooding incidents 
substantially over the next five years. 
Long term investment in sewer capacity 
improvements have been effective 
in achieving our target for rainfall 
induced flooding, however, reducing 
the incidence of flooding due to sewer 
blockages remains a challenge.

An action plan is now in place  
which focuses additional resources  
and the innovative use of new 
technologies to address the root  
causes of sewer blockages and  
reduce the number of repeats.

We are also raising customer  
awareness about sewer misuse  
through our 'Love Your Loo' campaign 
which was promoted through local 
media and a series of events across  
the region. 

Furthermore, South West Water 
continues to work with organisations 
including the Environment Agency 
and local councils on flood alleviation 
projects. In 2015/16 this included  
the completion of the £2m flood 
alleviation scheme to protect homes 
in the Colebrook area of Plymouth and 
support for the proposed Environment 
Agency and Cornwall Council-led  
£20m flood alleviation and regeneration 
scheme around St Austell (for which  
a funding bid has been submitted  
to the EU). The Exeter Flood Defence 
Scheme will also help to reduce the risk 
of sewer flooding in parts of Exeter.

Internal sewer flooding 

External sewer flooding 

Sewer blockages 
and collapses

182

189

3,179

3,702

2015 target

2015 target

2020 target

2020 target

153

135

3,440

3,200

2014/15 result

2014/15 result

2015/16 result

2015/16 result

8,693

8,914

2020 target 9,200

2014/15 result

2015/16 result

£+/-

£+/-

KPI
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OUR PERFORMANCE

RELIABLE WASTEWATER 
SERVICES

ODOUR CONTACTS FROM 
WASTEWATER TREATMENT 
WORKS 
A reduction in the number of odour-
related contacts is being targeted 
through improvements to our 
operational practices in addition to 
the installation or upgrade, where 
necessary, of odour control systems  
at South West Water sites. 

In 2015/16 the number of odour-
related contacts from wastewater 
treatment works was reduced by 31% 
compared to the previous year. The 
Company continues to prioritise odour 
improvements at those sites which have 
historically been the subject of the most 
contacts – these include Camel’s Head in 
Plymouth which received a £3m upgrade 
during 2015/16. 

BIO-RESOURCE RECYCLING 
South West Water recycles around 38 
million tonnes of biosolids every year  
for use as an organic fertiliser  
on agricultural land. 

Biosolids recycling is a closely regulated 
practice and we operate effective quality 
assurance processes to ensure that 
these regulations and guidance are  
fully met and a high quality product  
is supplied to farmers. 

At present our sludge is produced 
through conventional anaerobic digestion 
processes and lime treatment systems.

Odour contacts

333

230

2015 target

2020 target

388

300

2014/15 result

2015/16 result

CASE STUDY: 

Downstream Thinking
In the longer term, a reduction in sewer flooding is being targeted through 
South West Water’s ‘Downstream Thinking’ programme of work to improve 
urban drainage working collaboratively with other risk management authorities 
(the Environment Agency, lead local flood authorities and highways) and using 
low-cost sustainable techniques (including landscaping and Sustainable 
Drainage Systems or SuDS). Key projects in 2015/16 included:
 
WaterShed Project in Aveton Gifford, Devon (pictured)
Designed to tackle sewer flooding by reducing the amount of surface water 
entering the combined sewer system by 25%, the project is being delivered 
with support from the parish council, local school, Devon County Council and 
householders. It involves three strands of activity:
• building a new surface water sewer and a swale (an artificial mud-bank)  

to take rainwater from the school, car park and community hall to a  
local stream

• installing free SuDS features at individual properties by running  
a ‘Reverse Auction’ with residents

• building sustainable drainage features at the school.
 
The added benefits of the scheme include wildlife habitat creation and 
additional drainage. Local homeowners are also signing up for a free 
downpipe disconnection using sustainable drainage methods to reuse  
or store water in their gardens.
 
Exmouth
Identified as a catchment in which SuDS would be beneficial to tackle flooding 
and pollution risks, Exmouth is now the focus of preliminary work to engage 
key stakeholder groups and identify opportunities for collaboration. Following 
this process, initial design principles are expected to be put forward to the 
local community in 2016/17. 
 
Kingsbridge
An Integrated Urban Drainage Model has been designed in partnership with 
the Environment Agency and Devon County Council. This will provide a tool to 
assess the impact of future developments and to develop solutions to existing 
long-term flooding issues in this complex catchment.

£+/-
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Our plans are to ensure that our existing 
facilities are maintained effectively to 
enable our long-term ability to continue 
this activity. 

Our performance in 2015/16 dropped 
marginally below the 100%  
compliance target.

To improve and maintain sludge recycling 
compliance going forward South West 
Water has implemented new operational 
practices that adhere to the new 
Biosolids Assurance Scheme. These 
best practice procedures exceed current 
regulatory requirements, ensuring 
recycling biosolids to agricultural land 
is a safe and sustainable practice and 
enabling 100% compliance in 2016/17.

ASSET RELIABILITY 
(WASTEWATER) 
In 2015/16 South West Water’s asset 
reliability continued to be deemed 
stable against all of these measures. 

Compliance with  
sludge standard

100

99.94

2015 target

2020 target

100

100

2014/15 result

2015/16 result

CASE STUDY: TECHNOLOGY 
TO IMPROVE SEWER 
NETWORK MONITORING 

The use of new technologies is a key part 
of South West Water’s approach to improve 
both efficiency and sustainability. During 
2015/16 the Company trialled the use of 
SewerBatt – innovative pipe inspection 
technology which uses sound to assess the 
condition of sewers. It is hoped that the roll 
out of SewerBatt will allow for improved 
sewer cleansing by identifying blockages and 
other potential pollution issues much more 
quickly than traditional methods.

Rep

Asset reliability (wastewater) 

Processes

2014/15 result Stable Stable

Pipes

Stable Stable2015/16 result

Stable

Stable

Stable

Stable

2015 target

2020 target

£-
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Minimising our impact 
on the world around 
us and taking steps to 
protect and enhance it 
where possible.

WASTEWATER  
TREATMENT STANDARDS 
During K5 (2010-15) South West Water 
focused on a targeted programme of 
wastewater treatment improvements 
while also working to prevent potential 
failure through increased monitoring.

In 2015/16 South West Water’s score for 
numeric compliance (the percentage of 
wastewater treatment works deemed 
compliant) remained above the K5 
average but was slightly below that  
of the previous year. 

This was in part due to the negative 
impact of saline infiltration at some of 
our coastal sites and highlights the need 
for further robustness of our biological 
processes as the Company strives to 
achieve 100% compliance by 2020. 

Wastewater treatment 
works population equivalent 
sanitary compliance

99.20

99.13

2014/15 result

2015/16 result

2020 target 100

Wastewater treatment 
works descriptive 
compliance

91.40

99.09

2014/15 result

2015/16 result

2015 target

2020 target

100

100

96.10

95.80

Wastewater treatment 
works numeric 
compliance

2014/15 result

2015/16 result

2015 target

2020 target

98

100

We have reviewed our ongoing  
numeric compliance improvement 
strategy and increased both capital 
investment and monitoring systems. 
Identified improvements include 
increased capacity, further automation 
and instrumentation to enable fast 
corrective action and an enhanced 
saline infiltration reduction programme. 

In 2016/17, the Company is targeting 
98.5% compliance in order to move 
towards 100% by 2020.

£-

£-

Rep



Annual Performance Report 00 - 33

Regulatory Reporting 34 - 81

southwestwater.co.uk/report2016  South West Water Limited 25

UPSTREAM THINKING

South West Water’s award-winning programme of catchment management, ‘Upstream Thinking’ targets improved  
raw water quality and storage in the natural landscape using a range of low-cost sustainable techniques.

Delivered in partnership with a number of regional organisations, national park authorities, conservation groups, 
landowners and the farming community, the programme comprises:

Moorland restoration projects on Exmoor and Dartmoor
Activities such as ditch-blocking have reversed the effect of centuries of peat cutting (which has resulted in dried  
out eroded moorland areas). The new wetlands are providing benefits in terms of water quality, carbon capture, and 
natural water storage reducing the likelihood of flash flooding downstream. The projects have also had significant 
biodiversity and habitat benefits.

Agricultural schemes (such as grassland restoration, woodland planting and soil and manure management)
Alongside partners including Devon Wildlife Trust and the Westcountry Rivers Trust, we have been working with  
farmers and landowners to implement effective water management on properties with a potential impact on our  
region’s water courses. Examples include grassland and woodland projects to ease and direct the flow of water,  
soil and manure management and fencing to prevent livestock from entering streams or rivers. 

Upstream Thinking is also supporting farmers to access capital grant funding in order to make improvements,  
comply with legislation and reduce the risk of pollution.

To date the Company has restored in excess of 2,200 hectares of moorland and implemented improvement  
schemes at more than 840 farms in line with the 2015-2020 business plan.
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PREVENTING POLLUTION
South West Water had zero ‘serious’ 
Category 1 pollution incidents again in 
2015/16 and made a substantial reduction 
in the total number of pollution incidents 
overall however, regrettably, there were 
seven Category 2 'significant' incidents 
compared with three in 2014/15. 

In response, a comprehensive performance 
review was undertaken which identified 
blockages on the network as the largest 
single pollution risk. 

A strategy is now being implemented, 
designed to improve the robustness of the 
wastewater network and assets and increase 
monitoring and maintenance during 2016/17. 

A strategy has also been developed to help 
prevent future drinking water pollution 
incidents. This includes further training for 
staff and suppliers, aimed at preventing 
discharges into the watercourse, and improved 
communications with the Environment Agency 
to discuss at a local level the impact of short 
duration discharges into the environment.

SUSTAINABLE 
ABSTRACTIONS 
South West Water takes care to ensure 
that its water abstractions are not 
detrimental to the local environment 
and that its abstraction activities 
are carried out in an effective and 
sustainable way. 

The company’s abstractions are 
not currently classed as causing 
environmental harm under Water 
Framework Directive (WFD) criteria  
and the Company continues to work  
with the Environment Agency (EA)  
to ensure this remains the case. 

ENERGY AND CARBON
South West Water continues to  
improve the way it manages energy and 
greenhouse gas emission levels through 
a combination of asset optimisation, the 
use of new technologies (e.g. remote 
operating systems), renewable energy 
generation and the promotion of in-house 
energy efficiency. 

In 2015/16 South West Water focused on 
improved energy management through 
enhanced monitoring and performance 
tracking systems (including preliminary 
work to deploy sub-metering at its 
larger sites). The company sourced its 
largest volume of renewable energy 
of any year to date (25.3GWh which 
equates to c.9.7% of total energy 
usage) and increased its installed 
renewable energy capacity to 15MW. 
Staff engagement continued through the 
Company’s Powerdown initiative. 
 

Cat 1 & 2

Cat 1 & 2

2014/15 result

2014/15 result

Cat 3 & 4

Cat 3 & 4

2015/16 result

2015/16 result

2015 target

2015 target

2020 target

2020 target

Number of EA/WFD 
improvements required 

Drinking water  
pollution incidents

Wastewater pollution 
incidents

2014

2015

2015 target

2020 target

0

3

0

0

0

238

2

315

3

7

0

0

0

198

2

222

5

0

0

0

£-

£-

Rep
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RENEWABLE ENERGY 
In April 2015 Burrator Dam hydro 
scheme was brought online; a 160kW 
turbine generating c.250MWh per 
annum. In December 2015 South West 
Water also commissioned its largest on-
site solar PV scheme to date; a 250kW 
array, generating 270MWh per annum 
for Camborne wastewater treatment 
works in Cornwall (around 12% of the 
site’s total annual usage). 

South West Water also commissioned its 
first collaborative community renewable 
energy scheme; a 100kW solar array 
supplying Nanstallon wastewater 
treatment via a private wire supply and 
20 year Power Purchase Agreement 
(PPA) with Wadebridge Renewable 
Energy Network (WREN). 

Carbon emissions 
(ktCO2e) 

2015/16 renewable energy: 
breakdown 

Energy from renewable 
sources (%)

Hydro 12.8GWh
CHP 5.1GWh
Solar PV* 7.1GWh 
Wind 0.3GWh
TOTAL c.25.3GWh

* This includes 5.1GWh of output from two private  
wire schemes Polmaugan (Restormel) and WREN  
at Nanstallon.

61.8

7.14

98.6

2.40

Drinking water 

Drinking water 

Drinking water 

Wastewater

Wastewater

Wastewater

56.7

5.75

93.5

1.42

Drinking water 

Drinking water 

Wastewater

Wastewater

2020 target

12.2

7.8

2014/15 result

2014/15 result

2015/16 result

2015/16 result

Rep

Rep

Drinking water 

Wastewater

2020 target

48

102
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BATHING WATER QUALITY 
South West Water’s legacy of major 
investment to protect bathing water, in 
addition to accelerated bathing water 
quality schemes implemented during 
2014/15, was reflected in extremely 
positive results for the 2015 bathing 
water season, which was assessed 
under tougher new EU standards. 

Of the 145 bathing waters tested in the 
South West Water region, 141 or 97.2% 
passed, with more than 70% classified 
as ‘excellent’. 

Four bathing waters were rated as ‘poor’ 
however this was not due to any failure 
of South West Water’s assets. 

The Company recognises that bathing 
water quality is dependent on a wide 
range of factors. Work continues, 
alongside partners including local 
councils, community groups, 
landowners and conservationists,  
to tackle bathing water quality issues  
in an holistic and sustainable way. 

RIVER WATER QUALITY 
We aim to ensure that the wastewater 
we return to the environment is treated 
to high standards, thereby minimising 
its impact on river water quality and the 
eco-systems within. 

During K6 (2015-20) 21 sites have been 
identified for improvement schemes, 
most commonly to reduce the levels of 
phosphorus in treated wastewater. In 
2015/16 enhancements were made at 
Tiverton wastewater treatment works in 
Devon, which is located on the River Exe. 

Non-compliant  
bathing waters*

Kms of river improved 

Having a positive  
long-term effect  
on the economy,  
people and quality  
of life in the region.

* Where failure is allocated to a South West Water 
asset. 2015 performance has been assessed under 
revised more stringent EU Bathing Water Directive.

* Total during 2015-20 period.

0

62km2015/16 result

2020 target 650km*

0*

2020 target 

2015 result

£+/-

Rep
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CASE STUDY: BEACHLIVE SERVICE EXPANDED

In June 2015 South West Water added 39 beaches to BeachLive, its free 
online information service about bathing water quality, taking the total 
covered to 84.

The voluntary, award-winning service informs beach users about bathing 
water quality in real time, helping them make informed choices about going 
in the sea.

The company also launched a new BeachLive App so people can check  
it on the go. www.beachlive.co.uk

SUPPORT FOR  
EDUCATION 
South West Water supports the region’s 
schools, colleges and universities 
in a variety of ways, ranging from 
school talks and guest lecturing to 
work experience placements and the 
provision of educational materials. 

The Company is a leading partner in 
the development of a new University 
Technical College (UTC) for South 
Devon, based in Newton Abbot. The 
college, which opened in October 2015, 
places a unique focus on engineering, 
water and the environment and caters 
for up to 600 young people aged 
between 14 and 18.

Students are working towards academic 
and technical qualifications, enabling 
them to progress to positions as 
technicians or apprentices and thereby 
making a valued and sustainable 
contribution to the industry and  
the region.

APPRENTICESHIPS
South West Water’s award-winning 
apprenticeship programme continued  
to grow in 2015/16, offering young people 
the chance to gain practical experience 
alongside skilled staff whilst learning 
technical skills in college.

Since 2011, 85 apprentices have been 
recruited across all directorates. South 
West Water was once again recognised 
in the prestigious Top 100 Apprenticeship 
Employers list which is compiled annually 
by the National Apprenticeship Service. 
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HEALTH AND SAFETY
South West Water prides itself on being 
a responsible employer and we attach 
paramount value to the health, safety, 
and wellbeing of our employees. The 
company’s performance in respect 
of RIDDOR-reportable injuries was 
maintained at the same level during the 
calendar year 2015 as that achieved in 
2014, with a total of seven reportable 
injuries, none of which involved  
a serious injury.

Following a review of its operational 
sites during 2014/15, South West Water 
undertook a number of activities in 
2015/16 to further reduce health and 
safety risks. This included the roll out 
of a Dynamic Risk Assessment training 
package, designed to help front-line 
operational personnel undertake 
advanced risk assessment. 

South West Water made progress with 
its Lone Worker system to further 
safeguard staff working alone. This 
includes the use of wearable hardware 
known as TWIG which can monitor body 
movement and raise alerts if patterns of 
movement synonymous with injury, trips 
or falls are detected. We have explored 
the use of remote technologies including 
aerial drones to provide improved risk 
assessment and trialled face-to-face 
physiotherapy to help provide employees 
with timely treatment, reduce the risk of 
longer term injury and thereby minimise 
lost working time due to absence. 

Health, safety and wellbeing continue 
to be promoted through a variety of 
internal campaigns including ‘TAP’ 
(’Think, Act, Prevent’) and ’Hang on 
a Sec’ which is focussed on raising 
safety awareness within wastewater 
operations. 

During October 2015, South West 
Water also participated in the Water 
UK Wellbeing Week, holding a series of 
events and offering employees personal 
health checks with a trained nurse. 

SUPPORT FOR OUR 
PEOPLE 
South West Water’s ‘People Strategy’, 
which was rolled out in 2012/13, 
continues to foster a culture of support 
and motivation for staff. Various 
programmes are in place to encourage 
career development and the Company 
continues to review and expand these to 
ensure it has the right balance of skills 
for the years ahead.

In 2015/16 South West Water’s employee 
development programme included:
• continuing with the programme of 

upskilling operational staff (started  
in 2014/15)

• supporting over 120 first-line, middle 
and senior managers through three 
tiers of management development 
programmes (Managing for Success 
(M4S), STEP and LEAD). 

South West Water undertakes employee 
surveys on an annual basis. The 
Company’s 2015 employee survey, which 
was carried out by Ixia, also showed a 
77% response rate, up 4% on the prior 
year. The Engagement Index remained 

at 74% (against Ixia’s benchmark of 
70%), with areas of focus including  
more communication on company 
changes, more recognition of effort  
and the sharing of rationales for 
decision-making.

ACCESS AND RECREATION 
The recreational opportunities and 
facilities available at South West 
Water’s reservoirs are managed on its 
behalf by the South West Lakes Trust 
(SWLT). Sailing, fishing, windsurfing, 
wakeboarding, nature trails and cycling 
are just a few of the activities the Trust 
helps to facilitate. 

In 2015/16 there were 1.86m visits to the 
50 sites the Trust manages. 

A highlight for 2015/16 was the 
achievement of a Green Tourism Gold 
Award for Wimbleball Lake in December 
2015, recognising the Trust’s work to 
promote sustainable tourism.



Annual Performance Report 00 - 33

Regulatory Reporting 34 - 81

southwestwater.co.uk/report2016  South West Water Limited 31

EMPLOYEE 
VOLUNTEERING 
South West Water has an active 
volunteering programme which 
enables staff to take part in agreed 
community projects including beach 
cleans and habitat restoration. These 
are often linked with external groups, 
such as Keep Britain Tidy and the 
region’s Wildlife Trusts. 

Highlights for 2015/16 included: 
• CHICKS Action Station volunteer 

day. Volunteers helped with 
gardening, tree planting and 
painting as well as refurbishing 
panelling in the trampoline barn to 
celebrate National Volunteer week 

SPONSORSHIP  
AND DONATIONS 
In 2015/16 South West Water provided 
more than £89,000 in community 
sponsorship. Using the Business 
in the Community framework as a 
guide, South West Water’s principal 
sponsorships were with:
• Devon and Cornwall Wildlife Trusts 

– in support of their community 
engagement and educational 
outreach programmes 

• Surf Life Saving GB – in 
support of the Nippers & Youth 
Championships and a three-
year Graduate Lifeguard Project 
programme for young people

• the South West Coast Path 
Association, which takes care of 
the 630-mile coast path, one of the 
region’s main tourist attractions

• British female No.2 windsurfer Izzy 
Hamilton, from Bude, who learned 
to windsurf at Roadford Lake

• the Western Morning News 
Business Awards and the South 
West Tourism Awards, which  
were supported by South West 
Water Business Services.

• Beach cleans including the Give 
& Gain Beach Clean at Dawlish 
Warren, a very sensitive area for 
bird migration and a Special Site  
of Scientific interest

• Exmoor Mires Bogtastic Event – 
volunteers staffed the event which 
is linked to the Upstream Thinking 
programme and encourages 
awareness about moorland  
water quality

• Habitat Restoration at Park Lake, 
one of South West Water’s newest 
and largest reservoirs and a County 
Wildlife Site. 

 2014/15 2015/16 2020 target

RIDDOR incidence rate (nr) 7 7 0

Number of Apprentices 61 85 100

Employee satisfaction (%) 74 74 80

Staff productivity (%) 75 77 80

Staff attendance levels (%) 96.4 97.1 97

Number of training days (nr) 5,707 4,634 4,000

Investors in People Silver Silver Silver 
Standard (grade)

Number of volunteer days 151 192 200

Visitor numbers at  1.79m 1.86m 2.1m 
recreational sites 

Sponsorship grants  74.7 89.0 80 
to local community (£'000)

Community scorecard

The Company also donated £47,250 to 
charities chosen by staff (Age UK, the 
Devon & Cornwall Food Association,  
the RNLI and the Devon and Cornwall 
Air Ambulance Trusts) and continued  
its support for WaterAid, the water 
industry charity.

KPI
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South West Water aims to work in 
innovative ways which reduce our costs 
and mitigate the impact of potential 
volatility in the price of energy, fuel, 
chemicals and the other raw materials 
essential to our operations. 

By running our business efficiently we 
keep the costs to customers as low 
as possible. Through our WaterShare 
mechanism we are able to pass the 
benefits of net outperformance back  
to customers and shareholders in a fair 
and transparent way (see page 39).  
We also recognise that there are people 
in our region with genuine affordability 
issues and, as such, we offer a range  
of support schemes. 

SUPPORT FOR THOSE  
WHO NEED IT 
South West Water is recognised for 
implementing innovative industry 
leading schemes to assist our 
customers with affordability or debt 
issues, such as its WaterCare+ scheme, 
which offers advice on metering, tariffs 
and how to ‘save water to save money’. 

The scheme also offers a ‘benefit’ check 
and in 2015-16 the average weekly 
benefit increase per customer was £44. 
 
We were one of the first water 
companies to introduce a social tariff 
to help our very low income customers 
and to date c.4,000 customers are 
benefitting from a bill reduction of  
up to 50%.

The Freshstart fund which helps 
customers who are new to debt 
and find themselves in vulnerable 
circumstances, through bereavement, 
long term illness or loss of a job has 
helped over 1,600 customers since it 
was introduced.

In order to reach out to customers 
who may find themselves in vulnerable 
circumstances, South West Water 
works in partnership with organisations 
including Citizens Advice Bureaux, 
Social Housing Providers, Carer 
Organisations and Local Authorities 
to ensure that all our schemes are 
promoted and easy for customers to 
access and apply for help. 

During 2015-16 we held ‘drop in’ 
surgeries across the region, used 
established volunteer networks to 
identify, engage with and help those 
most in need as well as distributing 
‘advice on tap’ leaflets to customers 
in sheltered and social housing 
accommodation.

South West Water has recently been 
recognised and awarded a BiTC South 
West Collaborative Action Award for 
tackling water poverty and supporting 
customers in vulnerable circumstances. 
These awards recognise businesses 
that are pooling resources and working 
together to make a positive impact on 
a key social or environmental issue 
through their collaborative action. 

During 2016-17 we will continue 
to work in collaboration with local 
organisations in some of the region’s 
most economically deprived areas 
to engage with our hard to reach 
customers in vulnerable circumstances, 
increasing the level of activity and events 
throughout the region.

Being efficient in order 
to keep our costs as 
low as possible and 
offering support to 
those who struggle  
to pay.
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Number of customers 
assisted by water poverty 
initiatives

24,899

26,837

2014/15 result

2015/16 result

2020 target 23,210

Rep

Domestic customers
paying a metered bill 

78.1%

79.1%

2014/15 result

2015/16 result

2015 target

2020 target

80.4%

84.7%

£-

METERING 
79.1% of our household customers are 
now metered with 6,136 installations 
carried out over the past year. Based 
on the feedback received through our 
research and engagement to inform 
our business plan for 2015-20, the 
majority of customers believe that 
metering is the fairest way to charge 
people. However, customers generally 
dislike compulsory metering and 
believe that switching to a meter 
should still be a choice for each 
individual customer. 

In order to achieve the target set for 
2016-17 we will continue to promote 
the benefits of switching to a meter 
throughout the year. We will look to 
increase the level of communication, 
using every available touch point to 
inform and help customers decide 
whether they will benefit by being on a 
meter. We have changed our policy so 
that customers have 24 months rather 
than 12 months to decide whether 
to stay on a meter or revert back to 
unmetered charges (free of charge).

Being metered is also a prerequisite 
for some of our affordability schemes 
and through the increase in activity in 
this area we will be able to encourage 
more customers to switch to ‘save 
water, save money’. Furthermore 
through our collaborative work, mainly 
in social housing, we plan to target 
unmeasured properties, where debt  
is a particular burden by fitting 
meters, under agreement, to 
demonstrate the savings that  
can be made by switching.

TACKLING WATER DEBT

Through partnerships with social housing providers, we are 
helping to provide affordability help and advice to residents in 
order to build positive customer relationships and reduce debt. 

During 2015/16, this included targeted work with Teign 
Housing and North Devon Homes which resulted in a 170% 
uptake of affordability schemes, increased metering and 
significant debt reduction.

26,837
Number of customers 

assisted by water poverty 
initiatives
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Strong financial 
policies and prudent 
investment decisions 
are critical to ensuring 
a successful future for 
our business and the 
major role we play in 
the regional economy.

1 Increased new connections impacting both the water and wastewater revenue as well as increasing revenue for 
connection and infrastructure charges.
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REVENUE
As expected and planned in the 
regulatory period, customers benefited 
from a c.5% reduction in tariffs 
and as a result appointed revenue 
reduced to £504.3m. Offsetting this 
reduction was an additional £3.5m of 
revenue generated from c.7,700 new 
customer connections with existing 
customer demand broadly in line with 
last year. This is significantly ahead 
of expectations which assumed an 
underlying demand fall from existing 
customers and fewer new connections.

South West Water continues to promote 
metered bills to all customers. 80% of 
all South West Water’s customers are 
now benefitting from a metered supply, 
with 6,058 customers opting for a meter 
in 2015/16. The number switching 
during the year was slightly lower than 
expected – increasing the revenue 
recovered against target.

   Water Wastewater
   £m £m

Final Determination Revenue allowance   202.5 256.6 

Customer demand   3.1 (0.5)

New connection numbers1   1.6 (2.4)

Meter optants   0.8 1.0

Capitalised requisitions   0.2 5.2

   208.2 259.9

Overall wholesale appointed revenue 
was £5.7m in water and £3.3m in 
wastewater above the levels assumed 
within the final determination. Whilst 
above the amounts assumed within the 
business plan there is no penalty for 
2015/16. 

Revenue reconciliation 



REDUCTION IN AVERAGE BILLS

Average household bills fell to their lowest 
levels for eight years in 2015/16, with an 
average reduction of 3%.

As part of its 2015-20 business plan, South 
West Water has also implemented a five-year 
'Price Promise' to keep average household bill 
increases below inflation, while also spending 
c.£1bn to maintain and improve water and 
wastewater services in the region.
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OPERATING COSTS
While the Retail Price Index (RPI) rose  
on average by 1.1%, total operating  
costs fell compared to the prior year.  
Key movement were:
• lower cost of doubtful debts
• lower depreciation and costs of new 

capital schemes
• efficiencies delivered in the year offset by
• cost increases (including inflation)
• costs associated with non-household 

market opening and other one- 
off costs.

CAPITAL EXPENDITURE
Capital additions for the year were £126.8m. 
The key areas of focus remain:
• improved drinking water quality
• ensuring a high level of bathing water quality
• delivering environmental improvements.

Investments during the year included:
• continued investment on the new 

innovative Mayflower water treatment 
works at North Plymouth

• investments in assets at wastewater 
treatment works to maintain compliance

• investments in sludge treatment assets 
ahead of innovative programmes aimed at 
energy generation

• expansion of the water and sewer 
networks through requisitions

• delivering additional capacity to meet 
growth requirements.

South West Water continues to deliver 
capital projects in line with Ofwat, Drinking 
Water Inspectorate and Environment  
Agency expectations.

TOTAL EXPENDITURE (TOTEX)
During the year a number of unfunded 
and non-recurring costs have been 
incurred including:
• market opening costs – costs 

associated with Market Operating 
System Limited (MOSL) and internal 
project delivery costs

• costs associated with completing the 
CMA review following the acquisition 
of Bournemouth Water

• restructuring costs – as part of the 
transition to the new K6 period and 
subsequent to the acquisition of 
Bournemouth Water, the Company’s 
organisation has been restructured.

Despite these cost challenges, South 
West Water’s total expenditure (totex) 
for the year has remained below the 
levels allowed within the 2014 Final 
Determination.
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RETAIL
Total retail expenditure reduced 
compared to the prior year with the key 
impact being a targeted reduction in the 
cost of doubtful debts. 

Driven by strong collections 
performance and working with 
customers to manage their debt, the 
doubtful debt charge as a percentage 
of revenue fell further to 1.5% (2014/15: 
1.7%). Debt totalling £3.5m (2014/15: 
£17.7m) was written off against the 
provision during the year, of which 
£1.2m related to personal and 
commercial bankruptcy and £1.1m 
related to our Restart programme, a 
South West Water customer affordability 
initiative. The higher value in the prior 
year reflected a detailed review of 
customers who had moved properties 
and where debt had been outstanding 
for a number of years. 

Whilst significant improvements were 
made in the year, further initiatives are 
planned for the coming year to deliver 
the further savings required to meet the 
doubtful debt allowance within the 2014 
final determination of £13.34m. 

Customer service improvements, such 
as an enhanced web offering, including 
free call backs in a two hour window 
and the ability for customers to engage 

   Retail Retail
   Household Non-household
   £m £m

Final Determination cost allowance   28.1 2.5 

Key drivers:    
Bad and doubtful debts   1.1 –

Non-recurring exceptional costs   0.8 –

Other cost movements   0.5 0.3

Actual costs   30.5 2.8

Retail

with staff in real time via Webchat, have 
been used to deliver cost efficiencies 
(in order to offset cost pressures from 
inflation) and improve the customer 
experience.

Largely as a result of the doubtful 
debt charges, retail costs are above 
those allowed within the 2014 final 
determination. The key movements  
are summarised below:

WHOLESALE
Consistent with previous regulatory 
periods South West Water has targeted 
outperformance in order to maintain 
the efficient cost position within the 
2015-20 Business Plan. The Company 
has delivered strong efficiencies and 
cost savings whilst continuing to deliver 
capital projects in line with Ofwat, 
Drinking Water Inspectorate  
and Environment Agency expectations.

Total expenditure within both water 
and wastewater is lower than allowed 
within the 2014 Final Determination 
largely as a result of significant capital 
savings and other efficiencies. In addition 
to significant savings, there has also 
been a reduction in totex as a result of 
the timing of capital investment – for 
example the deferral of some bathing 
water expenditure whilst further 
detailed monitoring and investigation 
is completed to deliver an innovative 
solution to the quality requirements.

The key movements in expenditure are summarised below:

   Water Wastewater
   £m £m

Final Determination Totex allowance (2012/13 prices)  146.9 195.7 

Key drivers: 
Capital efficiencies and cost savings   (26.4) (25.1)

Timing of capital schemes   (7.8) (17.3)

Non-recurring exceptional costs   1.9 2.0

Advanced deficit repair costs   4.2 3.5

Other efficiencies and cost savings   (3.0) (3.1)

Actual totex (2012/13 prices)   115.8 155.7

Wholesale 



southwestwater.co.uk/report2016  South West Water Limited 37

Annual Performance Report 00 - 33

Regulatory Reporting 34 - 81

TAXATION
The statutory current tax charge for 
2015/16 of £15.7m included £10.5m credit 
of adjustments for prior year, which 
includes an updated assessment of 
uncertain tax items following clarification 
from HM Revenue and Customs (HMRC) 
on complex tax legislation, primarily 
relating to the deductibility of relief 
claims for capital expenditure. A statutory 
deferred tax credit of £21.3m resulted in a 
net total tax position of a credit of £5.6m.

The current corporation tax charge 
which is included within the tax charge, 
decreased from 2014/15. This reflects  
the decrease in profit reported, the 
decrease in corporation tax rate to  
20% and adjustments to the tax  
charge in respect of prior periods.

    Appointee
    £m

Final Determination Current tax allowance   17.4 

Key differences: 
Impact of prior years    (10.5)

Difference in profits    12.2

Depreciation and capital allowance impacts   (2.2)

Pension adjustments    (1.7)

Finance lease allowances    0.3

Other adjustments    (0.1)

    15.4

    Appointee
    £m

Profit before tax    150.8 

Profit before tax multiplied by the standard rate of UK taxation (20%) 30.1

Capital allowances for the year    (18.9)

Depreciation    20.2

Prior year pension adjustments    (3.1)

Finance lease adjustments    (2.7)

Other adjustments (includes prior year pension and finance lease) (10.2)

Current tax charge    15.4

Taxation

Current taxation

In respect of the overall appointed current 
tax charge of £15.4m, £15.1m has been 
assumed for group relief (relating to 
current and prior years). Group relief 
surrendered to South West Water by other 
companies in the Pennon Group is paid in 
full at the applicable corporation tax rate 
for the year.

In relation to the taxable profits calculated 
for 2015/16, South West Water has not 
disclaimed capital allowances as a means 
of managing the overall tax charge.

NET FINANCE COSTS
Net appointee finance costs have 
reduced from the prior year at £56.9m, 
predominantly reflecting the lower interest 
on RPI index-linked debt and reprofiling of 
lease interest. Aligned with the regulatory 
accounting guidelines, capitalised interest 
of £1.4m has been excluded from the 
appointee regulated interest charges.

South West Water has access to overall 
interest rates that are amongst the lowest 
in the water industry. Interest cover for 
2015/16 is both within the required levels 
for financial covenants and in line with 
expectations.

DIVIDENDS AND RETAINED 
EARNINGS
The Company has established a dividend 
policy, which involves the following 
components:
• a sustainable level of base dividend 

growth, determined by a number of 
factors including the shareholder’s 
investment and the cost of capital 

• a further level of growth funded by 
efficiency outperformance

• comparison with the assumptions 
made by Ofwat in setting prices for the 
regulatory period.

Dividend payments are designed to 
ensure that key financial ratios are 
not prejudiced, whilst also taking into 
account balance sheet considerations. 

Payments are also designed to ensure 
that the ability of the Appointee to 
finance its Appointed Business is not 
impaired. Dividends of £74.9m were paid 
to the parent undertaking, representing 

The appointed current tax charge of £15.4m 
is lower than the charge would have been 
based on the standard rate of tax applied 
to the profit for the year (a reconciliation is 
shown in the tables below). 

As a result, the current tax charge is 
lower than assumed within the 2014 
Final Determination with the key 
variances noted in the table below.

The appointed deferred tax credit of 
£21.5m for the year primarily reflects the 
change in rate of UK corporation tax. 

This will continue to change in line with 
corporation tax rates. The Company will 
apply relevant tax laws in a reasonable 
way and only engage in tax planning 
when it is aligned with the commercial 
and economic activity of the business.
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a base dividend of £55.6m and £19.3m 
of outperformance dividend based on 
cumulative performance for 2014/15.

The dividend was calculated with 
reference to the projections in the 
Ofwat 2014 Final Determination and the 
assumptions for 2015/16 included within 
the 2015-20 Business Plan.

LIQUIDITY AND DEBT PROFILE
The Company has a strong liquidity 
and funding position with £251.2m 
cash and deposits at 31 March 2016 
(including £214.0m of restricted funds 
representing deposits with lessors 
against lease obligations). In addition 
the Company has £685m of undrawn 
facilities. Cash and current asset 
investments reflects £244.5m within the 
appointed and £6.7m in non-appointed 
business. 

The Company’s financing structure 
gives scope and flexibility needed to 
implement our strategic objectives and 
maximise value.

Funding facilities are in place to 
cover both medium and long-term 
requirements, including loans from 
the European Investment Bank (EIB) 
and finance leasing arrangements. In 
addition, short-term facilities exist with 
a range of financial institutions.

At 31 March 2016 the Company’s loans 
and finance lease obligations totalled 
£2,044.5m. After the £251.2m held in 
cash this results net debt of £1,793.3m 
(a decrease of £24.2m during the year). 
Appointee regulatory net debt (which 
excludes the cash within the non-
appointed activities) is £1,800.0m.
 
The Company’s debt has a maturity of 
up to 41 years with a weighted average 
maturity of 25 years. The Company has 
fixed, or put in place swaps to fix the 
interest rate on at least 50% of its debt 
for the regulatory period (K6 2015-20). 
The Company also has £395.6m of debt 
index-linked to 2041-2057 at an overall 
real rate of 1.78%. As a result of these 
initiatives South West Water’s nominal 
average effective interest rate for 
2015/16 is 2.35% (Table 1E).

KEY METRICS
South West Water monitors several metrics 
(including those within the Regulatory 
Reporting table 4H) as outlined below:

Regulatory Capital Value (RCV)
RCV is the financial base used by Ofwat 
to allow a rate of return and set prices 
at each Periodic Review. At 31 March 
2016 RCV equalled £2,997.3m, an 
increase of £69.3m (2.4%) in the year 
driven by capital investment and RPI  
at the year end of 1.6%. The RCV at  
31 March 2015 was £2,928.0m.

Regulated gearing
The regulated gearing of 60.1% has been 
calculated as net debt as a proportion 
of RCV with Ofwat’s optimum regulated 
gearing for K6 (2015 – 2020) of 62.5%, 
which is within the range of 60% – 70%.

Post tax return on regulated equity
The post tax return on regulated equity 
of 11.8% has been calculated as profit 
after current tax for the appointed 
business as a percentage of average 
regulated equity.

Dividend yield
The dividend yield of 6.3% is calculated 
as the total appointed dividend for the 
year of £74.9m on the regulated equity 
of £1,197.4m.

Dividend cover
The dividend is covered 2.1 times and 
has been calculated as the profits of the 
appointed business for the year before 
dividends divided by total appointed 
dividend for the year.

Interest cover
South West Water has access to overall 
interest rates that are amongst the lowest 
in the water industry. Interest cover of 5.1 
for 2015/16 is both within the required 
levels for financial covenants and in line 
with expectations.

OUR PERFORMANCE AGAINST 
THE K6 REGULATORY 
CONTRACT (2015-2020) 
South West Water has the highest potential 
rewards in the sector for K6, with a base 
return of 6.0% (including non-household 
margins).

Based on the Company’s approach to 
reporting outperformance South West 
Water achieved a Return on Regulated 
Equity (RoRE) at 31 March 2016 11.8%. 
6.0% was the base return, 3.0%1 reflected 
the difference between actual and assumed 
effective interest rates, 2.5% Totex 
efficiencies delivered (adjusted for timing 
differences), and 0.2% reflects Outcome 
Delivery Incentives (ODIs).

The Regulatory Accounting Guidelines 
(RAGs) also assumes a base plus 
outperformance approach, however it 
does not include any timing differences for 
actual totex (i.e advancement or deferrals 
of capital schemes) and is based on the 
interest within Ofwat's final determination 
modelling. As a result the RoRE position 
for Regulatory Reporting at 31 March 2016 
is 13.8%. All calculations are based on 
2012/13 prices (with actual values deflated 
using average RPI) and based on assumed 
notional structures and average RCV 
assumed within the final determination. Tax 
impacts have been reflected at the actual 
effective tax rate of 10.2% for the year.

Totex outperformance
South West Water is striving for ever 
greater efficiency in K6, with a strong track 
record from K5. The company was deemed 
to be at the frontier of cost efficiency when 
it was awarded an enhanced Business 
Plan assessment with the largest element 
of potential operational outperformance 
over K6 coming from totex savings and 
efficiencies. South West Water is ‘front-
end-loading’ efficiencies and savings to 
allow early and more certain delivery of 
outperformance. 

1 Interest outperformance is based on the outturn effective interest rate adjusted using the expected K6 RPI of 2.8% and 
notional tax impact of 20%.
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ODI rewards
South West Water has 23 ODIs, including 
SIM, which have potential financial 
rewards or penalties. Incentives for 
performance are recognised in the year 
of delivery, whether the measure is 
recovered in period or as a regulatory 
true-up at the end of the period. 
Operational performance for the year 
has resulted in an ODI reward. Rewards 
were secured across bathing water 
quality, odour complaints and water 
restrictions. Improved performance is 
being targeted in areas where penalties 
were received such as pollutions and 
interruptions to supply. 

ODI rewards result in a £1.8m benefit and 
reflects RoRE outperformance of 0.2%.

Financing outperformance
Financing outperformance has been 
calculated based on the actual net 
interest costs deflated into 2012/13 
prices (using actual average RPI) and 
compared to the appointee nominal 
interest, assumed within the Ofwat 
financial modelling for the 2014 Final 
Determination, deflated into 2012/13 
prices (using RPI assumed within the 
financial modelling). 

WATERSHARE

South West Water has in place a unique 
WaterShare mechanism to share 
net benefits with customers through 
reinvestment options, future bill 
reductions and service improvements 
exceeding planned targets. 

WaterShare reflects the established 
mechanism for sharing Totex 
outperformance but also allows 
customers to share in financing 
outperformance1 from movements in 
the market on new debt instruments. In 
addition specific items are also shared 
with customers – with differing rates 
depending on the Company delivery. 

This WaterShare mechanism has 
identified c.£3.1m of benefits to 
customers this year and following 
discussions with our independent 
WaterShare panel it has been decided 
that this will be earmarked for 
reinvestment, rather than a targeted 
reduction in customer bills.

In addition, the ODI performance for 
South West Water has been reported 
and discussed at the Watershare panels 
throughout the year.

RORE

1 Financing outperformance is based on comparing average iBoxx rates, adjusted by assumed long-term RPI of 2.8% and compared to the cost of new debt assumed in the Final 
Determination of 2.0%. This is applied to an assumed new debt level of 25% and adjusted for the tax impact.
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Base 6.0%
Totex 3.9%
ODIs 0.2%
Financing 3.7%
TOTAL 13.8%



ACCOUNTING DISCLOSURES

BASIS OF PREPARATION
These regulatory accounts are prepared in accordance with 
regulatory accounting guidelines issued by the Water Services 
Regulation Authority (Ofwat), specifically:
• RAG 1.06 – Principles and guidelines for Regulatory Reporting
• RAG 2.05 – Guideline for classification of costs across the 

price controls
• RAG 3.08 – Guideline for the format and disclosures for the 

Annual Performance Report
• RAG 4.05 – Guideline for the table definitions in the Annual 

Performance Report
• RAG 5.06 – Guideline for transfer pricing. 

They have been prepared under the historical cost convention, 
as modified by the revaluation of certain financial instruments, 
and in accordance with International Financial Reporting 
Standards (IFRSs) as adopted by the European Union except for 
the dis-application of certain parts of IAS18 in respect of the 
probability of collection of billed revenue and IAS23 in relation 
to the capitalisation of interest incurred during the construction 
phase of items of ‘property plant and equipment.’ The detailed 
accounting policies applied by South West Water are set out on 
pages 100 to 105 of our Annual Report and Financial Statements.

The accounting policies and disclosures set out below are those 
specifically required within RAG 3.08.

These regulatory accounts were approved by the Board  
of Directors on 15 July 2016.

DIRECTORS EMOLUMENTS
Payments related to performance against agreed standards
As required by the Water Act 2014 and Regulatory Accounting 
Guidance from the Water Services Regulation Authority  
(Ofwat), additional information is given regarding this  
aspect of remuneration.

Full and detailed disclosures of Directors’ remuneration are 
included on pages 58 to 80 of the South West Water Annual 
Report and Financial Statements including details of the 
performance related bonus arrangements and the amounts  
paid to Directors under those arrangements.

The performance related remuneration of Chris Loughlin,  
as a Director of Pennon Group Plc and Chief Executive of  
South West Water (up to 31 December 2015) and Pennon  
Group Chief Executive Officer (from 1 January 2016) expressed  
as a percentage of salary up to a maximum of 100% (of which  
50% is received as deferred Pennon Group shares) were as 
follows:

From 1 January 2016 (totalling 75%):
• 22.5% earnings per share (EPS) performance of Pennon  

Group Plc
• 30% for the average of South West Water specific  

performance (in respect to targets which related to operating 
profit, net debt, the position the Company achieved in the 
Service Incentive Mechanism and the achievement of a range 
of service standards set for the Company by Ofwat

• 22.5% for achievement of personal strategic objectives.

From 1 January 2016 (totalling 25%):
• 7.5% earnings per share (EPS) performance of Pennon  

Group Plc
• 5% for the average of South West Water specific  

performance (in respect to targets which related to operating 
profit, net debt, the position the Company achieved in the 
Service Incentive Mechanism and the achievement of a range 
of service standards set for the Company by Ofwat

• 5% for the average of Viridor specific performance as detailed 
on page 71 of the South West Water Annual Report and 
Financial Statements 

• 7.5% for achievement of personal strategic objectives.

The payments for other Executive Directors relating to the year 
2015/16 expressed as a percentage of salary up to a maximum  
of 75% (of which 37.5% is received as deferred Pennon Group Plc 
shares) were as follows:
• 45% for the average of South West Water specific performance 

(in respect to targets which related to operating profit, net 
debt, the position the Company achieved in the Service 
Incentive Mechanism and the achievement of a range of 
service standards set for the Company by Ofwat

• 30% for achievement of personal strategic objectives.

These arrangements for 2015/16 were approved by the 
Remuneration Committee. Any changes in these arrangements 
for 2016/17 are noted in the Remuneration Report, included 
within the South West Water Annual Report and Financial 
Statements (pages 58 to 80). This report is available online  
at southwestwater.co.uk/report2016.

Dividend policy
South West Water has established a dividend policy which 
involves the following components:
• a sustainable level of base dividend growth, determined  

by a number of factors including the shareholders’ investment 
and the cost of capital

• a further level of growth funded by efficiency out-performance
• comparison with the assumptions made by Ofwat in setting 

prices for the regulatory period.

Dividend payments are designed to ensure that key financial 
ratios are not prejudiced, whilst also taking into account balance 
sheet considerations. 

Payments are also designed to ensure that the ability of the 
Appointee to finance its Appointed Business is not impaired.
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Dividends totalling £74.9m (2014/15: £255.8m) were paid to  
the parent undertaking, representing a base dividend of £55.6m 
and £19.3m of outperformance dividend based on performance 
for 2014/15.

The base dividend was calculated with reference to the 
projections in the Ofwat 2014 Final Determination and the 
assumptions for 2015/16 included within the 2015-20  
Business Plan.

Accounting policy note for price control segments
In accordance with Regulatory Accounting Guideline 4.05 – 
‘Guideline for the definitions table definitions in the Annual 
Performance Report’, published in October 2015 and subsequent 
information notices published by Ofwat, a segmental income 
statement (table 2A) and other segmental analysis (tables 2B  
to 2I) are presented within the Regulatory Reporting.

This segmental analysis separates certain financial and non-
financial information between the following four regulatory  
price controls:
• wholesale water
• wholesale wastewater
• retail household
• retail non-household.

Whilst these business units are not treated as organisationally 
separate businesses or separate companies by South West 
Water there are certain activities which are solely carried out by 
specific areas of the business due to more efficient and effective 
structures being in place to support the management and 
accountability of the business.

Certain departments (especially operational departments) 
may provide services for one regulatory price control segment, 
however many other departments perform services across two 
or more regulatory price control segments. Certain financial  
and non-financial information is therefore separated based 
upon a methodology which includes some assumptions and 
judgements utilising all available information.

As the price controls are not organisationally separated in South 
West Water they do not have their own separate management 
and support functions and they do not trade with one another.  
To represent them as distinct controls requires the allocation  
of costs and assets to them.

Wherever possible, direct costs and assets have been directly 
attributed to business units. Where this is not possible, 
appropriate cost allocations have been applied linked the key 
metric which best reflects the nature of the activity and costs.

The allocation between activities is reviewed annually to ensure 
the basis of allocation is still appropriate.

Where no direct allocation is possible management judgement is 
applied to allocate costs separately. The resulting costs reported 
for these business units do not necessarily represent what the 
costs would be if they were operated as separate business units.

During the year the Company took part in Ofwat's targeted review 
which focused on the water resources and sludge business areas. 
As a result the following minor changes were made to the approach:
• impounding reservoirs and abstraction licences – changes to 

the allocation of costs and assets were considered, however no 
changes were made as the treatment is already consistent with 
the revised guidance

• tankered waste – following review income and costs have been 
allocated to non-appointed. They were previously included within 
third party services

• liquor treatment costs – the allocation of costs in respect of 
return liquors has been adjusted to include additional relevant 
operating expense costs and depreciation allocations have also 
been amended to consider liquor treatment

• water treatment works sludge – costs of water treatment works 
sludge at wastewater works have been calculated and adjusted 
as part of the cost allocations.

Services
The allocation of operating costs within South West Water  
to specific service areas within the appointed business is based 
on activity analysis and principles which result in both direct and 
support costs being apportioned where not directly attributed. 
Activity levels between individual services are ascertained  
by reference to time allocations by individual employees along 
with other allocation basis in accordance to the underlying 
nature of resource utilisation.

A full ‘accounting separation’ methodology statement can be 
found at www.southwestwater.co.uk. The methodology statement 
explains in detail the basis of allocations for costs and assets.

Revenue recognition
Revenue represents the income receivable in the ordinary course 
of business in the year exclusive of value added tax. Charges billed 
to customers for water and sewerage services are recognised in 
the period in which they are earned. An accrual is estimated for 
measured consumption that has not yet been billed.

The measured income accrual is an estimation of the amount  
of mains water and wastewater charges unbilled at the year end. 
The accrual for unbilled charges is estimated using a defined 
methodology reflecting historical consumption, estimated 
demand trends and current tariffs. The measured income accrual 
is recognised within revenue. The methodology for calculating 
the measured income accrual is consistent with that applied in 
2014/15. A retrospective review of the 2014/15 measured income 
accrual and the amounts actually billed during 2015/16 which 
would be expected to align to the accrual was performed and there 
was no material difference.

Revenue is only recognised when the occupiers name is known. 
New properties are recognised when reported as connected. 
Unoccupied properties are identified through physical inspection, 
mailings and customer contacts. These properties are given a void 
status within the billing system, they are not billed speculatively 
(that is to ‘the occupier’) and revenue is not recognised against 
these properties.
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Where an invoice has been raised or payment made but the 
service has not been provided in the year this will be treated  
as a payment in advance. This will not be recognised within  
the current year’s revenue but will instead be recognised  
within creditors.

Charges on income arising from court, solicitor and debt recovery 
agency fees are credited to operating costs and added to the 
relevant customer account. They are not recognised within turnover.

A summary of the differences between revenue recognised in 
the statutory financial statements and Regulatory Reporting is 
included on page 52.

Within the statutory accounts, and in line with IAS18, revenue 
is only recognised if it is deemed probable that the economic 
benefits associated with the transaction will flow to South West 
Water (i.e. it is probable will be collected given all available 
information such as customer payment history). Within the 
Regulatory Accounts, in a deviation from IAS18 in line with 
Ofwat RAG 1.06, revenue is recognised for all properties where 
a service is being received even where it would not be deemed 
probable it would be collected. This difference in accounting 
treatment has resulted in £7.0m of revenue recognised within 
the Regulatory Reporting which is not recognised as revenue 
within the Financial Statements. 

Following this accounting treatment an additional £7.0m is 
recognised as a bad debt charge within operating expenses, 
which results in no difference in operating profit or profit  
before tax.

Capitalisation policy note
The cost of property, plant and equipment capitalised includes 
the original purchase price of the asset and costs attributable  
to bringing the asset to its working condition for its intended  
use. The cost of assets includes directly attributable labour  
and overhead costs which are incremental to the Company.  
Costs which meet the criteria for a capital asset and total in 
excess of £1,000 are capitalised.

Plant, property and equipment includes:
i) Infrastructure assets (being water mains and sewers, 

impounding and pumped raw water storage reservoirs, 
dams, pipelines and sea outfalls) 
Infrastructure assets were included at fair value on transition 
to IFRS and subsequent additions at cost, less accumulated 
depreciation. Expenditure to increase capacity or enhance 
infrastructure assets is capitalised where it can be reliably 
measured and it is probable that incremental future  
economic benefits will flow to the Company. The cost  
of day to day servicing of infrastructure components is 
recognised in the income statement as it arises.

Infrastructure assets are depreciated evenly over their  
useful economic lives and are principally:
Dams and impounding reservoirs 200 years
Water mains 40 – 120 years
Sewers 40 – 120 years

Assets in the course of construction are not depreciated  
until commissioned.

ii) Other assets (including property, overground plant  
and equipment)
Other assets are included at cost less accumulated depreciation.

Freehold land is not depreciated. Other assets are depreciated 
evenly over their estimated economic lives  
to their residual value and are principally:
Freehold buildings 30 – 60 years
Operational properties 40 – 80 years
Fixed plant 20 – 40 years
Vehicles, mobile plant and computers 4 – 10 years

Assets in the course of construction are not depreciated  
until commissioned.

The cost of assets includes directly attributable labour and 
overhead costs which are incremental to the Company. Assets 
transferred from customers are recognised at fair value.

The assets’ residual values and useful lives are reviewed annually. 
With effect from 1 April 2015, the useful lives for certain assets have 
been amended where both external benchmarking and internal 
experience indicates a change is required. Lives for some assets 
have increased whilst others have decreased. To accommodate this 
change the range of useful lives for water mains and sewers has 
increased from 100 to 120 years. This has resulted in a net reduction 
in the total depreciation charge for 2015/16 of £5.1m.

Gains or losses on disposals are determined by comparing  
the proceeds of sale with the carrying amount and are recognised 
within the income statement.

In line with IAS23, within the Statutory Accounts and Financial 
Statements, borrowing costs directly attributable to the 
construction of a qualifying asset (an asset necessarily taking 
a substantial period of time to be prepared for its intended 
use) are capitalised as part of the asset. However within the 
Regulatory Reporting, in a deviation from IAS23 and in line with 
Ofwat RAG3.08, borrowing costs are not capitalised.

Bad debt note
At the balance sheet date the Company evaluates the collectability 
of trade receivables and records provisions for doubtful debts 
based on experience including comparisons of the relative age  
of accounts and consideration of actual write-off history.

The actual level of debt collected may differ from the estimated 
levels of recovery. As at 31 March 2016 the Company’s current 
amounts receivable from customers were £191.8m, against 
which £88.7m had been provided for impairment.

Debt is written off only when all methods have been used  
to trace previous occupiers.

There has been no change to the write-off policy or bad debt 
provisioning policy. Year on year movements in the trade debtor 
balance are discussed in the ‘Financial Performance’ section.

ACCOUNTING DISCLOSURES
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ASSURANCE

SOUTH WEST WATER’S INTEGRATED ASSURANCE 
FRAMEWORK
As a ‘self assurance’ company, South West Water continues 
to employ an effective and rigorous risk management and 
assurance process. 

South West Water’s risk and assurance processes are 
embedded into the management of the Company and are 
designed to ensure risks are promptly identified, updated 
on a regular basis and appropriate mitigation is in place to 
suit the risk appetite. The methodology for identification and 
mitigation of risk is similar at individual business unit and 
corporate levels.

South West Water’s integrated assurance plan ensures, 
utilising a risk based approach, that an appropriate balance of 
varied providers of assurance dependent on the assessed risk 
and complexity of assurance requirements. The integrated 
assurance approach includes:

1ST LINE OF DEFENCE
Management

• performance reviews
• local quality control
• ‘sense checking’
• annual certification and 

‘sign off’ of submitted data.

2ND LINE OF DEFENCE
Policy setting and 
compliance checking

• business management 
systems internal audits

• policies and culture (e.g. 
whistle blowing)

• QA and ISO internal reviews
• risk & compliance internal 

reviews.

3RD LINE OF DEFENCE
External scrutiny

• group independent internal 
audit

• financial audit
• technical audit
• quality regulators (including 

ISO external reviews)
• business management 

systems external audits
• other external assurance 

providers.

This risk based integrated assurance framework is applied to 
all areas of the business, including all key projects as they arise. 
The mix of assurance methods used is reviewed by the South 
West Water Audit Committee, which is responsible for ensuring 
robust and comprehensive assurance frameworks are in place to 
support Board assurance and compliance requirements.

In any significant area or project where assurance is required 
over submitted data or information certificates will be prepared 
by those responsible to confirm that the submission is robust 
and all material issues have been addressed.

Independent internal review is used to ensure that processes are 
robust and adhered to.

External review and audit processes are utilised whenever 
significant data is provided by South West Water externally (such 
as the PR14 business plan, tariffs/charges submissions and 
Company Annual Performance Reporting). The allocation of 
assurance work between external providers (including financial 
and technical auditors) is based upon the content of the data 
submission and multiple providers of external assurance are 
frequently engaged on the same project. The professional 
credentials of the third party assurance providers are considered 
in detail to ensure they have the relevant knowledge and 
experience.

Robust feedback processes are established to ensure that 
issues or queries raised during internal and external assurance 
processes are followed up to ensure that any changes required 
or follow up work is completed as appropriate.

In addition to strategic leadership provided by the Board, for 
significant projects a Steering Group is formed to give direction, 
monitor project delivery and issue regular updates to the Board.

For all key projects and data submissions the Board confirm in 
their opinion that assurance provision, governance and internal 
systems of control have been sufficient.

The following diagram summarises the typical assurance 
approach taken in any significant project involving submission  
of data externally:
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ASSURANCE

SOUTH WEST WATER – INTEGRATED ASSURANCE 
FRAMEWORK IN PRACTICE: ANNUAL PERFORMANCE  
REPORT AND REGULATORY REPORTING

Board 'sign off' of data submission and assurance  
work performed

Development of assurance framework and approval  
by the Board

Collation of data/information by relevant management

Departmental review and sense checks

Internal audit/review

External audit/review

Post review follow up procedures to address any issues

Management and Director 'sign off' of data submission

South West Water has applied its integrated assurance 
framework to the information contained within this Annual 
Performance Report and Regulatory Reporting.

Annual Performance Report
All performance data contained within the Annual Performance 
Report and narrative statements are provided by relevant 
departments within South West Water and are reviewed by 
relevant departmental management. A full verification of data 
provided, ensuring it is supported by underlying information and 
is supported is then carried out centrally.

The technical auditor, Strategic Management Consultants 
(SMC), has reviewed information contained within the Annual 
Performance Report having been provided with all methodologies 
and procedures supporting information reported. The technical 
auditor has access to all management who have prepared data 
contained within the Annual Performance Report, including 
(but not limited to) meetings arranged following the year end 
with all such management and the technical auditor. The 
technical auditor vigorously challenges the Company’s data and 
methodologies where appropriate and co-ordinates work with 
South West Water’s financial auditor, Ernst & Young LLP (EY).

EY review the Annual Performance Report to validate that it 
is consistent with information included within the Regulatory 
Reporting section.

Regulatory Reporting
All tables and associated commentary within the Regulatory 
Reporting section are subject to audit procedures or agreed 
upon procedures performed either by the financial auditor, EY, 
or the technical auditor. Responsibilities for completing tables 
and associated commentary are delegated to the relevant 
management, whose information and commentary is provided to 
the auditors and the relevant management are available for audit.

EY's audit of the Regulatory Reporting covering tables 1A to 
2I provides an opinion that it is fairly presented and has been 
properly prepared in accordance with the relevant guidelines, 
regulation and Company policies.

EY's report is included on pages 50 to 51. This report includes  
a more detailed description of the scope of their audit.

In addition to the audit performed, EY were engaged by South 
West Water to perform additional 'agreed upon procedures' in 
respect of tables within section 4, ensuring certain calculations 
and allocations were correct and supported.
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Management providing data and commentary (whether for the 
Annual Performance Report or Regulatory Reporting sections) 
provide an explicit sign off to confirm data and commentary 
provided is accurate and complete utilising all available 
information. Similar sign-offs are provided by those involved  
in the validation process.

Similar processes have been performed with regards to both 
the Annual Report and Financial Statements and information 
relating to South West Water contained within the Pennon Group 
Annual Report.

Results of the assurance process
The assurance process has not identified any significant 
deficiencies or inaccuracies in the information reported within 
the Annual Performance Report and Regulatory Reporting. 
EY’s independent report to Ofwat and the Directors of South 
West Water is shown on pages 50 to 51. There are no additional 
matters reported to management by EY or by SMC which would 
indicate weaknesses or deficiencies in the process of collating, 
validating or reporting of information contained within the 
Annual Performance Report and Regulatory Reporting.

SOUTH WEST WATER – INTEGRATED ASSURANCE 
FRAMEWORK IN PRACTICE: NON-HOUSEHOLD  
RETAIL MARKET OPENING
Another example of how this framework is applied is in respect 
of the Company’s preparations for the opening of the non-
household retail market within England from April 2017.

Alongside other future market participants, South West  
Water are required to submit three assurance letters in advance 
of April 2017 to the Market Operator (MOSL) and Ofwat. The 
first of these letters was submitted in February 2016. This 
assurance letter, signed by the Chairman (on behalf of the Board 
of Directors), the Chair of the Audit Committee (on behalf of the 
Audit Committee) and the Managing Director (on behalf of the 
Executive Team), confirmed that South West Water has established 
comprehensive programme plans which provide a high level of 
confidence that it will be ready for the opening of the market.

The assurance letter followed extensive work which had been 
carried out under an internal project which was established 
in July 2014, which is steered by the Executive Directors and 
explicitly includes an ‘Assurance Task Group’.

The Assurance Task Group, utilising the Company’s Integrated 
Assurance Framework, developed a specific Assurance 
Framework for the project which utilises a combination of 
internal and external resource. Deloitte were appointed as 
South West Water’s external assurance partners for the project 
in November 2015. The project has included more substantial 
‘gateway assurance reviews’ involving both internal resource  
and Deloitte.

Alongside South West Water’s assurance letter submitted in 
February 2016 and in line with the Company's transparent 
approach to assurance reporting, South West Water submitted 
the report of Deloitte highlighting progress, issues and 
management actions to address these to MOSL and Ofwat.
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GOVERNANCE
The 2015/16 South West Water Annual Performance Report 
and Regulatory Reporting highlights company performance for 
the first year of the five-year ‘K6’ regulatory period (2015/16 to 
2019/20).

The Outcome Delivery Incentives (ODIs), which are South 
 West Water’s Key Performance Indicators, in the report 
incorporate the metrics used by the South West Water Board  
and Ofwat, our economic regulator, to monitor performance.

In line with Ofwat’s Regulatory Reporting requirements, this risk 
and compliance statement details the South West Water Board’s 
approach to governance, and compliance with its obligations to 
stakeholders. The South West Water Board has in place a well 
established and effective set of policies and processes covering 
corporate governance, internal control and risk management.

Statutory obligations
The Company has a number of statutory obligations including 
those detailed within the Water Industry Act, the Companies Act, 
the South West Water Licence, and the Competition Act.

Since privatisation, the Company has developed and established 
processes and procedures for ensuring obligations are adhered 
to in all material aspects. Compliance with obligations and 
performance against targets are outlined through Regulatory 
Reporting. This year's performance is again summarised in the 
Company Annual Performance Report and Regulatory Reporting.

The South West Water Board has received reports from 
the business detailing the applicable statutory Licence 
and regulatory obligations (for which Ofwat is the relevant 
enforcement authority) and the means by which compliance in 
all material aspects with those obligations is assured within 
South West Water for 2015/16.

Customer expectations
The Company has developed approaches and appropriate 
processes for engaging with customers to ascertain priorities 
and expectations.

The Company continually gathers customer feedback 
and engages with customers in order to understand their 
expectations.

South West Water has considered how communications adhere 
to Ofwat’s information principles with the aim of ensuring 
information is accurate, transparent, clear, accessible and timely.

Our Codes of Practice meet Licence conditions G, H and I 
providing information to customers describing the nature of the 
services to domestic customers, giving guidance to domestic 
customers who have difficulty paying their bills and advising 
customers of their options and rights about the help available 
when they have a leaking supply pipe.

Our approach for producing and reviewing customer information 
is consistent with Ofwat’s information principles. Customer 
research and feedback is acquired through our quarterly 
tracking survey and on specific topic areas to support the  
quality of our communications.

COMPANY PERFORMANCE
The South West Water Board monitors and controls the 
performance of the Company against the targets and 
expectations within the Final Determination and statutory 
obligations by:
• setting targets and reviewing performance against key  

levels of performance indicators and financial measures on a 
monthly basis at Board and Executive Management Team level

• implementing Investment Planning & Control procedures 
to ensure that the principles of proper financial control are 
applied throughout the inception, evaluation, implementation 
and handover of capital investment

• encouraging a culture of openness, where issues can be openly 
discussed continuing to support a ‘Whistleblowing’ policy.

Performance against targets is measured and reported using  
key performance indicators which are aligned with those 
highlighted in the Company Annual Performance Report.

There are appropriate systems and processes in place to identify, 
manage and review any potential material exceptions to the 
delivery of outputs or changes in circumstances to that assumed 
within our 2014 Final Determination. These include those which 
might lead to an adjustment to price limits through the revenue 
price caps or performance measures.

South West Water has not identified any circumstances that have 
resulted in a material variance to the Final Determination.

BOARD TRANSPARENCY AND GOVERNANCE
The South West Water Board is dedicated to developing and 
improving the governance structures and activities in accordance 
with best practice and Ofwat’s Board Transparency and 
Governance requirements.

For 2015/16 South West Water had a fully-functioning and 
standalone Board and committees. The business of the Board 
with associated Audit, Sustainability, Remuneration and 
Nomination committees cover a full range of corporate issues 
including strategy, performance, delivery, compliance and 
governance.

In accordance with the governance framework and as approved 
by Ofwat the Board now operates as the Board of South West 
Water within the Pennon Group Plenary Board structure 
continuing to ensure compliance with Ofwat’s principles on 
Board leadership, transparency and governance.

RISK AND COMPLIANCE
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The new governance framework as introduced from April 2016 
incorporates a 'Plenary Style' Board structure as set out below. 
The regulatory ring-fence around the South West Water business 
is being protected within the plenary structure.

Each Board has a ‘matters reserved’ schedule setting out its 
responsibilities and each committee has detailed terms of 
reference setting out its responsibilities and accountabilities. 
Further details of the responsibilities of each of the Committees 
are set out in the report of each Committee on pages 44 to 58 
of the Annual Report and Financial Statements. These, together 
with the risk management and internal controls frameworks 
form an effective and robust governance structure.

We will continue to review our governance structures regularly, 
ensuring we continue to carry out our business in a transparent 
way, designed to secure the Company’s long-term success and 
profitability. 

The South West Water Board of Directors at the end of the 
2015/16 financial year comprised the Chairman (Non-executive), 
three Executive Directors, and three* further Non-executive 
Directors. The Board considers that the Chairman and each of 
the Non-executive Directors were independent throughout the 
year. They are considered by the Board to have the appropriate 
skills, experience in their respective disciplines and personality 
to bring independent and objective judgement to the Board’s 
deliberations and to represent customers’ interests. 

The Company has complied with the UK Corporate Governance 
Code 2014 subject to a number of exceptions which relate 
to certain responsibilities being reserved by the Board and 
Committees of Pennon Group Plc (the parent company), which 
itself fully complies with the UK Corporate Governance Code. 
The exceptions are explained in the South West Water Annual 
Report pages 42 to 43.

RISK MANAGEMENT
The system for profiling and monitoring key risks is embedded 
in our normal business practices. We regularly review how we 
have sustained specific risk control measures, to decide if the 
probability and consequence of certain risks has changed, and 
if necessary to recommend further actions or investment to 
ensure the effectiveness of our corporate governance.

For the purposes of assessing and managing risk within 
South West Water, the individual departments review risks 
to the business associated with their accountabilities and 
responsibilities within the Company strategy. An overall risk 
register is updated on an ongoing basis as a result of any 
changes in the nature and extent of risks. Through the year, risk 
forums (attended by members of the Executive Management 
Board and Senior Management Group) formally review and 
update the risk register on a quarterly basis, with a particular 
emphasis on assessing and challenging where necessary the 
controls and mitigating factors recorded on the risk register. 
Risks are also formally reviewed as part of the quarterly 
forecasting and annual business planning processes.

THE PENNON GROUP  
PLENARY BOARD
Consisting of the Chairman, the Group Chief Executive, the 
Group Chief Financial Officer, the Viridor Chief Executive and 
three independent Pennon Group Non-executive Directors. 
In addition three* independent South West Water Non-
executive Directors contribute to the Board discussions.

THE SOUTH WEST WATER BOARD AND COMMITTEES 
The South West Water Board and its committees continue 
to operate separately for regulatory and statutory purposes. 
The Board is comprised of the Chairman, the Group Chief 
Executive Officer, the Managing Director, the Finance 
Director, and six independent Non-executive Directors 
(including three independent Non-executive Directors who 
are also Non-executive Directors of the Pennon Group Plc 
and were appointed to the South West Water Board on 1 
April 2016 as part of the Plenary Board structure). The 
revised Plenary Board structure was discussed and agreed 
with Ofwat.

AUDIT COMMITTEE 
See page 44 of the Annual 
Report and Financial 
Statements.

SUSTAINABILITY COMMITTEE
See page 52 of the Annual 
Report and Financial 
Statements.

NOMINATION COMMITTEE
See page 56 of the Annual 
Report and Financial 
Statements.

REMUNERATION COMMITTEE
See page 58 of the Annual 
Report and Financial 
Statements.

PENNON GROUP 
EXECUTIVE 
MANAGEMENT 
BOARD
Consisting of the 
principal executives  
of the Pennon Group.

SOUTH WEST 
WATER EXECUTIVE 
MANAGEMENT 
BOARD
Consisting of the 
principal executives  
of South West Water.

* One of the three Non-executive Directors, Mr S Johnson resigned as a Director of South West Water on 28 April 2016.
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RISK AND COMPLIANCE

Executive Directors and Senior Managers are required to 
complete an annual ‘Certificate of Effective Internal Control’ 
prior to the finalisation of the financial statements and before 
publishing any annual performance data. The South West Water 
Audit Committee considers the resources for carrying out 
internal audits in key company specific areas – this activity is 
carried out by the Independent Pennon Internal Audit team.

The South West Water Audit Committee endorses and acts on 
audit findings from these audits carried out within the Company. 
There is also a programme of internal audits coordinated by the 
Quality Assurance Department as part of the Company’s ISO 
9001:2008 and ISO 14001:2004 certifications. South West Water 
also has the following quality accreditations/certifications:
• ISO 9001:2008 (quality management)
• ISO 14001:2004 (environmental management)
• ISO 27001:2005 (information security)
• ISO 17025:2005 (laboratories and sampling).

SOUTH WEST WATER BOARD STATEMENT
The South West Water Board confirms that in their opinion 
sufficient processes and internal systems of control were in place 
to meet the Company’s obligations for the twelve month period 
to 31 March 2016 for ensuring that the Company complied in all 
material respects with its legal and regulatory obligations as a 
water and sewerage undertaker.

It also confirms that in their opinion the Company Annual 
Performance Report covers the issues it considers to be material 
to the Company and compliance with the relevant obligations.

STATEMENT OF DIRECTORS’ RESPONSIBILITIES FOR 
REGULATORY INFORMATION
Further to the requirements of company law, the Directors are 
required to prepare accounting statements which comply with the 
requirements of Condition F of the Instrument of Appointment 
of the Company as a water and sewerage undertaker under the 
Water Industry Act 1991 and Regulatory Accounting Guidelines 
issued by Ofwat. This additionally requires the Directors to:
• confirm that, in their opinion, the Company has sufficient 

financial resources and facilities, management resources  
and methods of planning and internal control for the next  
twelve months

• confirm that, in their opinion, the Company has sufficient rights 
and assets which would enable a special administrator to 
manage the affairs, business and property of the Company

• confirm that, in their opinion, the Company has contracts with 
any associate company with the necessary provisions and 
requirements concerning the standard of service to be supplied 
to ensure compliance with the Company’s obligations as a water 
and sewerage undertaker

• report to Ofwat changes in the Company’s activities which may 
be material in relation to the Company’s ability to finance its 
regulated activities undertake transactions entered into by 
the appointed business, with or for the benefit of associated 
companies or other businesses or activities of the appointed 
business, at arm’s length

• keep proper accounting records which comply with Condition F.

These responsibilities are additional to those already set out in 
the statutory financial statements.

In the case of each of the persons who are Directors at the 
time when the report is approved under Section 418 of the 
Companies Act 2006 the following applies:
a. So far as the Director is aware, there is no relevant audit 

information of which the Company’s auditors are unaware
b. He/she has taken all the steps that he/she ought to have 

taken as a Director in order to make himself/ herself aware 
of any relevant audit information and to establish that the 
Company’s auditors are aware of that information.

The Directors are responsible for the maintenance and integrity 
of the Company’s website. Legislation in the United Kingdom 
governing the preparation and dissemination of financial 
statements may differ from legislation in other jurisdictions.

LONG TERM FINANCIAL RESILIENCE
The Board has assessed the Company’s financial viability and 
confirms that it has a reasonable expectation that the Company 
will be able to continue in operation and meet its liabilities as 
they fall due over a five-year period. The assessment has been 
made with reference to the Company’s current position and 
prospects, its longer-term strategy, the Board’s risk appetite 
and the Company’s principal risks and how these are managed, 
as detailed on pages 25 to 32 of the Risk Report contained 
within the Company’s Annual Report and Financial Statements.

The Company’s strategic business plan and associated principal 
risks are a foundation of the scenario testing. This assessment 
has considered the potential impact of arising risks on the 
business model, future performance, solvency and liquidity 
over the period in question. In making their assessment, the 
Directors reviewed the principal risks and considered which 
risks might threaten viability. It was determined that none 
of the individual risks would in isolation compromise the 
Company’s viability, so a number of plausible risk combinations 
were considered to stress test the plan, primarily by reducing 
revenues, increasing costs and impacting cash flows. The Board 
considered the monetary impact of these scenarios over a five-
year period, to ensure that they did not adversely impact the 
Company’s viability.

In making the assessment, the Directors have taken account 
of the Company’s robust capital solvency position, its ability 
to raise new finance and a key potential mitigating action of 
restricting any non-contractual payments.

In assessing the prospects of the Company, the Directors note 
that as the Company operates in a regulated industry which 
potentially can be subject to non-market influences, such 
assessment is subject to uncertainty, the level of which depends 
on the proximity of the time horizon, and accordingly the future 
outcomes cannot be guaranteed or predicted with certainty.
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Name & Position Signed

Sir John Parker 
Chairman

Chris Loughlin 
Pennon Group  
Chief Executive

Stephen Bird 
Managing Director

Louise Rowe 
Finance Director

Martin Angle 
Non-executive 
Director

Neil Cooper 
Non-executive 
Director

Martin Hagen 
Non-executive 
Director

Gill Rider 
Non-executive 
Director

Lord Taylor  
of Goss Moor 
Non-executive 
Director

As set out in the Audit Committee’s report on pages 44 to 
51 contained within South West Water's Annual Report and 
Financial Statements, the Directors reviewed and discussed 
the process undertaken by management, and also reviewed the 
results of the stress testing performed.

LICENCE OF APPOINTMENT – STATEMENT RELATING TO 
CONDITION K
At 31 March 2016 the Company had sufficient rights and assets 
to comply with the requirements of paragraph 3.1 of Condition K 
of the Licence from the Secretary of State for the Environment.

LICENCE OF APPOINTMENT – STATEMENT RELATING TO 
CONDITION F
The Board of Directors of South West Water Limited has resolved 
that a Certificate be issued to the Water Services Regulation 
Authority confirming:
1. That in the opinion of the Directors, the Company will have 

available to it sufficient financial resources and facilities  
to enable it to carry out, for at least the next twelve months, 
the Regulated Activities (including the investment programme 
necessary to fulfil the Company’s obligations under the 
Appointment)

2. That in the opinion of the Directors, the Company will,  
for at least the next twelve months, have available to it 
management resources which are sufficient to enable  
it to carry out those functions.

In making this declaration, the Directors have taken into 
account:
• the net worth of the Company and the strength of key 

performance indicators as shown in the Company Annual 
Performance Report for the year ended 31 March 2016  
and the Company’s business plan for the remaining K period

• borrowing facilities which include significant committed 
undrawn bank facilities

• parental support provided by the holding company which will 
provide financial support to the Company to enable it to meet its 
liabilities as they fall due

• the Company’s formal risk management process which reviews, 
monitors and reports on the Company’s risks and mitigating 
controls and considers potential impact in terms  
of service, compliance, value, people, society and partners

• the Company’s employment policies and strategy.

The Directors also declare that in their opinion all contracts 
entered into with any Associated Company, include all necessary 
provisions and requirements concerning the standard of service 
to be supplied to the Company to ensure that it is able to meet 
all its obligations as a water and sewerage undertaker, as 
required in Section 6A.2A(3) of Condition F of the Instrument 
of Appointment. This opinion has been formed following 
examination of the documents in question.
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INDEPENDENT AUDITORS’ REPORT TO THE WATER SERVICES 
REGULATION AUTHORITY (THE WSRA) AND THE DIRECTORS OF SOUTH 
WEST WATER LIMITED OPINION ON ANNUAL PERFORMANCE REPORT 
In our opinion, South West Water Limited‘s Regulatory Accounting 
Statements within the Annual Performance Report: 
• fairly present in accordance with Condition F, the Regulatory 

Accounting Guidelines issued by the WSRA (RAG1.06, RAG2.05, 
RAG3.08, RAG4.05 and RAG5.06) and the accounting policies 
set out on page 48 (including the accounting separation 
methodology), the state of the Company’s affairs at 31 March 
2016 and its profit and its cash flow for the year then ended

• have been properly prepared in accordance with Condition 
F, the Regulatory Accounting Guidelines and the accounting 
policies (including the accounting separation methodology). 

BASIS OF PREPARATION 
Financial information other than that prepared on the basis of 
IFRSs does not necessarily represent a true and fair view of the 
financial performance or financial position of a company as shown 
in statutory financial statements prepared in accordance with the 
Companies Act 2006. The Annual Performance Report is separate 
from the statutory financial statements of the Company and has 
not been prepared under the basis of International Financial 
Reporting Standards as adopted by the European Union (“IFRSs”). 

In forming our opinion on the Regulatory Accounting Statements 
within the Annual Performance Report, which is not modified, we 
draw attention to the fact that the Annual Performance Report 
has been prepared in accordance with Condition F, the Regulatory 
Accounting Guidelines, the accounting policies (including the 
accounting separation methodology) set out in the statement of 
accounting policies and under the historical cost convention. 

The Regulatory Accounting Reporting on pages 52 to 80 have 
been drawn up in accordance with Regulatory Accounting 
Guidelines with a number of departures from IFRSs. A summary 
of the effect of these departures from Generally Accepted 
Accounting Practice in the Company’s statutory financial 
statements is included in the tables within section 1. 

WHAT WE HAVE AUDITED 
The tables within the company’s Annual Performance Report 
that we have audited (“the Regulatory Accounting Statements”) 
comprise: 
• the regulatory financial reporting tables comprising the income 

statement (table 1A), the statement of comprehensive income 
(table 1B), the statement of financial position (table 1C), the 
statement of cash flows (table 1D) and the net debt analysis 
(table 1E) and the related notes

• the regulatory price review and other segmental reporting 
tables comprising the segmental income statement (table 
2A), the totex analysis for wholesale water and wastewater 
(table 2B), the operating cost analysis for retail (table 2C), the 
historical cost analysis of fixed assets for wholesale and retail 
(table 2D), the analysis of capital contributions and land sales 
for wholesale (table 2E), the household water revenues by 
customer type (table 2F), the non-household water revenues 
by customer type (table 2G), the non-household wastewater 
revenues by customer type (table 2H) and the revenue analysis 
by customer type (table 2I) and the related notes.

The financial reporting framework that has been applied in their 
preparation comprises the basis of preparation and accounting 
policies set out in the notes to the Annual Performance Report. 

In applying the financial reporting framework, the Directors have 
made a number of subjective judgements, for example in respect 
of significant accounting estimates. In making such estimates, 
they have made assumptions and considered future events. 

We have not audited the Outcome performance table (table 3A) 
and the additional regulatory information in tables 4A to 4H. 

This report is made, on terms that have been agreed, solely to 
the Company and the WSRA in order to meet the requirements 
of Condition F of the Instrument of Appointment granted by the 
Secretary of State for the Environment to the Company as a 
water and sewage undertaker under the Water Industry Act 1991 
(“Condition F”). Our audit work has been undertaken so that we 
might state to the Company and the WSRA those matters that we 
have agreed to state to them in our report, in order (a) to assist the 
Company to meet its obligation under Condition F to procure such 
a report and (b) to facilitate the carrying out by the WSRA of its 
regulatory functions, and for no other purpose. To the fullest extent 
permitted by law, we do not accept or assume responsibility to 
anyone other than the Company and the WRSA, for our audit work, 
for this report or for the opinions we have formed. 

RESPECTIVE RESPONSIBILITIES OF THE WSRA, THE 
DIRECTORS AND AUDITORS 
As explained more fully in the Statement of Directors’ 
Responsibilities set out on page 48, the directors are responsible 
for the preparation of the Annual Performance Report and for 
their fair presentation in accordance with the basis of preparation 
and accounting policies. Our responsibility is to audit and express 
an opinion on the Regulatory Accounting Statements within the 
Annual Performance Report in accordance with International 
Standards on Auditing (UK and Ireland) (“ISAs (UK & Ireland)”), 
except as stated in the section on ‘What an audit of the Annual 
Performance report involves’ below, and having regard to the 
guidance contained in Audit 05/03 ‘Reporting to Regulators 
of Regulated Entities’ issued by the Institute of Chartered 
Accountants in England and Wales. Those standards require us to 
comply with the Auditing Practices Board’s Ethical Standards for 
Auditors. 

50 South West Water Limited southwestwater.co.uk/report2016

REGULATORY REPORTING



WHAT AN AUDIT OF THE ANNUAL PERFORMANCE  
REPORT INVOLVES 
An audit involves obtaining evidence about the amounts and 
disclosures in the Regulatory Accounting Statements sufficient 
to give reasonable assurance that the Regulatory Accounting 
Statements within the Annual Performance Report are free 
from material misstatement, whether caused by fraud or 
error. This includes an assessment of: whether the accounting 
policies are appropriate to the company’s circumstances and 
have been consistently applied and adequately disclosed; the 
reasonableness of significant accounting estimates made 
by the directors; and the overall presentation of the Annual 
Performance Report. In addition, we read all the financial and 
non-financial information in the Annual Performance Report and 
Regulatory Reporting to identify material inconsistencies with 
the audited tables within the Annual Performance Report and to 
identify any information that is apparently materially incorrect 
based on, or materially inconsistent with, the knowledge acquired 
by us in the course of performing the audit. If we become aware 
of any apparent material misstatements or inconsistencies we 
consider the implications for our report. 

We have not assessed whether the accounting policies are 
appropriate to the circumstances of the Company where these 
are laid down by Condition F. Where Condition F does not give 
specific guidance on the accounting policies to be followed, 
our audit includes an assessment of whether the accounting 
policies adopted in respect of the transactions and balances 
required to be included in the Annual Performance Report are 
consistent with those used in the preparation of the statutory 
financial statements of the company. Furthermore, as the nature, 
form and content of Annual Performance Report is determined 
by the WSRA, we did not evaluate the overall adequacy of the 
presentation of the information, which would have been required 
if we were to express an audit opinion under ISAs (UK & Ireland). 
The Company has presented the allocation of operating costs 
and assets in accordance with the accounting separation policy 
set out on page 41 and its Accounting Separation Methodology 
Statement published on the Company’s website on 15 July 2016. 
We are not required to assess whether the methods of cost 
allocation set out in the Methodology Statement are appropriate 
to the circumstances of the Company or whether they meet the 
requirements of the WSRA, which would have been required if we 
were to express an audit opinion under International Standards 
on Auditing (UK & Ireland). 

OPINION ON OTHER MATTERS PRESCRIBED BY CONDITION F 
Under the terms of our contract we have assumed responsibility 
to provide those additional opinions required by Condition F in 
relation to the accounting records. In our opinion: 
• proper accounting records have been kept by the appointee  

as required by paragraph 3 of Condition F
• the Regulatory Accounting Statements are in agreement with 

the accounting records and returns retained for the purpose  
of preparing the Annual Performance Report. 

OTHER MATTERS 
The nature, form and content of the Annual Performance Report 
is determined by the WSRA. It is not appropriate for us to assess 
whether the nature of the information being reported upon is 
suitable or appropriate for the WRSA’s purposes. Accordingly  
we make no such assessment. 

Our opinion on the Regulatory Accounting Statements within the 
Annual Performance Report is separate from our opinion on the 
statutory financial statements of the Company for the year ended 
31 March 2016 on which we reported on 27 May 2016, which are 
prepared for a different purpose. Our audit report in relation to 
the statutory financial statements of the Company (our “Statutory 
audit”) was made solely to the Company’s members, as a body, in 
accordance with Chapter 3 of Part 16 of the Companies Act 2006. 
Our Statutory audit work was undertaken so that we might state 
to the Company’s members those matters we are required to 
state to them in a statutory audit report and for no other purpose. 
In these circumstances, to the fullest extent permitted by law, we 
do not accept or assume responsibility for any other purpose or 
to any other person to whom our Statutory audit report is shown 
or into whose hands it may come save where expressly agreed by 
our prior consent in writing.

Ernst & Young LLP
Statutory auditor
Reading
15 July 2016

Notes:
1. The maintenance and integrity of the South West Water Limited web site is the 

responsibility of the directors; the work carried out by the auditors does not involve 
consideration of these matters and, accordingly, the auditors accept no responsibility 
for any changes that may have occurred to the Annual Performance Report since they 
were initially presented on the web site.

2. Legislation in the United Kingdom governing the preparation and dissemination  
of the Annual Performance Report may differ from legislation in other jurisdictions.
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REGULATORY REPORTING

TABLE 1A – INCOME STATEMENT

Adjustments

Statutory 
£m

Differences 
between 

statutory and 
RAG definitions 

£m
Non-appointed 

£m

Total 
adjustments 

£m

Total  
appointed 
activities 

£m

Revenue 506.435 5.400 7.585 (2.185) 504.250
Operating costs (296.658) (7.493) (6.031) (1.462) (298.120)
Other operating income 0.000 1.295 0.000 1.295 1.295

Operating profit 209.777 (0.798) 1.554 (2.352) 207.425

Other income 0.000 0.858 0.858 0.000 0.000
Interest income 2.789 0.000 0.047 (0.047) 2.742
Interest expense (58.175) (0.035) 0.000 (0.035) (58.210)
Other interest expense 0.000 (1.410) 0.000 (1.410) (1.410)

Profit before tax and fair value movements 154.391 (1.385) 2.459 (3.844) 150.547

Fair value gains/(losses) on financial instruments 0.000 0.000 0.000 0.000 0.000

Profit before tax 154.391 (1.385) 2.459 (3.844) 150.547

UK Corporation tax (15.716) 0.000 (0.358) 0.358 (15.358)
Deferred tax 21.300 0.201 (0.057) 0.258 21.558

Profit for the year 159.975 (1.184) 2.044 (3.228) 156.747

The Company does not have any financial instruments accounted for at fair value through the income statement.

In line with Regulatory Accounting Guidelines (RAGs) the following adjustments between the statutory financial statements and 
regulatory financial reporting have been completed:

Revenue  
£m

Operating  
costs  

£m

Other  
operating 

income  
£m

Other  
income  

£m

Interest 
expense 

£m

Deferred 
Tax
£m

Profit for 
the year

£m

Revenue not recognised under IFRS  
as deemed uncollectable 7.037 (7.037) – – – – –
Net income/operating cost allocations1 (0.779) 0.779 – – – – –
Classification of rental income (0.858) – – 0.858 – – –
Profit on disposal of fixed assets – (1.295) 1.295 – – – –
Capitalised interest, depreciation and tax impacts – 0.060 – – (1.445) 0.201 (1.184)
Pension interest allocation (other interest expense) – – – – 1.410 – – 

Net Adjustments 5.400 (7.493) 1.295 0.858 (0.035) 0.201 (1.184) 

1  Adjustments relate to power generation recognised as a reduction in operating costs for statutory purposes but as non-appointed income for Regulatory Reporting. In addition overhead 
costs recharged to a subsidiary for retail activities are netted off against the contract value in Regulatory Reporting to fairly reflect the cost of delivering the appointed business’s retail 
activities.

Non Appointed
Activities outside of the appointed business include property searches, commission from plumbing and drainage insurance, rental 
income from non-appointed properties and energy generation from non-appointed assets. In addition as required following the 
recent Ofwat targeted review, tankered waste income (and associated costs) have been recognised as non-appointed activities, 
previously recognised as services to third parties in the wastewater business. Non-appointed operational costs include the element 
of depreciation on assets primarily used in the wholesale business and reflect investments in solar and wind turbine installations as 
well as hydro generation schemes.
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TABLE 1B – STATEMENT OF COMPREHENSIVE INCOME

Adjustments

Statutory 
£m

Differences 
between 

statutory and 
RAG definitions 

£m
Non-appointed 

£m

Total 
adjustments 

£m

Total  
appointed 
activities 

£m

Profit for the year 159.975 (1.184) 2.044 (3.228) 156.747
Actuarial losses on post employment plans (3.627) 0.000 (0.120) 0.120 (3.507)
Other comprehensive losses (7.864) 0.000 0.000 0.000 (7.864)

Total comprehensive income for the year 148.484 (1.184) 1.924 (3.108) 145.376

Actuarial losses are allocated based on the deficit associated with the pension scheme member and applying this to the activities 
associated with their employment history weighted by the time spent in each role, consistent with the approach to allocating  
pension contributions.

Other comprehensive losses relate to cashflow hedges held in the appointed business.

TABLE 1C – STATEMENT OF FINANCIAL POSITION

The statement of financial position (on the subsequent page) reflects the balance sheet as at 31 March 2016.

Both statutory financial statements and Regulatory Reporting is based on International Financial Reporting Standards (IFRS) with  
the following adjustments to reflect the Regulatory Reporting Guidelines (RAGs).
 

Fixed  
assets  

£m

Trade & other 
payables  

£m

Capex  
creditors  

£m
Provisions  

£m
Deferred tax  

£m
Net assets

£m

Reallocation of capital creditors – 34.166 (34.166) – – –
Cumulative capitalised interest, 
depreciation and tax impact1 (3.775) – – – (0.679) (3.096)
Deferred income reallocated to provisions – 1.229 – (1.229) – –

Total (3.775) 35.395 (34.166) (1.229) 0.679 (3.096)

1 Cumulative capitalised interest of £3.835m and depreciation of £0.060m

Non Appointed
Non-appointed fixed assets reflect investments in solar and wind installations as well as hydro generation schemes. In addition 
investment to support tankered waste activities have been included within non-appointed assets.

Trade and other receivables reflect debt associated with non-appointed activities and trade payables are allocated based on operating 
costs.

Current tax liabilities represent the tax due on profits with deferred tax reflecting the capital allowances on fixed assets and the 
pension deficit.

Retirement benefit obligations are allocated based on the deficit associated with the pension scheme member and applying this to the 
activities within their employment history.

southwestwater.co.uk/report2016  South West Water Limited 53

Annual Performance Report 00 - 33

Regulatory Reporting 34 - 81
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TABLE 1C – STATEMENT OF FINANCIAL POSITION CONTINUED

Adjustments

Statutory 
£m

Differences 
between 

statutory and 
RAG definitions 

£m
Non-appointed 

£m

Total 
adjustments 

£m

Total  
appointed 
activities 

£m

Non-current assets
Fixed assets 2,659.922 (3.775) 4.218 (7.993) 2,651.929
Investments – other 3.320 0.000 0.000 0.000 3.320

Total non-current assets 2,663.242 (3.775) 4.218 (7.993) 2,655.249

Current assets
Inventories 5.530 0.000 0.000 0.000 5.530
Trade & other receivables 117.392 0.000 1.397 (1.397) 115.995
Cash & cash equivalents 251.210 0.000 6.650 (6.650) 244.560

Total current assets 374.132 0.000 8.047 (8.047) 366.085

Current liabilities
Trade & other payables (79.301) 35.395 (0.578) 35.973 (43.328)
Capex creditor 0.000 (34.166) 0.000 (34.166) (34.166)
Borrowings (104.617) 0.000 0.000 0.000 (104.617)
Financial instruments (14.390) 0.000 0.000 0.000 (14.390)
Current tax liabilities (10.739) 0.000 (0.358) 0.358 (10.381)
Provisions (6.745) (1.229) 0.000 (1.229) (7.974)

Total current liabilities (215.792) 0.000 (0.936) 0.936 (214.856)

Net current assets/(liabilities) 158.340 0.000 7.111 (7.111) 151.229

Non-current liabilities
Trade & other payables 0.000 0.000 0.000 0.000 0.000
Borrowings (1,939.914) 0.000 0.000 0.000 (1,939.914)
Financial instruments (29.321) 0.000 0.000 0.000 (29.321)
Retirement benefit obligations (29.613) 0.000 (0.977) 0.977 (28.636)
Deferred income – G&C’s (80.487) 0.000 0.000 0.000 (80.487)
Deferred tax (211.816) 0.679 (0.098) 0.777 (211.039)

Total non-current liabilities (2,291.151) 0.679 (1.075) 1.754 (2,289.397)

Net assets 530.431 (3.096) 10.254 (13.350) 517.081  

Equity
Called up share capital 150.950 0.000 0.000 0.000 150.950
Retained earnings & other reserves 379.481 (3.096) 10.254 (13.350) 366.131

Total equity 530.431 (3.096) 10.254 (13.350) 517.081

Notes for the statement of financial position are shown on the previous page.
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TABLE 1D – STATEMENT OF CASH FLOWS

Adjustments

Statutory 
£m

Differences 
between 

statutory and 
RAG definitions 

£m
Non-appointed 

£m

Total 
adjustments 

£m

Total  
appointed 
activities 

£m

Statement of cashflows
Operating profit 209.777 (0.798) 1.554 (2.352) 207.425
Other income 0.000 0.858 0.858 0.000 0.000
Depreciation 102.799 (0.060) 0.210 (0.270) 102.529
Changes in working capital (17.513) 22.380 (0.291) 22.671 5.158
Pension contributions 0.000 (22.380) (0.739) (21.641) (21.641)
Movement in provisions 4.763 0.000 0.000 0.000 4.763
Profit on sale of fixed assets (1.295) 0.000 0.000 0.000 (1.295)

Cash generated from operations 298.531 (0.000) 1.592 (1.592) 296.939

Net interest paid (49.181) (1.445) 0.047 (1.492) (50.673)
Tax paid (32.419) 0.000 0.000 0.000 (32.419)

Net cash generated from operating activities 216.931 (1.445) 1.639 (3.084) 213.847

Investing activities
Capital expenditure (119.149) 1.445 (0.034) 1.479 (117.670)
Grants & Contributions 5.340 0.000 0.000 0.000 5.340
Disposal of fixed assets 1.551 0.000 0.000 0.000 1.551
Other 0.199 0.000 0.000 0.000 0.199

Net cash used in investing activities (112.059) 1.445 (0.034) 1.479 (110.580)

Net cash generated before financing activities 104.872 0.000 1.605 (1.605) 103.267

Cashflows from financing activities
Equity dividends paid (74.900) 0.000 0.000 0.000 (74.900)
Net loans received (44.606) 0.000 0.000 0.000 (44.606)

Net cash generated from financing activities (119.506) 0.000 0.000 0.000 (119.506)

(Decrease)/increase in net cash (14.634) 0.000 1.605 (1.605) (16.239)

Commentary for the adjustments within the statement of cashflows to reconcile from the statutory financial statements to Regulatory 
Reporting, have been noted within the income statement.
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TABLE 1E – NET DEBT ANALYSIS

Interest rate risk profile

Fixed rate 
£m

Floating rate 
£m

Index linked 
£m

Total 
£m

Borrowings (excluding preference shares) 1,331.669 317.228 395.634 2,044.531

Total borrowings 2,044.531

Cash (1.947)
Short term deposits (242.613)

Net debt 1,799.971

Gearing (%) 60.05

Full year equivalent nominal interest cost 26.929 2.179 15.018 44.126
Full year equivalent cash interest payment 26.929 2.179 6.802 35.910

Indicative interest rates
Indicative weighted average nominal interest rate (%) 2.20 0.78 3.97 2.35
Indicative weighted average cash interest rate (%) 2.20 0.78 1.80 1.91

South West Water does not have any preference share capital.

The table above reflects the position of the appointed business and excludes the £6,650m of non-appointed cash assumed within 
short-term deposits. RCV at 31 March 2016 was £2,997.3m resulting in a gearing ratio of 60.05% for the appointed business.

Fixed and floating debt costs and interest rates are equivalent to the cash interest payments. Only index-linked debt has a differential 
between the interest charges and cash interest payments, where RPI is accreted into the loan balance. 
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TABLE 2A – SEGMENTAL INCOME STATEMENT

Retail Wholesale

Household 
£m

Non-Household 
£m

Water 
£m

Wastewater 
£m

Total 
£m

Revenue – price control 33.482 4.458 201.564 252.273 491.777
Revenue – non price control 0.000 0.381 1.243 2.131 3.755
Operating costs (30.539) (2.802) (112.170) (152.609) (298.120)
Other operating income 0.005 0.000 0.917 0.373 1.295

Operating profit before recharges 2.948 2.037 91.554 102.168 198.707

Recharges from other segments (0.985) (0.157) 0.000 0.000 (1.142)
Recharges to other segments 0.000 0.000 0.484 0.658 1.142

Operating profit 1.963 1.880 92.038 102.826 198.707

 

Surface water drainage rebates 3.123 

Revenue
Revenue within the price control above excludes certain grants and contributions which are noted in table 2I, including infrastructure 
and new connections income. The reconciliation below outlines the difference between table 1A, table 2A and table 2I. 

£m

Total appointee revenue (Table 1A) 504.250
less: connections charges (3.919)
 infrastructure receipts (water and wastewater) (4.694)
 other adjustments (0.105)

495.532

Retail revenue outside of the price control reflects non-household customers on non-default tariffs. Wholesale revenue outside the 
price control reflects fire hydrant charges, retailer of developer services income and standpipe hire within the water business unit, 
and developer activities within the wastewater business.

Operating Costs
Operating costs (including depreciation) is based on the methodology outlined on page 41.

Other Operating Costs
Profit on the sale of fixed assets (other operating income) has been allocated based on the underlying asset category which generated 
the sale, with management and general assets being split pro-rata between retail and wholesale.

Recharges
Recharges to and from other segments reflect charges for the use of assets, and is equal to the depreciation charged. This reflects 
the recharges between appointed activities with costs associated with non-appointed activities already allocated in table 1A. 
Asset categories used across segments include:
• IS hardware, software and infrastructure
• vehicles
• sludge transportation.

Surface water rebates reflects 69,600 customers where there is no connection to the South West Water wastewater network for 
surface water i.e. rainwater which falls on an impermeable areas of a property such as its roof, drive, hard standing area or car park.

PRICE REVIEW AND OTHER  
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TABLE 2B – TOTEX ANALYSIS – WHOLESALE

Water 
£m

Wastewater 
£m

Total 
£m

Operating expenditure
Power 10.749 16.772 27.521
Income treated as negative expenditure (0.643) (0.316) (0.959)
Service charges/discharge consents 3.952 3.242 7.194
Bulk supply/bulk discharge 0.000 0.000 0.000
Other operating expenditure 39.769 63.317 103.086
Local authority rates 17.748 6.027 23.775

Total operating expenditure excluding third party services 71.575 89.042 160.617

Third party services 1.068 2.347 3.415

Total operating expenditure 72.643 91.389 164.032

Capital expenditure
Maintaining the long term capability of the assets – infra 6.508 4.960 11.468
Maintaining the long term capability of the assets – non-infra 23.971 47.304 71.275
Other capital expenditure – infra 7.462 12.027 19.489
Other capital expenditure – non-infra 7.074 10.589 17.663

Total gross capital expenditure excluding third party services 45.015 74.880 119.895
Third party services 3.051 0.000 3.051

Total gross capital expenditure 48.066 74.880 122.946

Grants and contributions (price control) 6.623 7.583 14.206
Totex 114.086 158.686 272.772

Cash expenditure
Pension deficit recovery payments 8.656 7.467 16.123

Total
Totex including cash items 122.742 166.153 288.895

Operating expenditure
South West Water does not have any bulk supply or discharge costs.

Third party services largely reflect costs associated with mains diversions.

Capital expenditure
Reflects spend which is recognised within fixed assets as either new assets or maintenance spend associated with enhancing  
the long-term capability and life of existing assets. It excludes those assets adopted at fair value.

Grants & contributions allocations are based on the relevant connection charges, infrastructure charges, requisitioned mains  
and sewer connections, and are consistent with those recognised in table 2E.

Cash expenditure
Pension deficit recovery payments reflect planned contributions which were advanced this year. These contributions were allocated 
using the same apportionments as were calculated for the 2014 Business Plan. The business plan apportionments were established 
following detailed work to determine a ‘deficit per pension fund member’ and allocating this based on the member’s business unit/
segment employment history i.e. the length of time they spent in each role.
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TABLE 2C – OPERATING COST ANALYSIS – RETAIL

Household 
£m

Non-household 
£m

Total 
£m

Operating expenditure
Customer services 8.967 1.038 10.005
Debt management 0.658 0.029 0.687
Doubtful debts 14.428 0.319 14.747
Meter reading 1.068 0.184 1.252
Services to developers 0.000 0.539 0.539
Other operating expenditure 4.258 0.542 4.800

Total operating expenditure excluding third party services 29.379 2.651 32.030
Third party services operating expenditure 0.000 0.022 0.022

Total operating expenditure 29.379 2.673 32.052
Depreciation 1.160 0.129 1.289

Total operating costs 30.539 2.802 33.341

Debt written off 3.124 0.338 3.462

Operating costs
South West Water’s retail activities are largely undertaken by a wholly owned subsidiary Source Contact Management Limited.  
Cost allocations are based on the policy outlined on page 41 with a detailed methodology available from the website 
www.southwestwater.co.uk.

Further commentary on the performance of the retail business is included on page 36.

Depreciation
Depreciation reflects the direct depreciation charged for assets used wholly or principally within the retail price controls.  
This includes:
• customer billing and account software
• meter reading mobile software
• debt initiatives. 

Debt written off
Debt written off is allocated based on the specific customers, excluding the costs associated with court and debt recovery activity. 
South West Water’s policy for debt write-off is included within the accounting disclosures on page 42.

Capital expenditure
Capital expenditure recognised directly in the retail business includes:
• customer service improvement initiatives
• information services support and costs
• directly attributable transport costs.
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TABLE 2D – HISTORIC COST ANALYSIS OF FIXED ASSETS – WHOLESALE & RETAIL

Wholesale Retail

Water 
£m

Wastewater 
£m

Household 
£m

Non-Household 
£m

Total 
£m

Cost
At 1 April 2015 1,597.873 2,231.364 17.236 1.915 3,848.388
Disposals (1.537) (1.566) (0.085) (0.001) (3.189)
Additions 50.424 74.543 1.798 0.013 126.778

At 31 March 2016 1,646.760 2,304.341 18.949 1.927 3,971.977

Depreciation
At 1 April 2015 (442.803) (760.185) (13.637) (1.515) (1,218.140)
Disposals 1.414 1.444 0.074 0.001 2.933
Charge for the year (40.483) (63.069) (1.160) (0.129) (104.841)

At 31 March 2016 (481.872) (821.810) (14.723) (1.643) (1,320.048)

Net book amount at 31 March 2016 1,164.888 1,482.531 4.226 0.284 2,651.929

Net book amount at 1 April 2015 1,155.070 1,471.179 3.599 0.400 2,630.248

The net book value includes £93.4m in respect of assets in the course of construction.

Out of the total depreciation charge for the Company of £104.8m, the sum of £1.4m has been charged to capital projects, £0.9m has 
been offset by deferred income and £102.5m against profits.

Fixed assets have been allocated based on the principal use. For assets which are used across segments (ie: management and 
general) these are assumed to have the principal use within wholesale and are then allocated between water and wastewater.

Retail assets reflect those principally used within the retail business. These are then allocated between household and non-
household in line with our established methodology. 

Additions in the year include assets adopted from customers and developers in line with IFRIC18 and includes those recognised at 
their fair value. The total fair value of additions in the year were £2.523m in water and £4.962m in wastewater. In total, cumulative 
adopted assets have a value of £81.379m.
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TABLE 2E – ANALYSIS OF CAPITAL CONTRIBUTIONS AND LAND SALES – WHOLESALE

Current year

Fully recognised 
in income 
statement 

£m

Capitalised 
and amortised 

against 
depreciation 

£m

Fully netted  
off capex 

£m
Total 

£m

Grants and contributions – water
Connection charges (s45) 3.919 0.000 0.000 3.919
Infrastructure charge receipts (s146) 2.412 0.000 0.000 2.412
Requisitioned mains (s43, s55 & s56) 0.127 0.000 0.165 0.292
Diversions (s185) 0.860 0.000 0.000 0.860
Other contributions (0.037) 2.523 0.000 2.486

Total 7.281 2.523 0.165 9.969

Grants and contributions – wastewater
Infrastructure charge receipts (s146) 2.282 0.000 0.000 2.282
Requisitioned sewers (s100) 0.102 0.000 5.199 5.301
Diversions (s185) 2.131 0.000 0.000 2.131
Other contributions 0.091 4.962 0.100 5.153

Total 4.606 4.962 5.299 14.867

Contributions are principally received from developers in respect of both new connections which are recognised in the income 
statement and requisitioned mains/sewers which are netted from the capital expenditure of the related assets.

Other contributions include other funding from organisations and assets adopted at fair value.

Current year

Water 
£m

Wastewater 
£m

Total 
£m

Balance sheet
Brought forward 11.644 63.751 75.395
Capitalised in year 2.523 4.962 7.485
Amortisation (in income statement) (0.386) (0.778) (1.164)

Carried forward: 13.781 67.935 81.716

Land sales
Proceeds from disposals of protected land 0.862 0.305 1.167

Total outstanding grants and contributions are allocated into current liabilities (provisions) and non-current liabilities (deferred 
income – grants and contributions) as £1.229m and £80.487m respectively.

Disposals of land have been allocated based on principal site location in line with previously reported figures. No individual sale was 
above £500,000 and no sales were made to any associated company.
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TABLE 2F – HOUSEHOLD – REVENUES BY CUSTOMER TYPE

Wholesale 
charges 
revenue 

£m

Retail  
revenue 

£m

Total  
revenue 

£m

Number of  
customers 

000s

Average 
household 

revenue per 
customer 

£

Unmeasured water only customer 11.878 0.976 12.854 33.235 29.367
Unmeasured wastewater only customer 1.216 0.071 1.287 2.475 28.687
Unmeasured water and wastewater customer 89.400 6.437 95.837 123.406 52.161
Measured water only customer 10.644 1.270 11.914 35.175 36.105
Measured wastewater only customer 0.595 0.066 0.661 2.345 28.145
Measured water and wastewater customer 231.101 24.662 255.763 538.993 45.756

Total 344.834 33.482 378.316 735.629 45.515

Numbers of customers relates specifically to the number of properties that are charged at a specific tariff band rate.

62 South West Water Limited southwestwater.co.uk/report2016

REGULATORY REPORTING



TABLE 2G – NON-HOUSEHOLD WATER – REVENUES BY CUSTOMER TYPE

Wholesale 
charges 
revenue 

£m

Retail  
revenue 

£m

Total  
revenue 

£m

Number  
of customers 

(nr)

Average  
non-household 

retail revenue 
per customer 

£

Non-default tariffs
Total non-default tariffs 4.589 0.198 4.787 1,020 194.12

Default tariffs
Standard Unmeasured Water 1.223 0.053 1.276 2,492 21.27
Standard Measured Water 40.274 2.112 42.386 58,674 36.00
Large & Special User 50-100ML Water 1.429 0.038 1.467 12 3,166.67
Large & Special User 100-250ML Water 4.659 0.116 4.775 18 6,444.44
Large & Special User 250+ML Water 1.048 0.027 1.075 2 13,500.00
Large & Special User Special Agreements Water 0.066 0.025 0.091 60 416.67

Total default tariffs 48.699 2.371 51.070 61,258 38.71

Total 53.288 2.569 55.857 62,278 41.25

Numbers of customers relates specifically to the number of properties that are charged at a specific tariff band rate. The ‘total’ 
average non-household retail revenue per customer of £41.25 represents the average retail water revenue per customer across  
water non-household retail customers.
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TABLE 2H – NON-HOUSEHOLD WASTEWATER – REVENUES BY CUSTOMER TYPE

Wholesale 
charges 
revenue 

£m

Retail  
revenue 

£m

Total  
revenue 

£m

Number  
of customers 

(nr)

Average  
non-household 

retail revenue 
per customer 

£

Non-default tariffs
Total non-default tariffs 4.566 0.183 4.749 641.0 285.49

Default tariffs
Standard Unmeasured Sewerage 1.957 0.075 2.032 2,574.0 29.14
Standard Measured Sewerage 36.416 1.641 38.057 39,594.0 41.45
Large & Special User 50-100ML Sewerage 1.264 0.031 1.295 11.0 2,818.18
Large & Special User 100-250ML Sewerage 0.876 0.024 0.900 13.0 1,846.15
Large & Special User 250+ML Sewerage 1.467 0.041 1.508 2.0 20,500.00
Large & Special User Special Agreements Sewerage 2.470 0.107 2.577 62.0 1,725.81
Trade Effluent 6.703 0.168 6.871 406.0 413.79

Total default tariffs 51.153 2.087 53.240 42,662.0 48.92

Total 55.719 2.270 57.989 43,303.0 52.42

Numbers of customers relates specifically to the number of properties that are charged at a specific tariff band rate. The ‘total’ 
average non-household retail revenue per customer of £52.42 represents the average retail wastewater revenue per customer across 
wastewater non-household retail customers.
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TABLE 2I – REVENUE ANALYSIS & WHOLESALE CONTROL RECONCILIATION

Household  
£m

Non-household 
£m

Total  
£m

Wholesale charge – water
Unmeasured 45.830 1.223 47.053
Measured 102.541 52.065 154.606
Third party revenue 0.000 (0.095) (0.095)

Total 148.371 53.193 201.564

Wholesale charge – wastewater
Unmeasured 56.664 1.957 58.621
Measured 139.799 53.762 193.561
Third party revenue 0.000 0.091 0.091

Total 196.463 55.810 252.273

Wholesale total 344.834 109.003 453.837

Retail revenue
Unmeasured 7.484 0.128 7.612
Measured 25.998 4.330 30.328
Retail third party revenue 0.000 0.000 0.000

Retail total 33.482 4.458 37.940

Third party revenue – non-price control
Bulk supplies 0.023
Other third party revenue 3.351
Other appointed revenue 0.381

Total appointed revenue 495.532

Third party revenue within the price control reflects income on development planning and third party revenue outside the controls 
includes mains and sewer diversions, standpipe hire and other rechargeable works.

Bulk supplies relate to treated water supplies to the neighbouring water company.

Appointed revenue outside of the price control reflects retail revenue for non-household customers on non-default tariffs as noted  
in table 2A.

Water  
£m

Wastewater  
£m

Total  
£m

Wholesale revenue governed by price control 201.564 252.273 453.837
Grants & contributions 6.623 7.583 14.206

Total revenue governed by wholesale price control 208.187 259.856 468.043
Amount assumed in wholesale determination 202.536 256.550 459.086

Difference 5.651 3.306 8.957

Commentary on appointed revenue and the comparison with the 2014 Financial Determination is included on page 34.
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TABLE 3A – OUTCOME PERFORMANCE TABLE
(2012/13 PRICE BASE)

Units

2014-15 
performance level  

– actual

2015-16 
performance level  

– actual
2015-16  

CPL met?

2015-16 reward  
or penalty  

(in-period ODIs)

2015-16 reward  
or penalty  

(in-period ODIs)  
£m absolute value

Notional reward  
or penalty  
accrued at  

31 March 2016

Notional reward or 
penalty accrued at 

31 March 2016  
£m absolute value

See
Page

W-A1 Compliance with water quality standard % 99.96 99.97 No Penalty deadband 0.000 N/A N/A 12
W-A2 Taste, smell and colour contacts nr 3.42 2.92 Yes Reward deadband 0.000 N/A N/A 12
W-A3 Asset reliability (pipes) category Stable Stable Yes N/A N/A N/A N/A 15
W-A4 Asset reliability (process) category Stable Stable Yes N/A N/A N/A N/A 15
W-A5 Duration of interruptions in supply (hours/property) time 0.381 0.419 No N/A N/A Penalty 0.943 14
W-B1 Water restrictions placed on customers (number) nr 0 0 Yes N/A N/A Reward 1.624 16
W-B2 Ability to move water around the network text Partial Partial N/A N/A N/A N/A N/A *
W-B3 Leakage levels (megalitres a day, Ml/d) nr 84 84 Yes Reward/penalty 

deadband
0.000 N/A N/A 16

 
W-B4 Time taken to fix significant leaks (days) nr 2.83 2.80 N/A N/A N/A N/A N/A 16
W-B5 Security of Supply Index (SoSI) score 100 100 N/A N/A N/A N/A N/A 17
W-C1 Supplies interrupted due to flooded South West Water sites nr 0 0 N/A N/A N/A N/A N/A 20
W-D1 Operational customer contacts resolved first time (%) % 93.5 94.8 Yes Reward 0.163 N/A N/A 19
W-E1 Sustainable abstractions (EA/WFD classification) nr 0 0 N/A N/A N/A N/A N/A 26
W-E2 Sustainable abstractions (Environment Agency water stress status) category Moderate Moderate Yes N/A N/A N/A N/A 26
W-E3a Catchment management (number of acres) nr 4,942 5,673 N/A N/A N/A N/A N/A 25
W-E3b Catchment management (number of farms) nr 741 847 N/A N/A N/A N/A N/A 25
W-E4 Pollution incidents (category 1 and 2) nr 0 0 Yes N/A 0.000 N/A N/A 17
W-E5 Pollution incidents (category 3 and 4) nr 3 5 No Penalty 0.022 N/A N/A 17
W-E6 Operational carbon emissions (ktCO2e) nr 56.7 61.8 N/A N/A N/A N/A N/A 27
W-E7 Energy from renewable sources (%) % 5.63 7.14 N/A N/A N/A N/A N/A 27
W-F1 Customers paying a metered bill % 78.1 79.1 No N/A N/A Penalty 0.214 33
S-A1 Internal sewer flooding incidents nr 182 189 No N/A N/A Penalty deadband 0.000 21
S-A2 External sewer flooding incidents nr 3,179 3,702 No N/A N/A Penalty 0.242 21
S-A3 Odour contacts (wastewater treatment works) nr 333 230 Yes N/A N/A Reward 0.348 22
S-A4 Asset reliability (pipes) category Stable Stable Yes N/A N/A N/A 0.000 23
S-A5 Asset reliability (process) category Stable Stable Yes N/A N/A N/A 0.000 23
S-A6 Compliance with sludge standard (%) % 100 99.94 No N/A N/A N/A N/A 23
S-B1 Operational customer contacts resolved first time (%) % 87.1 88.2 No Penalty 0.143 N/A N/A 19
S-C1 Wastewater treatment numeric compliance (%) % 96.1 95.8 No N/A N/A N/A N/A 24
S-C2 Wastewater population equivalent sanitary compliance (%) % 99.2 99.13 N/A N/A N/A N/A N/A 24
S-C3 Wastewater descriptive works permit compliance (%) % 91.4 99.09 No Penalty deadband 0.000 N/A N/A 24
S-C4 Pollution incidents (category 1 and 2) nr 3 7 No Penalty 1.730 N/A N/A 26
S-C5 Pollution incidents (category 3 and 4) nr 315 222 Yes N/A 0.000 N/A N/A 26
S-C6 Operational carbon emissions (ktCO2e) nr 93.5 98.6 N/A N/A N/A N/A N/A 27
S-C7 Energy from renewable sources (%) % 1.40 2.40 N/A N/A N/A N/A N/A 27
S-D1 Bathing water quality (non-compliant waters due to SWW assets**) nr ** 0 Yes N/A N/A Reward 2.988 28
S-D2 Combined sewer overflow spills (number) nr N/A N/A N/A N/A N/A N/A N/A *
S-D3 River water quality improved (km) nr N/A 62 N/A N/A N/A N/A N/A 28
R-A1 Customer overall satisfaction (%) % 90 89 N/A N/A N/A N/A N/A 19
R-A2 Service incentive mechanism (SIM) score 74.8 78.6 N/A N/A N/A N/A N/A 18
R-A3 Customer satisfaction with value for money (%) % 57.8 59 N/A N/A N/A N/A N/A 18
R-B1 Customers assisted by water poverty initiatives nr 24,899 26,837 N/A N/A N/A N/A N/A 33

During 2015/16 a net in-period penalty of £1.872 million (2012/13 prices, net of tax) was incurred in wastewater; mainly due the 
occurrence of seven category 1 & 2 wastewater pollution incidents. A net in-period reward of £0.141 million was earned in water 
through high performance in first time resolution of operational customer contacts. This gives an overall net in-period penalty of 
£1.731 million. A net end of period reward of £3.561 million has been provisionally accrued for the performance of end of period ODIs.

* Measure to be developed for the 2020-2025 period. 
** The number of bathing waters failing the EU Bathing Water Directive (more stringent Directive from 2015) where failure was allocated to South West Water by the Environment Agency,  

therefore no direct comparable 2014-15 performance level is available. The number of non-compliant bathing waters is expressed here as an absolute number, whereas in the 2014 Final  
Determination it is expressed as a negative number.
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TABLE 3A – OUTCOME PERFORMANCE TABLE
(2012/13 PRICE BASE)

Units

2014-15 
performance level  

– actual

2015-16 
performance level  

– actual
2015-16  

CPL met?

2015-16 reward  
or penalty  

(in-period ODIs)

2015-16 reward  
or penalty  

(in-period ODIs)  
£m absolute value

Notional reward  
or penalty  
accrued at  

31 March 2016

Notional reward or 
penalty accrued at 

31 March 2016  
£m absolute value

See
Page

W-A1 Compliance with water quality standard % 99.96 99.97 No Penalty deadband 0.000 N/A N/A 12
W-A2 Taste, smell and colour contacts nr 3.42 2.92 Yes Reward deadband 0.000 N/A N/A 12
W-A3 Asset reliability (pipes) category Stable Stable Yes N/A N/A N/A N/A 15
W-A4 Asset reliability (process) category Stable Stable Yes N/A N/A N/A N/A 15
W-A5 Duration of interruptions in supply (hours/property) time 0.381 0.419 No N/A N/A Penalty 0.943 14
W-B1 Water restrictions placed on customers (number) nr 0 0 Yes N/A N/A Reward 1.624 16
W-B2 Ability to move water around the network text Partial Partial N/A N/A N/A N/A N/A *
W-B3 Leakage levels (megalitres a day, Ml/d) nr 84 84 Yes Reward/penalty 

deadband
0.000 N/A N/A 16

 
W-B4 Time taken to fix significant leaks (days) nr 2.83 2.80 N/A N/A N/A N/A N/A 16
W-B5 Security of Supply Index (SoSI) score 100 100 N/A N/A N/A N/A N/A 17
W-C1 Supplies interrupted due to flooded South West Water sites nr 0 0 N/A N/A N/A N/A N/A 20
W-D1 Operational customer contacts resolved first time (%) % 93.5 94.8 Yes Reward 0.163 N/A N/A 19
W-E1 Sustainable abstractions (EA/WFD classification) nr 0 0 N/A N/A N/A N/A N/A 26
W-E2 Sustainable abstractions (Environment Agency water stress status) category Moderate Moderate Yes N/A N/A N/A N/A 26
W-E3a Catchment management (number of acres) nr 4,942 5,673 N/A N/A N/A N/A N/A 25
W-E3b Catchment management (number of farms) nr 741 847 N/A N/A N/A N/A N/A 25
W-E4 Pollution incidents (category 1 and 2) nr 0 0 Yes N/A 0.000 N/A N/A 17
W-E5 Pollution incidents (category 3 and 4) nr 3 5 No Penalty 0.022 N/A N/A 17
W-E6 Operational carbon emissions (ktCO2e) nr 56.7 61.8 N/A N/A N/A N/A N/A 27
W-E7 Energy from renewable sources (%) % 5.63 7.14 N/A N/A N/A N/A N/A 27
W-F1 Customers paying a metered bill % 78.1 79.1 No N/A N/A Penalty 0.214 33
S-A1 Internal sewer flooding incidents nr 182 189 No N/A N/A Penalty deadband 0.000 21
S-A2 External sewer flooding incidents nr 3,179 3,702 No N/A N/A Penalty 0.242 21
S-A3 Odour contacts (wastewater treatment works) nr 333 230 Yes N/A N/A Reward 0.348 22
S-A4 Asset reliability (pipes) category Stable Stable Yes N/A N/A N/A 0.000 23
S-A5 Asset reliability (process) category Stable Stable Yes N/A N/A N/A 0.000 23
S-A6 Compliance with sludge standard (%) % 100 99.94 No N/A N/A N/A N/A 23
S-B1 Operational customer contacts resolved first time (%) % 87.1 88.2 No Penalty 0.143 N/A N/A 19
S-C1 Wastewater treatment numeric compliance (%) % 96.1 95.8 No N/A N/A N/A N/A 24
S-C2 Wastewater population equivalent sanitary compliance (%) % 99.2 99.13 N/A N/A N/A N/A N/A 24
S-C3 Wastewater descriptive works permit compliance (%) % 91.4 99.09 No Penalty deadband 0.000 N/A N/A 24
S-C4 Pollution incidents (category 1 and 2) nr 3 7 No Penalty 1.730 N/A N/A 26
S-C5 Pollution incidents (category 3 and 4) nr 315 222 Yes N/A 0.000 N/A N/A 26
S-C6 Operational carbon emissions (ktCO2e) nr 93.5 98.6 N/A N/A N/A N/A N/A 27
S-C7 Energy from renewable sources (%) % 1.40 2.40 N/A N/A N/A N/A N/A 27
S-D1 Bathing water quality (non-compliant waters due to SWW assets**) nr ** 0 Yes N/A N/A Reward 2.988 28
S-D2 Combined sewer overflow spills (number) nr N/A N/A N/A N/A N/A N/A N/A *
S-D3 River water quality improved (km) nr N/A 62 N/A N/A N/A N/A N/A 28
R-A1 Customer overall satisfaction (%) % 90 89 N/A N/A N/A N/A N/A 19
R-A2 Service incentive mechanism (SIM) score 74.8 78.6 N/A N/A N/A N/A N/A 18
R-A3 Customer satisfaction with value for money (%) % 57.8 59 N/A N/A N/A N/A N/A 18
R-B1 Customers assisted by water poverty initiatives nr 24,899 26,837 N/A N/A N/A N/A N/A 33

During 2015/16 a net in-period penalty of £1.872 million (2012/13 prices, net of tax) was incurred in wastewater; mainly due the 
occurrence of seven category 1 & 2 wastewater pollution incidents. A net in-period reward of £0.141 million was earned in water 
through high performance in first time resolution of operational customer contacts. This gives an overall net in-period penalty of 
£1.731 million. A net end of period reward of £3.561 million has been provisionally accrued for the performance of end of period ODIs.

* Measure to be developed for the 2020-2025 period. 
** The number of bathing waters failing the EU Bathing Water Directive (more stringent Directive from 2015) where failure was allocated to South West Water by the Environment Agency,  

therefore no direct comparable 2014-15 performance level is available. The number of non-compliant bathing waters is expressed here as an absolute number, whereas in the 2014 Final  
Determination it is expressed as a negative number.

Addendum
The table line W-B1 has been updated so the notional reward applies at the end of the 2015-20 period.
This has also been reflected in the explanation of the overall net in-period penalty for 2015/16.
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TABLE 4A – NON-FINANCIAL INFORMATION

Current year

Unmeasured 
000s

Measured  
000s

Retail – household
Number of households billed
Water only connections 33.197 33.866
Wastewater only connections 2.526 2.367
Water and wastewater connections 123.360 536.871

Total 159.083 573.104

Number of void households 5.082 7.076
Per capita consumption (excluding supply pipe leakage) l/h/d 179.470 119.450

Water  
Ml/d

Wastewater 
Ml/d

Wholesale volume
Bulk supply export 0.031 0.000
Bulk supply import 0.000 0.000
Distribution input 422.803  

Bulk supply exports relate to the supply of treated water to the neighbouring water company.
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TABLE 4B – WHOLESALE TOTEX ANALYSIS

Current year

Water 
£m

Wastewater 
£m

Actual totex
Menu totex 109.967 156.339

Items excluded from the menu
Pension deficit recovery payments 8.656 7.467
Third party costs 4.119 2.347
Other adjustments – – 

Total costs excluded from the menu 12.775 9.814

Actual totex 122.742 166.153
Actual totex base year prices 115.760 155.701
Allowed totex base year prices (inclusive of pension deficit payments) 146.870 195.665 

Actual totex in base year prices is calculated using actual average inflation, of 1.1% for 2015/16.

Commentary on the difference between actual totex and that allowed within the 2014 Final Determination is included on page 36.

Third party costs include both operational and capital expenditure consistent with table 2B.

southwestwater.co.uk/report2016  South West Water Limited 69

Annual Performance Report 00 - 33

Regulatory Reporting 34 - 81



ADDITIONAL REGULATORY  
INFORMATION

TABLE 4C – FORECAST IMPACT OF PERFORMANCE ON RCV

For the 12 months ended 31 March 2016
Current year 

£m

RCV determined at FD 2,997.333
RCV element of Totex over/underspend (38.798)
Allowance (rewards/penalties – ODI) 1.937 

Projected ‘shadow’ RCV 2,960.472

RCV element of totex underspend is based on specific pay-as-you-go ratios.

Water Wastewater Total

Pay-as-you-go (PAYG) % 62.4% 49.7%  
Totex outperformance (outturn prices) 39.700 47.458 87.158
RCV impact (£m) 14.927 23.871 38.798

Totex outperformance excludes the pension deficit contributions and non-underlying exceptional items, as this is not deemed  
to impact the RCV. The adjustment is inflated into outturn prices, based on the rates assumed for RCV.

Pay-as-you-go rates are based on those included within the 2014 Final Determination.

South West Water has 11 outcome delivery incentives (ODIs) which are recognised as adjustments to RCV. Detailed analysis  
of ODI performance is included in table 3A and commentary is included throughout the Annual Performance Report. 

The total value of ODIs accrued as adjustments to RCV are £1.937m.
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TABLE 4D – WHOLESALE TOTEX ANALYSIS – WATER

Water resources Raw water distribution

Water 
treatment

Treated  
water 

distribution
Abstraction 

licences
Raw water 

abstraction
Raw water 

transport
Raw water 

storage Total

Operating expenditure
Power 0.000 1.396 0.969 0.000 7.052 1.332 10.749
Income treated as negative expenditure 0.000 (0.438) (0.091) 0.000 (0.114) 0.000 (0.643)
Service charges/discharge consents 3.891 0.000 0.000 0.000 0.058 0.003 3.952
Bulk supply/bulk discharge 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Other operating expenditure 0.021 2.632 1.355 0.002 15.734 20.025 39.769
Local authority rates 0.000 1.698 0.498 0.000 2.194 13.358 17.748

Total operating expenditure excluding 
third party services 3.912 5.288 2.731 0.002 24.924 34.718 71.575

Third party services 0.000 0.000 0.000 0.000 0.000 1.068 1.068

Total operating expenditure 3.912 5.288 2.731 0.002 24.924 35.786 72.643

Capital expenditure
Maintaining the long term capability  
of the assets – infra

0.000 0.059 0.051 0.000 0.000 6.398 6.508

Maintaining the long term capability  
of the assets – non-infra

0.000 0.113 0.759 0.000 12.543 10.556 23.971

Other capital expenditure – infra 0.000 2.247 0.000 0.000 0.000 5.215 7.462
Other capital expenditure – non-infra 0.000 0.016 0.000 0.000 4.447 2.611 7.074

Total gross capital expenditure excluding 
third party services 0.000 2.435 0.810 0.000 16.990 24.780 45.015

Third party services 0.000 0.000 0.000 0.000 0.000 3.051 3.051

Total gross capital expenditure 0.000 2.435 0.810 0.000 16.990 27.831 48.066

Grants and contributions (price control) 0.000 0.000 0.000 0.000 0.000 6.623 6.623

Totex 3.912 7.723 3.541 0.002 41.914 56.994 114.086

Cash expenditure
Pension deficit recovery payments 0.011 0.500 0.262 0.000 3.355 4.528 8.656
Other cash items 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Totex including cash items 3.923 8.223 3.803 0.002 45.269 61.522 122.742

The approach to allocating costs between the water services is outlined on page 41 with a detailed methodology available on our website.
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TABLE 4D – WHOLESALE TOTEX ANALYSIS – WATER CONTINUED

Water resources Raw water distribution

Water  
treatment

Treated  
water 

distribution
Abstraction 

licences
Raw water 

abstraction
Raw water 

transport
Raw water 

storage

Unit cost information (operating expenditure)

Licenced volume available (Ml) 386,748.312

Volume abstracted (Ml) 165,026.959

Volume transported (Ml) 165,026.959

Average volume stored (Ml) 10.252

Distribution input from water  
treatment (Ml)

154,751.256

Distribution input treated water (Ml) 154,751.256

Unit cost (£/Ml) 10.115 32.043 16.549 195.084 161.058 231.249
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TABLE 4E – WHOLESALE TOTEX ANALYSIS – WASTEWATER

Sewage collection Sewage treatment Sludge

Foul  
£m

Surface 
water 

drainage  
£m

Highway 
drainage 

£m

Sewage 
treatment 

and disposal 
£m

Imported 
sludge 
liquor 

treatment 
£m

Sludge 
transport 

£m

Sludge 
treatment 

£m

Sludge 
disposal  

£m
Total 

£m

Operating expenditure
Power 4.384 1.154 0.231 8.533 1.211 0.000 1.258 0.001 16.772
Income treated as 
negative expenditure

0.000 0.000 0.000 (0.045) 0.000 0.000 (0.271) 0.000 (0.316)

Service charges/
discharge consents

0.616 0.162 0.000 2.464 0.000 0.000 0.000 0.000 3.242

Bulk supply/bulk 
discharge

0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Other operating 
expenditure

18.406 4.844 0.971 25.129 0.244 3.193 7.121 3.409 63.317

Local authority rates 0.077 0.020 0.000 5.070 0.000 0.000 0.860 0.000 6.027

Total operating 
expenditure excluding 
third party services 23.483 6.180 1.202 41.151 1.455 3.193 8.968 3.410 89.042

Third party services 1.788 0.471 0.000 0.088 0.000 0.000 0.000 0.000 2.347

Total operating 
expenditure 25.271 6.651 1.202 41.239 1.455 3.193 8.968 3.410 91.389

Capital expenditure
Maintaining the long 
term capability of the 
assets – infra

3.774 0.993 0.193 0.000 0.000 0.000 0.000 0.000 4.960

Maintaining the long 
term capability of the 
assets – non-infra

4.531 1.193 0.232 30.948 1.094 1.908 5.360 2.038 47.304

Other capital  
expenditure – infra

9.151 2.408 0.468 0.000 0.000 0.000 0.000 0.000 12.027

Other capital  
expenditure – non-infra

0.235 0.062 0.012 9.923 0.351 0.001 0.004 0.001 10.589

Total gross capital 
expenditure excluding 
third party services 17.691 4.656 0.905 40.871 1.445 1.909 5.364 2.039 74.880

Third party services 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000
Total gross capital 
expenditure 17.691 4.656 0.905 40.871 1.445 1.909 5.364 2.039 74.880

Grants and contributions 
(price control) 5.769 1.518 0.296 0.000 0.000 0.000 0.000 0.000 7.583

Totex 37.193 9.789 1.811 82.110 2.900 5.102 14.332 5.449 158.686
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Sewage collection Sewage treatment Sludge

Foul  
£m

Surface 
water 

drainage  
£m

Highway 
drainage 

£m

Sewage 
treatment 

and disposal 
£m

Imported 
sludge 
liquor 

treatment 
£m

Sludge 
transport 

£m

Sludge 
treatment 

£m

Sludge 
disposal  

£m
Total 

£m

Cash expenditure
Pension deficit recovery 
payments

1.543 0.482 0.085 4.265 0.004 0.000 0.982 0.106 7.467

Other cash items 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000 0.000

Totex including  
cash items 38.736 10.271 1.896 86.375 2.904 5.102 15.314 5.555 166.153

Sewage collection Sewage treatment Sludge

Foul  
£m

Surface water 
drainage  

£m

Highway 
drainage 

£m

Sewage 
treatment and 

disposal 
£m

Imported 
sludge liquor 

treatment 
£m

Sludge 
transport 

£m

Sludge 
treatment 

£m

Sludge 
disposal  

£m

Unit cost information 
(operating expenditure)

Volume collected foul (Ml) 83,736.958

Volume collected surface 
water drainage (Ml)

71,217.807

Volume collected highway 
drainage (Ml)

63,155.413

BOD1 sewage (tonnes) 38,464.700

BOD1 imported sludge 
liquor (tonnes)

3,439.289

Sludge volume 
transported (m3)

385,492.160

Sludge treatment dried 
solid mass treated (ttds)

38,614.043

Sludge disposal dried 
solid mass disposed (ttds)

38,036.275

Unit cost (£/unit) 301.790 93.390 19.032 1,072.126 423.053 8.283 232.247 89.651

1 Biochemical Oxygen Demand.

The approach to allocating costs between the water services is outlined on page 41 with a detailed methodology available  
on our website.

TABLE 4E – WHOLESALE TOTEX ANALYSIS – WASTEWATER CONTINUED
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TABLE 4F – OPERATING COST ANALYSIS – HOUSEHOLD RETAIL

Household unmeasured Household measured

Water  
only 
£m

Wastewater 
only  
£m

Water and 
wastewater 

£m
Total 

£m

Water  
only 
£m

Wastewater 
only 
£m

Water and 
wastewater 

£m
Total  

£m
Total 

£m

Operating expenditure
Customer services 0.405 0.030 1.504 1.939 0.429 0.029 6.570 7.028 8.967
Debt management 0.030 0.002 0.110 0.142 0.031 0.002 0.483 0.516 0.658
Doubtful debts 0.652 0.049 2.420 3.121 0.690 0.046 10.571 11.307 14.428
Meter reading 0.065 0.004 0.999 1.068 1.068
Other operating 
expenditure 0.192 0.014 0.715 0.921 0.204 0.014 3.119 3.337 4.258

Total operating 
expenditure excluding 
third party services 1.279 0.095 4.749 6.123 1.419 0.095 21.742 23.256 29.379
Depreciation 0.052 0.004 0.195 0.251 0.055 0.004 0.850 0.909 1.160

Total operating costs 
excluding third party 
services 1.331 0.099 4.944 6.374 1.474 0.099 22.592 24.165 30.539

Operating costs per customer type were allocated based on the number of customers within each type.

Total 
£m

Other operating expenditure – breakdown
Demand-side water efficiency – gross expenditure 0.044
Demand-side water efficiency – expenditure funded by wholesale 0.000

Demand-side water efficiency – net retail expenditure 0.044

Customer-side leak repairs – gross expenditure 0.003
Customer-side leak repairs – expenditure funded by wholesale 0.000

Customer-side leak repairs – net retail expenditure 0.003
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TABLE 4G – WHOLESALE CURRENT COST FINANCIAL PERFORMANCE

Water 
£m

Wastewater 
£m

Total 
£m

Revenue 202.807 254.404 457.211
Operating expenditure (72.643) (91.389) (164.032)
Capital maintenance charges (57.551) (98.680) (156.231)
Other operating income 0.917 0.373 1.290

Current cost operating profit 73.530 64.708 138.238

Other income
Interest income 1.175 1.567 2.742
Interest expense (24.933) (33.277) (58.210)
Interest expense related to the unwinding of discounted liabilities (0.661) (0.749) (1.410)

Profit before tax and fair value movements 49.111 32.249 81.360

Fair value gains/(losses) on financial instruments 0.000 0.000 0.000

Profit before tax 49.111 32.249 81.360

The Company does not have any financial instruments accounted for at fair value through the income statement.
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TABLE 4H – FINANCIAL METRICS

Metric 
£m

Net debt 1,799.971
Regulated equity (1,197.362)
Regulated gearing (%) 60.05
Post tax return on regulated equity (%) 11.75
RORE (return on regulated equity) (%) 13.76
Dividend yield (%) 6.26

Retail profit margin – household (%) 1.08

Retail profit margin – non-household (%) 1.57

Credit rating n/a
Return on RCV (%) 6.48
Dividend cover (dec) 2.09

Funds from operations (FFO) 208.689

Interest cover (cash) (dec) 5.12
Adjusted interest cover (cash) (dec) 3.17
FFO/debt (dec) 0.12

Effective tax rate (%) 10.20

Free cash flow (RCF) 133.789

RCF/capex (dec) 1.14

Revenue (actual) 491.777
EBITDA (actual) 296.190

South West Water does not have a credit rating as this is not a license requirement.

%

Proportion of borrowings which are fixed rate 65.13
Proportion of borrowings which are floating rate 15.52
Proportion of borrowings which are index linked 19.35

Proportion of borrowings due within 1 year or less 5.12
Proportion of borrowings due in more than 1 year but no more than 2 years 2.82
Proportion of borrowings due in more than 2 years but no more than 5 years 8.86
Proportion of borrowings due in more than 5 years but no more than 20 years 31.15
Proportion of borrowings due in more than 20 years 52.05
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TABLE 4I – FINANCIAL DERIVATIVES

Nominal value by maturity (net) Total value  
Interest rate  

(weighted average)

1 to 2  
years  

£m

2 to 5  
years  

£m

Over 5  
years  

£m

Nominal 
value (net) 

£m

Mark to 
Market  

£m

Total 
accretion 

£m
Payable  

%
Receivable 

%

Derivative type
Interest rate swap (sterling)
Floating to/from fixed rate (2.908) (37.286) (0.708) (40.902) (40.902) 0.000 2.06 0.61
Floating to/from index linked 0.000 0.000 0.000 0.000 0.000 0.000 0.00 0.00
Fixed to/from index-linked 0.000 0.000 0.000 0.000 0.000 0.000 0.00 0.00

Total (2.908) (37.286) (0.708) (40.902) (40.902) 0.000  

South West Water has only interest rate swaps which are used to swap fixed and floating rate debt. No swaps are made on index-
linked debt or using index-linked swaps.

The table above has been compiled on the basis of swap value and maturity, rather than the underlying debt instrument.

The total swap value of £40.9m above, excludes accrued interest charges of £2.8m resulting in a total financial instrument liability  
of £43.7m as recognised in table 1C.
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SERVICES BETWEEN THE APPOINTED BUSINESS AND ASSOCIATED COMPANIES
Under RAG 5, water and sewerage appointees have a duty to trade at arm’s length and to ensure that there is no cross-subsidy with 
respect to transactions between the appointed business and associated companies.

Following the introduction of binding revenue price controls, appointees are also required to ensure there is no cross-subsidy 
between price control units.

RAG 3.08 requires disclosures of all transactions (individually and not on an aggregated basis) to be made where any single 
transaction exceeds 0.5% of the turnover of South West Water’s appointed business (£2.5m). In addition to transactions which exceed 
this amount, South West Water has also voluntarily disclosed below a summary of all transactions with its associated companies and 
any transactions with companies, whereby certain directors of the Company have interests.

SERVICES PROVIDED BY SOUTH WEST WATER AND RECHARGED TO THE FOLLOWING ASSOCIATED COMPANIES

Service Company

Turnover of  
associated company

£m Terms of supply
Value of services 

£m

Group expenses Source Contact 
Management Limited

9.3 Recharge of appropriate 
costs

1.3

Group expenses Source for Business 
Limited

– Recharge of appropriate 
costs

–

Administrative expense Peninsula Properties 
Limited

0.2 Recharge of appropriate 
costs

–

Administrative expense Pennon Group Plc 10.8 Recharge of appropriate 
costs

0.5

Administrative expense Peninsula Leasing 
Limited

0.1 Recharge of appropriate 
costs

–

SERVICES RECEIVED BY TO SOUTH WEST WATER FROM THE FOLLOWING ASSOCIATED COMPANIES

Service Company

Turnover of  
associated company

£m Terms of supply
Value

£m

Billing and collection 
services

Source Contact 
Management Limited

9.3 Other market testing/
recharge of appropriate 

costs

9.3

Group expenses Pennon Group Plc 10.8 Recharge of appropriate 
costs

4.9

Insurance premiums Peninsula Insurance 
Limited

1.1 Recharge of appropriate 
costs

0.3

Property services Peninsula Properties 
Limited

0.2 Other market testing 0.2

COST ALLOCATION AND  
TRANSFER PRICING
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BORROWINGS FROM ASSOCIATED COMPANIES

Service
Principal amount

£m Repayment date Interest rate

Pennon Group Plc:
intercompany loan

50.0 2016/17 1 month LIBOR + 1% 

South West Water Finance Plc:
loan notes 2040

133.3 2040 6.83% (fixed until July 2040)

South West Water Finance Plc:
index linked bond 2057

261.6 2057 RPI + 1.99%

Peninsula Leasing Limited:
finance leases in respect of 
motor vehicles

0.6 2016/17 to 2017/18 3.00%

DIVIDENDS PAID TO SOUTH WEST WATER’S PARENT COMPANY PENNON GROUP PLC
During the year South West Water paid a total of £74.9m (2014/15: £255.8m) in dividends to its parent company, Pennon Group Plc. 
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