STRATEGIC REPORT

Our business model

How we create and protect value
What drives us

Our purpose is to provide water for life to:
enhance health
and wellbeing

protect and improve
the environment

sustain the
economy

Our purpose is why we exist. It drives our long and short-term decision-making and is centred around the value we
provide to our customers and stakeholders. Living our purpose ensures that we are able to deliver water for life and
our vision of a resilient water future for our customers in the South East.

The external
environment
The way we operate as a
business is impacted by a
number of external factors –
social, political, environmental,
economic, regulatory and
technological – that we must
consider and manage the
impact of.
	Read more about our
external environment on
pages 36 to 43

What we rely on:

Key relationships:

For any business to be truly
sustainable it needs to consider
its impacts and dependencies,
and this means going beyond
tracking financial and operational
measures to consider social and
environmental measures, such as
the six capitals outlined below,
as they can affect the ability of
our organisation to create value
over time.

Understanding what matters most
to our stakeholders is fundamental
to us living and breathing our
purpose and achieving our vision
of a resilient water future.

Natural
Natural resources that we rely on,
such as water.

People
Skills, capabilities and wellbeing of
our employees and partners.

Financial
Financial health, including equity,
debt and pensions.

Manufactured
Sites, equipment, networks and IT.

Social and Relationship
Engagement, our reputation
and the value we create for our
communities.

Intellectual
Knowledge, systems, processes,
procedures and the data we hold.
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Our stakeholders

Stakeholders that influence
what we do

Customers
Environment
Regulators
Regional stakeholders
Investors
Stakeholders we
generate value for

Customers
Communities
Environment
Employees
Retailers
Suppliers
	Read more about our
stakeholders on pages 46 to 47
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How we are creating value

What we do:
We provide essential water services to
2.6 million customers, and wastewater
services to more than 4.6 million customers
across Kent, Sussex, Hampshire and the Isle
of Wight.
	See our water cycle on pages 32 to 33

How we do it:
Our Water for Life Business Plan 2020–25
takes us one step closer to achieving our
vision of a resilient water future for customers
in the South East. Developed following
extensive consultation with our customers and
stakeholders, over the five-year period it will
deliver significant performance improvements,
including a 15% reduction in leakage,
improvements to 183 kilometres of rivers
and a further 155,000 customers supported
through financial assistance schemes, with bills
reducing by 18% in real terms.

Our five-year strategy
Deliver great service
Use water wisely
Protect and improve the environment
Fit for the future

Embedding risk and value
processes into operations
Our risk and value (R&V) process underpins
how we deliver our services. It improves our
decisions about how to invest, build and run
our business, and allows us to collaborate more
effectively with our suppliers and partners.

Delivering for our stakeholders
The water cycle touches and enables every part of life, so our
stakeholder base is diverse.

Customers
Our customers expect us to
deliver wholesome water
and effectively remove
wastewater. They want us to
deliver services sustainably,
at affordable prices
while supporting those in
vulnerable circumstances.

Communities
Water for life is a shared
responsibility which means
we must build partnerships in
our communities with interest
groups and local charities
as well as future customers.
Our employee volunteering
programme helps us to
connect with our communities.

Regional stakeholders
Our work, and the land we
manage, impacts a wide variety
of regional stakeholders, from
county and parish councils to
farmers and developers. We
engage with them to develop
and execute our plans.

Retailers
Retailers provide customer
and billing services to nonhousehold (commercial)
customers across our
region. We provide wholesale
and emergency services to
their customers.

Our approach to sustainability
Making sure we know what matters most to
our customers and stakeholders is vital to us
achieving our vision. We must consider their
priorities alongside those of our business, as well
as our ability to create value in the long term.
	Read more about performance against
our five-year strategy on pages 76 to 91

Suppliers
Our construction and
maintenance programmes
generate jobs, skills and
income for our supply chain
and the local economy.
We rely on our suppliers to
deliver our services.

Environment
Our natural environment,
including reservoirs, river
catchments and bathing
waters provide spaces for
wildlife, recreation, and create
value in terms of tourism.
We work hard to protect and
improve them while delivering
our essential services.

Regulators
We have a number of
regulators, and their priorities
help define our business
plans so we must constantly
look to engage and influence
them, where we can.

Investors
To add value for our
investors, we manage risk
and provide an appropriate
return, when we can. We
invest their money to provide
for growth and resilience.
Regulatory price controls
help to align shareholder
value with customer and
environmental priorities.

Employees
We know we must attract,
develop and retain a diverse
and inclusive workforce.
We are also responsible for
looking after their health,
safety, security and wellbeing.
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Thinking and planning more holistically
Using multi-capitals thinking to ensure responsible decision-making
	Read more on
page 55

Our approach
It is becoming obvious that
standard financial accounting
practices are failing to fully take
account of the impacts and risks
associated with our natural and
social resources. Using multi-capitals
thinking is helping us to keep our
responsibilities to customers, our
communities and the environment
at the forefront when making
business decisions. Through a better
understanding of Southern Water’s
impacts and dependencies on the
six capitals – natural, social, human,
intellectual, as well as financial and
manufactured – we can more easily
see any trade-offs, supporting the
development of a sustainable longterm approach to planning.

The six capitals
Human
Intellectual
Social and Relationship
Manufactured
Financial
Natural

Examples of where we have
considered multiple capitals
Transitioning to a six capitals approach to decisionmaking requires us to think differently about
traditional cost models and to assign value in areas
which Southern Water and the wider industry have
not traditionally operated. The first challenge is how to
accurately assign value to something like the broader
benefits we bring to the communities we serve
beyond our core services; or the amenity value or the
biodiversity value of the green spaces we own.
In January 2022 we published our natural and social
capital framework. This outlined a roadmap for how
we will embed evaluation of these two capitals into
our decision-making going forward. This is a huge
step forward and is already influencing our Risk and
Value (R&V) process. In February we began three
pilot studies to run our usual R&V process through
this new framework. The results of the pilot are due
later in 2022 and will help shape our investment
decisions in the build up to the next business plan
period (PR24).

Future plans
We are facing a climate emergency and biodiversity
crisis, as well as complex and evolving risks from
population growth, ageing infrastructure, growing
inequality and the short- and long-term impacts of the
COVID-19 pandemic. Our customers, stakeholders,
investors and regulators are increasingly demanding
that we operate in a way that creates public value.
While we are already incorporating elements of,
and metrics relevant to, the six capitals approach
within our existing decision-making and reporting,
the key challenge is to work with our regulators and
our peers to develop a consistent and systematic
approach across the industry.
UK Water Industry Research (UKWIR) has
commissioned a team to develop a future Asset
Planning Framework based around multi-capitals
thinking, which will provide a common framework
for asset planning and investment decision-making
as the water industry begins to plan for its next
business plan period 2025–30.
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CASE STUDY
Protecting and improving the environment

Working in partnership
to improve the health
of our harbours
“The rare chalk stream catchments of the south
coast and the internationally significant harbours
into which they drain are unique features of our
region. We rely on the healthy function of these
ecosystems to provide essential water and
wastewater services.
“The harbours of Chichester, Langstone and
Pagham are already protected but despite
this they are in decline. Population growth,
declining water quality and climate change are
all contributing factors, but we recognise that we
have a crucial role to play so this year we set in
motion ambitious plans to reverse that decline
and restore the harbours.
“Working in partnership, we pulled together a
summit of 18 key stakeholders to agree a shared
vision for the recovery of the harbours by 2030.
As well as funding and facilitating the new
partnership, we also commissioned the first ever
full-scale natural capital baseline assessment of
the harbours. Published in February 2022, this is

guiding investment of our £5 million Environmental
Improvement Fund – also created this year – to
find nature-based solutions to the water quality
challenges in the catchments of the harbours.
“Alongside existing investment in treatment and
network improvements, we believe the leadership
role we have taken, by setting up the summits this
year demonstrates our commitment to be a force
for good in the communities we serve, and go
beyond our regulatory obligations when we know
it’s the right thing to do for the environment.”
Henry Badman
Senior Environmental Strategy Specialist

£5m
Environmental

Improvement Fund
to help improve
river health across
the south and in
the harbours.

18
key stakeholders

have been involved
in the summits.

Stakeholders impacted
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The water cycle

Our vision is to create a resilient water future for our customers in the South East
Water is collected

Water is cleaned

About 67.4% of the water
we supply comes from
groundwater (water stored
underground in aquifers),
28.2% is taken from rivers and
4.4% comes from our reservoirs.

Our 80 water supply works
treat raw water to the highest
standards, making it safe
to drink.

Clean water is put
into the supply

Associated risk

Associated risk

Associated risk

In our densely populated
and water-stressed region,
we must balance the need to
supply high-quality water to
our customers with the need to
preserve our natural resources.

Failures at our treatment sites
and across our network could
result in a risk to public health
due to reduced water quality
and/or disruptions to supply.
We use several chemicals in
the treatment of water which,
if not handled correctly, could
result in injuries to employees
and/or customers. Area-specific
risk assessments inform our
monitoring programme, ensuring
we are sampling for relevant
substances to make sure we are
treating water correctly.

If we fail to meet required
standards, public health could be
put at risk, our customers could
experience supply disruption
or a reduced water quality. We
may also experience increased
leakage from our network.

Our 13,866-kilometre network,
204 service reservoirs and
697 pumping stations deliver
a continuous supply of clean
water to our customers at a
regulated pressure level.

Maintenance and development
We constantly monitor our sites and networks, conducting maintenance and developing new assets
and equipment to make sure they are meeting the standards set by our regulators. Failure to monitor,
maintain and increase the capacity of our sites and networks could pose risks to public health, and
result in disruptions to supply, injury to our employees or customers, and damage to property.
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Our use of water and its return to the environment is a continuous cycle. Managing our
impact at every stage is critical to protecting future resources. Our environment is constantly
changing, and it is essential that we continue to adapt and prepare for the challenges of
population growth and climate change.

Customers enjoy our water

Wastewater is collected and treated

Customers are billed

Customers across the South East go
about their daily lives enabled by a
supply of safe, clean drinking water and
the removal of wastewater from their
homes and businesses. In 2021–22, we
put 556 million litres per day into supply.

Our 39,900 kilometres of sewers
and 3,476 pumping stations collect
wastewater from our customers’
homes and businesses, and from the
drains outside. Each day, 1,371 million
litres of wastewater is received at our
367 treatment works, meeting strict
environmental standards before being
returned to the environment.

Our Customer teams calculate and
distribute customers’ bills, handle
payments and manage any related
account queries.

Associated risk

Associated risk

Associated risk

If we do not constantly look to improve
and maintain high levels of service and
quality, we run the risk of not fulfilling
our obligations to customers, to provide
high-quality drinking water and protect
rivers and bathing waters.

If we do not remove wastewater
effectively and manage our network,
we may cause sewer flooding,
environmental pollution and unnecessary
distress to our customers. Potentially
hazardous substances and processes
are used that could cause injury. Varying
rainfall patterns, extreme weather events
and rising sea levels all contribute to
an increased risk of flooding if our
infrastructure is overwhelmed. This could
also lead to contamination of water
supplies and infiltration/inundation of our
sewers and sites.

Errors in our billing calculations or
customer information could lead to poor
levels of customer satisfaction, and a rise
in contact and complaints, which could
damage the company’s reputation and
increase our operating costs. Failure to
properly protect customer data could
also lead to significant fines under Data
Protection (GDPR) and Networks and
Information Systems (NIS) directives.

Ensuring future supply

Associated risks

Climate change and population growth in the South East present very real
challenges that initiatives like our Water for Life – Hampshire programme
are looking to address through bulk water transfers with neighbouring water
companies, water recycling projects and a host of other initiatives, all of which
will be needed to secure reliable water supplies for the future. We are also
working to reduce the amount of water lost through leaks on our network,
and we are working with our customers to help them use less water.

At each stage of the cycle there are several
opportunities and risks, including penalties and
rewards applied by Ofwat where we fail to meet
or exceed performance targets. We always seek
to maximise opportunities, while also identifying,
managing and mitigating any risks.
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Our business model

	Read more
about our
performance
on pages
76 to 91

Where our customers’ money goes

17p

long-term funding
of investment

3p

on taxes, rates
and licences

15%
3%
Our forecast
average combined
bill for 2022/23

37%

to keep our
operations running

£1.10
per day

49p

45%

maintaining our assets
and improving our environment

On average, our customers will pay £1.10 a day for us to provide wholesome drinking water and
take their wastewater away in 2022–23.
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