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About this document 

In January 2014, we published ‘Board leadership, transparency and governance – 
principles’, which set out a series of principles that we consider should guide the 
governance arrangements of the regulated companies operating in the water sector 
in England and Wales.  

In that document, we set out our expectation that each company would produce  
a governance code by 1 April 2014 setting out its governance arrangements, 
including how they meet the principles. We have examined each of the companies’ 
codes and this commentary draws together what we have seen in these codes. It 
highlights good practice and also identifies a small number of areas where some 
companies have further to go to fully meet our principles. 

Most companies’ codes meet our principles, with some fully embracing (and 
exceeding) the principles and taking a leading approach. We welcome the leadership 
that companies’ boards have taken in demonstrating a self-regulatory approach and 
the emphasis they have placed on high standards of leadership and governance. 

However, there are two key areas where we consider that some companies have 
more to do: first, the composition of the board and the balance of independent non-
executive directors; and second, describing clearly the role of the regulated company 
in determining and directing strategy. Where this is the case, we are following this up 
with individual companies. 

Appendix 1 provides our evaluation of the way in which each company is meeting 
our principles. 

  

http://www.ofwat.gov.uk/regulating/gud_pro20140131leadershipregco.pdf
http://www.ofwat.gov.uk/regulating/gud_pro20140131leadershipregco.pdf
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1. Companies’ approaches to board leadership, 
transparency and governance  

1.1 Background 

Around a year ago we began work to take a fresh look at board leadership, 
transparency and governance in the water sector. Companies operating in this 
sector provide an essential public service and as such we expect them to operate  
to high standards of governance and leadership. 

Most companies in this sector have a series of licence obligations that were put in 
place to make sure the regulated company operates independently and to have 
governance commensurate to those of listed companies. Since those obligations 
were put in place the ownership structures have changed (with many more 
companies in private ownership). In addition, in the wake of significant failures in 
some markets, the standards of governance have tightened.  

There are a number of different ownership structures operating in the sector. A few 
of the regulated companies are members of publicly owned groups that are listed on 
the Stock Exchange. In these cases, the holding company is subject to the UK 
Corporate Governance Code. Most companies are in private ownership, with either a 
single shareholder or a consortium of private investors. Dŵr Cymru is a company 
limited by guarantee. 

The principles were developed with each of the different ownership structures in 
mind, and were developed with the aim of protecting customers regardless of the 
ownership structure of their water and wastewater services provider. The principles 
are aimed at improving the disclosures and standards of governance for all 
companies and the transparency with which they demonstrate that is the case. Our 
expectation is that all companies will operate to the highest standards regardless of 
ownership structure.  

Consequently, we have engaged with the companies and other stakeholders, 
including a group of investor representatives, to develop principles that we consider 
all companies operating in this sector should meet as a minimum. This includes new 
entrants to the sector. Companies’ boards have welcomed the focus on high 
standards of governance and leadership, and have committed to taking a self-
regulatory approach.  
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In January, we published our final ‘Board leadership, transparency and governance – 
principles’, following consultation. This set out the principles that we expect 
companies to adopt as a minimum. We also said that we expected companies to 
send us their governance codes by 1 April 2014, setting out how they will meet the 
principles. In view of the changes some companies will need to make to their 
governance arrangements, we are allowing companies until 1 April 2015 to fully 
meet the principles.  

To improve transparency and confidence in the sector we have also 
published ‘Board leadership, transparency and governance – holding company 
principles’. These are a set of principles that we consider should apply at the holding 
company level. These principles are aimed primarily at improving transparency of 
ownership structures and protecting the regulated company from risk elsewhere in 
the group.  

1.2 Companies’ codes  

The companies have sent us their codes, and we have reviewed them against the 
principles. Overall, we welcome the positive way in which companies’ boards are 
meeting our principles. In particular, we welcome the evidence we have seen of 
some companies taking a leading approach and providing examples of best 
corporate governance practice, that go beyond our principles. We have also found 
that there are areas where some companies have more to do. 

Since taking a fresh look at board governance in the sector over the past year, we 
have observed a step change in the disclosures that the sector makes. Companies 
have been supportive and willing to engage with us on this important subject, and 
although there has been debate on some of the detail, companies have agreed that 
now is a good time to take action and have responded positively. For some, meeting 
our principles require boards to make significant changes to their board composition, 
shareholder agreements, and the nature and coverage of board committees among 
other things.   

We are pleased that the content of companies’ codes shows that most companies 
wish to maintain standards of board leadership and corporate governance that meet 
or exceed our principles. The codes not only highlight how far the sector has come, 
but also areas where there is still work to do. We include a more detailed review of 
what we have found in chapter 2 and for each company in appendix 1. 

http://www.ofwat.gov.uk/regulating/gud_pro20140131leadershipholdco.pdf
http://www.ofwat.gov.uk/regulating/gud_pro20140131leadershipholdco.pdf
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The companies have developed different styles for their codes. The codes are 
individual to each company and a variety of different approaches have been 
adopted, which suggests that each board has taken accountability for its own code.  

We did not specify the way in which the codes are presented, but the coverage and 
accessibility of most of the codes meets our expectations. The approaches taken 
range from precise and detailed codes to high-level customer-focused statements on 
how the company meets the principles. In a few cases, the codes are light on detail 
or repeat our principles without fully setting out how the code will be implemented.   

Some companies have supported their codes with implementation plans that detail 
the actions the company is taking to meet the principles. For some, these actions are 
significant, including: 

• revisions to the composition of the board; 
• introducing new committees; and 
• appointing independent chairmen.  

Some companies have set out formal codes that, subject to revisions made by the 
board, will guide the boards’ future governance decisions. These codes demonstrate 
transparently the standards that apply.   

Others have produced a code that is more like a commentary, often comparing the 
company’s current position with its planned changes. This is useful in this transition 
period, but may need to be updated once the identified changes have been made.  

We expect each company to disclose transparently the governance standards to 
which it operates in an accessible way to all of its stakeholders. 

In a few cases, companies have provided brief descriptions of their approach to 
corporate governance rather than providing a code. In those cases, we have 
followed up with the companies involved in order that they provide a code that 
demonstrably meets the minimum expectations set out in our principles.  
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2. Codes and the principles 

This chapter sets out how companies have responded to the principles.  

2.1 Transparency  

The first principle expected company reporting to meet or exceed the standards set 
out in the Disclosure and Transparency Rules. 

A few companies’ codes set out in full detail how they will report in a transparent 
way. Others have provided much less detail on how they will ensure they report in  
a transparent way. 

We recognise that it is the transparency of disclosures that is paramount. While 
some companies have provided less detail in their codes about the transparency of 
their disclosures, we recognise they may fully intend to address all of the areas 
specifically referenced in the principles.  

We will be examining: 

• the way in which each company reports how it has met the principles in  
2013-14 (in its annual report) and the accessibility of those disclosures; and 

• the ease of access to each company’s governance code. 

Our initial review of the codes leads us to consider that each company will fully 
disclose how it meets the principles.  

2.2 Acting as if it is a separate public listed company 

This principle expects the regulated company to act as if it is a separate public listed 
company.   

Most companies’ codes state that the company will comply with this principle. These 
companies made clear statements that the regulated company board is in control of 
the business, and that strategic decision making is performed at this level. They also 
state that any matters reserved for the holding company will be published – for 
example, in the annual report. 
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Some companies did not go as far as others in making strong statements about the 
strategic leadership of the regulated company board. Some did not say explicitly that 
the regulated company board was in full control of the business, or did not state that 
matters reserved for the holding company board would be published.  

We expect that the regulated company will declare explicitly any matters that are 
reserved to a different board. We expect to see an explanation why that is the case.  

As part of its governance code and supporting material, one company has published 
details of all reserved matters. We welcome this example of best practice.  

2.3 Independent representation on the regulated company board 

This principle requires the board of the regulated company to have a significant 
independent representation. 

We recognise that this is the area where a number of companies need to make 
significant changes to meet our principles, including changes to the composition of 
their boards. We welcome the actions that companies are taking to implement this 
principle. 

Most companies have made commitments to make changes to the composition of 
their boards to make sure that independent directors form the largest group on the 
board. For some companies, implementing this principle may take some time and 
could involve making changes to shareholder agreements. This is why we have 
allowed companies a period until 1 April 2015 to put changes into effect. In a few 
cases, companies’ proposals do not meet the expectation in our principles that 
independent directors (including an independent chairman) are the largest group on 
the board. We are following this up with these companies and we expect to reach a 
position where all companies meet this principle by 1 April 2015. 

Some companies have reviewed the length of time independent directors have spent 
on the board, and are looking to refresh board membership. We encourage all 
companies’ boards to consider their approaches to progressive refreshing of 
membership of the board. Any term beyond six years for a non-executive director 
should be subject to particularly rigorous review. We note that a number of 
companies have board members that have served for longer than the term, of nine 
years, suggested as a maximum in the UK Code. 
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Most companies state that alternates are not used on the board, or in a few cases 
that this will be done only as an exception. We are pleased to see the commitments 
companies have made in this area. Where, exceptionally, alternates attend board 
meetings, we expect companies to make this transparent and explain how appointed 
directors will discharge their duties through an alternate.    

We welcome the changes that companies are committed to making, and consider 
that these changes are in the best interests of customers and the legitimacy of the 
sector. We will maintain our scrutiny of this area.   

2.4 Independent chairmen  

The principles suggest that the chairman of the regulated company should be 
independent of management and investors if they are to be fully effective. 

Most companies either already have an independent chairman, or will have by April 
2015. It is a positive step for the sector that the majority of companies will be led by 
an independent chairman, and we welcome the changes companies have made in 
this regard. 

The principles make an exception if the ultimate controller of the regulated company 
is a single entity. In those circumstances, we expect there to be a senior 
independent non-executive director with whom all regulatory interactions, that might 
otherwise take place with the chairman, will be conducted. One company with a 
single owner has an independent chairman and the other two have appointed senior 
independent non-executive directors.    

This exception arose as a result of our engagement with companies and 
stakeholders. Clearly, all the shareholder directors on these boards will be 
connected to the owners, so it is very important to have the right balance on the 
board to ensure one party does not have too strong a voice. 

We are concerned that some companies have told us they will not have an 
independent chairman, or that their chairman does not fulfil the definition of 
independent as set out in the UK Code. Chairmen that have had a connection with 
the shareholder prior to appointment or who chair the holding company board cannot 
be regarded as fully independent. A number of chairmen have asked for clearance to 
chair both regulated and holding company boards; and we have confirmed that this 
is acceptable with the spirit of the principles. 
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2.5 Board committees  

The principles require that board committees operate at regulated company level 
and there should be a majority of independent members on the audit and 
remuneration committees. 

Some of the companies’ codes did not give us confidence that the companies would 
meet the standards set out in this principle. This was for the following reasons. 

• They do not specify that an audit committee member will have recent and 
relevant financial experience.  

• They do not state that there will be a majority of independent members, or 
that the committee will be led by an independent.  

However, there are were also examples of best practice – for example, committees 
are run at regulated company level, they are led by independents and made up with 
a majority of independents, and the members have the requisite financial knowledge. 

We recognise that, in terms of the financial skills of the committee members, it may 
take time for some companies to refresh the membership of their board committees. 
We anticipate that the companies that have not explicitly committed to doing so, will 
put a plan in place to ensure that the membership of their board committees will 
meet the standards set out in the principles by 1 April 2015. 

2.6 Group structure  

The principles require that group structures are explained in a way that is clear and 
simple to understand. 

Most companies state that they will explain the group structure in their annual report. 
Some provided more detail on the group structure in their codes. One company 
provided a diagram showing the full holding structure. 

It is for companies to decide how they make this information available, but we expect 
it to be readily accessible and clear.  
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3. Next steps 

Where we have seen areas where companies do not meet our principles or have not 
produced a code that meets our expectations, we will work with them to ensure that 
this is rectified.  

We understand that changes to boards take time and, as a result, we have allowed 
companies the period to 1 April 2015 to meet the principles in full. 

As we set out earlier, we are taking action with companies whose codes do not meet 
our principles. 

In the summer, we will examine each company’s reporting of its 2013-14 
performance in order to understand how it is meeting our principles and its code  
in practice. We will publish our findings. 

In time, we expect to pursue a licence modification with all companies that will 
require them to meet our principles.  

We will continue to shine a light on this area in order that the sector retains its 
legitimacy with customers. 
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Appendix 1: Evaluation of the way in which each company’s code meets our principles 

The table below sets out whether or not companies’ codes, if followed, will allow them to meet our principles. As shown, there are  
a few companies whose codes do not meet our principles in full. We have followed this up with the companies concerned. These 
companies have provided an explanation for their divergence from the letter of our principles, but have explained how they consider 
their approach meets the spirit of the principles.  

As set out in the documents, companies have until 1 April 2015 to meet our principles in full. A number of companies have told us 
that they must make changes to their governance arrangements in order to meet the principles. The last column in the table 
highlights where companies are making changes to the way in which they currently operate in order to meet our principles by  
1 April 2015. 

We will examine each company’s reporting of its 2013-14 performance in order to understand how it is meeting our principles and 
its code in practice. We will publish our findings. 
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 4.1 
Transparency  

4.2 Regulated 
company as 
separate 
company 

4.3 Board 
composition 

4.4 
Independent 
chairmen 

4.5 Board 
committees 

4.6 Group 
structure 

Implementation 
changes 
needed to meet 
principles by  
1 April 2015 

Anglian       Yes 

Dŵr Cymru       None 

Northumbrian       Yes 

Severn Trent The principles are met at both the listed holding company and regulated company level, given that board membership  
is common.  

South West       Yes 

Southern       None 

Thames       Yes 

United Utilities The principles are met at both the listed holding company and regulated company level, given that board membership  
is common. 
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 4.1 
Transparency  

4.2 Regulated 
company as 
separate 
company 

4.3 Board 
composition 

4.4 
Independent 
chairmen 

4.5 Board 
committees 

4.6 Group 
structure 

Implementation 
changes 
needed to meet 
principles by  
1 April 2015 

Wessex   Independent 
directors are 
not the largest 
group on the 
board 

   Yes 

Yorkshire       Yes 

Affinity   Investor 
representative 
directors 
outnumber 
independent 
directors 

   Yes 

Bristol       Yes 

Dee Valley The principles are met at both the listed holding company and regulated company level, given that board membership  
is common. 
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 4.1 
Transparency  

4.2 Regulated 
company as 
separate 
company 

4.3 Board 
composition 

4.4 
Independent 
chairmen 

4.5 Board 
committees 

4.6 Group 
structure 

Implementation 
changes 
needed to meet 
principles by  
1 April 2015 

Portsmouth   Independent 
directors are 
not the largest 
group on the 
board 

   Yes 

Sembcorp       None 

South East       Yes 

South Staffs       Yes 

Sutton & East 
Surrey 

   The chairman 
is not fully 
independent 

  Yes 

Key: 

Green Company’s code will allow it to meet our principles. 

Amber Company’s code will not allow it to meet our principles but an explanation is provided for any divergences. 

Red Company’s code will not allow it to meet our principles and no explanation is provided. 

Note: The numbers in the table headings are consistent with our published principles. 

http://www.ofwat.gov.uk/regulating/gud_pro20140131leadershipregco.pdf
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